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1 Introduction 

1.1 Background and Context 
This dissertation deals with various aspects of structural transformation, industrialization 
and economic integration from the perspective of late-developing economies, such as 
those in Sub-Saharan Africa (SSA) in general and Ethiopia in particular. Therefore, this 
section provides academic and policy contexts under which this dissertation has been 
conceived and developed. Besides providing background and context, the section aims 
to provide a brief but critical review of the relevant literature with the objective of 
identifying important gaps in the literature which the dissertation aims to fill. 

The section below begins with a discussion of the elusive quest to achieve economic 
development in SSA, where both optimistic and pessimistic narratives have been 
recurring themes since the 1960s. This is followed by a brief discussion of how the region 
failed to achieve economic development through structural transformation towards 
higher productivity, higher technology, and higher-skill economic activities. That will be 
followed by a brief but critical look at how the mainstream literature and global policy 
discourse have, over the decades, responded to the late-development challenges in the 
region. The next sub-section discusses the external dimensions of economic 
development and policy space for economic development from the perspective of  
late-developing economies and how some of the associated issues are treated in the 
mainstream economics literature. 

1.1.1 The elusive quest for economic development in Sub-Saharan Africa (SSA): 
Alternating between optimistic and pessimistic narratives 
To date, observers of the international discourse about the development prospects of 
Sub-Saharan Africa (SSA) must be used to recurrent themes of excessive pessimism and 
optimism – both of which have been invariably associated with growth performances 
that are closely linked to international commodity price booms and slumps (see II for 
details). For instance, following decolonization, Africa as a whole achieved moderate 
economic growth from the mid-1960s until the end of the 1970s, which created optimism 
about the continent. In particular, there was a notable acceleration of growth in sub-
Saharan Africa (SSA) during the 1970s, supported by a boom in commodity prices and 
foreign aid (UNCTAD, 2001, 3). However, economic performance deteriorated rapidly in 
the late 1970s and early 1980s; and stagnation and decline continued during the first half 
of the 1990s (ibid.). These two decades are considered to be “lost”, since Gross Domestic 
Product (GDP) was on average declining for the African continent as a whole (UNECA, 
2016, 16). 

The generally dismal performance of SSA economies over the two “lost decades” 
inevitably created a widespread pessimism about the prospects of the economies; but 
this was later somewhat dispelled by an upturn which began in the mid-1990s (UNCTAD, 
2001). In fact, over the period 2001–2008, Africa was among the fastest growing regions 
in the world economy (UNCTAD, 2012, 2); and between 2000 and 2014, annual GDP 
growth in Africa was 4.6 per cent on average (UNECA, 2016, 16). This also invariably 
generated substantial optimism about Africa’s economic prospects; and the dominant 
narrative changed from “the dark continent” to “Africa Rising”.1 Unfortunately, the 

                                                                 
1 For instance, The Economist magazine, which had been known to be pessimistic about Africa’s 
prospects (See for instance the article in the 11 May 2000 print edition of the magazine entitled, 
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optimism could not last because, “Economic growth in Africa fell by more than half from 
3.7 per cent in 2015 to 1.7 per cent in 2016 amid weak global economic conditions,  
still-low (even if rising) oil and commodity prices and adverse weather conditions 
(drought)” (UNECA, 2017, 3). Furthermore, Africa’s share in global merchandise exports 
– already very low – fell further, to 2.4 per cent in 2015 (ibid., 19). 

Even during the period when growth performance was creating waves of optimism, 
detailed analyses of the pattern and sources of growth across the continent indicated 
that the picture was not that rosy, i.e. the pattern of growth was neither inclusive nor 
sustainable for several reasons (UNCTAD, 2011, 2–3). The first reason is the heavy 
dependence of African countries on natural resources – most of which are  
non-renewable and are being depleted at a very rapid rate with negative consequences 
for future growth and sustainability – as drivers of economic growth. The second 
worrying feature of the pattern of growth is that it has been accompanied by 
deindustrialization, as evidenced by the fact that the share of manufacturing in Africa’s 
GDP fell from 15 per cent in 1990 to 10 per cent in 2008.2 The growth hailed by the “Africa 
rising” narrative, and which has been underpinned by high global demand for 
commodities and their rising prices, has also been a jobless one: it has “not generated 
sufficient productive employment, improved living conditions or a significant decline in 
poverty and inequality” (UNECA, 2016, 2). 

1.1.2 Africa and economic development through structural transformation 
The brief discussion above hints at the importance attached to structural transformation 
from lower to higher productivity economic activities as a key element of economic 
development. Moreover, the heavy reliance of African economies on production and 
export of primary commodities has been recognized as the most important source of 
their vulnerabilities by policy makers of the continent since the 1960s. In fact, lack of 
economic diversification, industrialization and structural transformation have been 
major concerns to African policy makers and intellectuals over most of the post-colonial 
period (except during the era of the ascendance of neoliberalism and Washington 
Consensus to be discussed shortly). Consequently, according to UNCTAD (2011), after 
gaining political independence (mainly in the 1960s), most African countries started to 
promote industrialization based on the conviction that it was necessary to ensure  
self-reliance and reduce dependence on advanced countries. There was also “the 
expectation that industrialization would hasten the transformation of African countries 

                                                                 
“Hopeless Africa” (available at http://www.economist.com/node/333429), or another article 
entitled, “The Dark Continent” in the 16 August 2007 edition (available at 
http://www.economist.com/node/9660077), has concluded, 
[O]ver the ten years to 2010, six of the world’s ten fastest-growing economies were in sub-
Saharan Africa … Over the past decade the simple unweighted average of countries’ growth rates 
was virtually identical in Africa and Asia. Over the next five years Africa is likely to take the lead. 
In other words, the average African economy will outpace its Asian counterpart (“Africa’s 
Impressive Growth”, The Economist Online, 6 January 2011). 
2 The same source reports that the most significant decline was observed in Western Africa, 
where it fell from 13 per cent to 5 per cent over the same period. Nevertheless, there has also 
been substantial de-industrialization in the other sub-regions of Africa. For example, in Eastern 
Africa the share of manufacturing in national output fell from 13 per cent in 1990 to about 10 per 
cent in 2008; and in Central Africa, it fell from 11 to 6 per cent over the same period. 
Furthermore, in Northern Africa it fell from about 13 to 11 per cent and in Southern Africa it fell 
from 23 to 18 per cent (ibid., 2). 
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from agricultural to modern economies, create employment opportunities, raise 
incomes as well as living standards, and reduce vulnerability to terms of trade shocks 
resulting from dependence on primary commodity exports” (ibid., 2). 

According to de Vries et al. (2013), as a result of the drive across the continent to 
industrialize, the expansion of manufacturing activities during the early  
post-independence period led to a growth-enhancing reallocation of resources, but this 
process of structural change was stalled in the mid-1970s and 1980s. In no small part, 
this was due to the onset of sweeping liberalization programmes forced upon African 
economies by the international financial institutions and their major donors. This 
followed the Berg Report3, which justified the sweeping liberalization initiatives – arguing 
that Africa’s comparative advantage lies in agriculture (Jomo, 2008, 9). The Report also 
assumed that African import-substituting industries had been protected for far too long, 
and would never become viable, let alone competitive; and therefore, it concluded that 
industrial policy and the existing (inefficient) industrial capacity had to be abandoned 
(ibid., 15). All in all, there was a widespread, sweeping and rapid opening up of trade, 
investment, finance and other flows in SSA; and very often, such liberalization was 
externally imposed by the Bretton Woods institutions as part of the conditions imposed 
to secure access to emergency credit during the debt crises of the 1980s, and more 
recently, in the wake of more currency and financial crises (ibid.). “African countries had 
been largely ‘adjusted’ by the late 1990s, with major changes in African economic policies 
and institutions. Africa has been ‘liberalized’ and opened to ‘globalization’” (ibid., 6). 

The result of liberalization was economic stagnation, premature de-industrialization 
“and agricultural decline, rather than structural change induced by differential 
productivity gains and changing demand due to increasing incomes to such an extent 
that, the rates of growth of manufacturing value added have fallen continuously from 
the 1970s, and actually contracted by an annual average rate of one per cent during 
1990–97” (Jomo, 2008, 7–8). Even when growth rebounded in the 1990s, in most African 
economies, workers mainly relocated to market services’ industries, where these 
activities had above-average productivity levels, but productivity growth was low and 
increasingly falling behind the world frontier – “a pattern of static gains but dynamic 
losses” (Vries et al., 2013). Essentially, African economies still reflect colonial economic 
structure: the share of manufacturing in total value added stood at 8% in 1970, 13% in 
1990, 12% in 2000 and 10% in 2011 (Stein, 2000, 13; UNCTAD, 2014a, 4–5). Thus, failure 
of SSA economies in terms of industrialization and structural transformation is such that, 
“for most countries in the continent, it is low-productivity activities such as informal and 
non-tradable services that account for the bulk of the recent boom in the services sector 
and so it is not surprising that it has not had the expected impact on economic 
transformation” (UNCTAD, 2014a, 4–5). 

The failure of African economies to achieve economic development through structural 
transformation towards higher productivity, higher technology, and higher-skill 
economic activities is acutely reflected in the composition of trade with the rest of the 

                                                                 
3 The Berg Report is the name most commonly used for the World Bank-published report, 
“Accelerated Development in Sub-Saharan Africa: A Plan for Action”, written by Elliot Berg in 1981. 
The report was written in response to a 1979 request from the African Governors of the World Bank 
for a paper analyzing the development problems facing African countries. It also responded to a set 
of policies determined by African Chiefs of State in 1980, called the Lagos Plan of Action. While the 
Lagos Plan endorsed inward-looking policies of African self-reliance, the Berg Report advocated for 
outward-looking policies of increased international trade (Source: Wikipedia). 
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world, as well. According to UNECA (2017), Africa’s exports to the world are poorly 
diversified and dominated by primary commodities, mainly hydrocarbons: 55 per cent of 
exports were fuels over 2010–2015, with manufactured goods accounting for only 18 per 
cent; whereas manufactured goods dominate Africa’s imports (mainly heavy machinery, 
automobiles and chemicals) (ibid., 719). 

1.1.3 Responses to challenges of late development in Africa, and the global 
development agenda 
The economics of development that flourished during the post-World War II period and 
the decolonization process until the onset of the neoliberal era towards the end of the 
1970s considered economic development almost synonymous with industrialization and 
structural transformation (Andreoni and Chang, 2016, 2). The group that promoted this 
view of economic development, which collectively form what is now called “classical 
development economics” or “pioneers of development”, typically consists of the 
following key thinkers: Paul Rosenstein-Rodan, Hans Singer, Arthur Lewis, Albert 
Hirschman, Gunnar Myrdal and Ragnar Nurkse (Kattel et al., 2009). 

However, this view of the process of economic development has a much longer history 
than the post-WW II period. The emphasis on industrialization and structural 
transformation as well as the consideration of capitalist economic development as a 
production-based system (as opposed to emphasis on exchange) has a very long history 
in the alternative tradition of economics which can be considered historical, evolutionary 
and institutionalist. From this view point, the core aspect of economic development is 
transforming productive structures based on superior technology, skill, knowledge and 
organizational capability embodied in institutions (Chang, 2011). 

The alternative tradition includes such thinkers as Antonio Serra (1613), James Steuart 
(1767), Alexander Hamilton (1791), Friedrich List (1827, 1841/1909), Henry C. Carey 
(1888) and Gebrehiwot Baykedagn (1924).4 Aspects of this tradition were developed by 
twentieth-century economists such as Young (1928), Schumpeter (1939), Myrdal (1957), 
Hirschman (1958) and Kaldor (1966), who also emphasized the fact that the dynamic 
heart of structural change – and thus economic development – is a process of cumulative 
causation, reinforcing and accelerating growth – basically because industrial expansion 
will create extra employment, incomes and demand, while raising productivity and 
profitability (through the Kaldor-Verdoorn law) and furthering investment (Storm, 2015, 
675). Economic history also fully justifies the emphasis on industrialization and structural 
transformation since, throughout the history of capitalism, the manufacturing sector has 
been the engine of economic development. In addition, there has not been any 
significant economy that has developed without developing a strong manufacturing base 
– so much so that the term “industrialized country” and “developed country” are often 
used interchangeably (see also Chang et al., 2013, and Chang, 2014 on this point). 

However, since the last quarter of the 20th century, industrialization and structural 
transformation as key developmental agenda were effectively abandoned (Shafaeddin, 
2005). This can be partly attributed to complexities and developments in the political 
economy contexts of the countries themselves. However, in important ways, it was also 

                                                                 
4 Over the past few decades, Erik S. Reinert has been probably the strongest and most consistent 
advocate for the revival of interest in this tradition of economics since the publication of his PhD 
dissertation in 1980 (Reinert, 1980). Some of his outstanding works on this subject include 
Reinert (1995), Reinert (1999), and Reinert (2007). Another important popularizer of this 
intellectual tradition has been Ha-Joon Chang (See for e.g. Chang, 2002a, 2002b and 2007). 
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due to the intense pressures from international economic institutions and governments 
of the developed countries.5 For instance, the 1980s, described by economists as Africa’s 
“lost decade”, was also the transition decade, which marked the beginning of the decline 
of developmentalism and the rise of neoliberalism; and it is no coincidence that the 
World Bank published its notorious but highly influential Berg Report (mentioned in the 
above sub-section) in 1981. It essentially presented an agenda for Africa “set by the 
erstwhile Bretton Woods institutions (BWIs) with the backing of Western countries, but 
it had little to do with development, accelerated or otherwise (Shivji, 2016, 243). The 
result of the subsequent Structural Adjustment Policies (SAP) in Africa were devastating: 
“Social indicators such as education, medical care, health, nutrition, rates of literacy and 
life expectancy all declined. Deindustrialization set in. Redundancies followed. In short, 
even some of the modest achievements of the nationalist or developmentalist period 
were lost or undermined (ibid., 244). 

Subsequent to the disastrous SAPs, the dominant global development discourse came 
to ignore the importance of structural transformation and industrialization to an extent 
that, at the more formal level, “‘development’ came to mean poverty reduction, 
provision of basic needs, individual betterment, and sustenance of existing productive 
structures – that is, anything but ‘development’ in the traditional sense. In other words, 
it has turned into Hamlet without the Prince of Denmark!” (Chang, 2011, 48). Thus, in 
place of “development” being synonymous with industrialization and structural 
transformation, “Development and poverty reduction have become synonymous and the 
critical role of productive transformation has been neglected. This has also led to the 
neglect of full and productive employment as a critical dimension of development” 
(Andreoni and Chang, 2016, 4). 

The change in emphasis took place, ignoring (intentionally or otherwise) the fact that 
economic underdevelopment and wide-spread poverty are the “default options” for 
economies that failed, for one reason or another, to progressively move towards higher 
productivity, higher knowledge and higher-skill economic activities. That is, the dominant 
development literature fails to understand that economic development is an “artificial” 
phenomenon. Consequently, in most of the mainstream academic and policy literature, 
it is argued that some countries and societies have a much better chance of economic 
development. However, there is no agreement as to what factors play a more important 
role. For instance, Bloom and Sachs (1998) suggest that 60 to 90 per cent of Africa’s slow 
growth is attributable to geography and demography – tropical climate and a tropical 
disease burden, hostile and unfertile soil quality, a high youth dependency ratio, a  
semi-arid climate with rainfall subject to long cycles and unpredictable failure, etc. 

                                                                 
5 For instance, following decolonization in Africa, the internal political economy contexts and 
development management approaches followed by African governments were far from ideal and 
effective. According to Stein (2000), bureaucracies often expanded based on politics, not 
professionalism; states had a general antipathy for the private sector, or patrimonialism greatly 
affected the character of the private sector; both greatly weakened the group; state owned or 
partly owned industries relied on aid frequently tied to technology from developed countries 
with high import coefficients and little linkage to local capabilities (ibid., 19). However, the onset 
of sweeping liberalization programmes was forced upon African economies by the international 
financial institutions and their major donors following the Berg Report, which justified the 
sweeping liberalization initiatives, arguing that Africa’s comparative advantage lies in agriculture 
(Jomo, 2008, 9). 
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Similarly, Diamond (1999) argues that both geography and the environment played 
major roles in determining the shape of the modern world (ibid., 405). Meanwhile, 
Acemoglu, Johnson and Robinson (2001, 2002) argue that the most important factor is 
the presence or absence of “appropriate” institutions because, according to them, after 
accounting for institutional differences, geographic variables have little influence on 
incomes today (ibid. 2002). Yet for others, it is about policies. For instance, Collier (1998) 
argues that it is quite difficult to achieve structural transformation in Africa because of 
long-lasting and hard to reverse effects of poor policies (e.g. trade barriers, transport 
costs, power costs, transaction costs, information costs, and high risk) make it quite 
infeasible (ibid., 280–281). Therefore, he suggests, “For the present Africa must live with 
dependence upon primary commodities, and for parts of Africa, this is the only likely 
future” (Collier, 2002, 28). 

With respect to international development discourse and policy, particularly since the 
1990s, the result has essentially been the replacement of development economics 
(radically changing the productive structures of poor countries) with palliative economics 
(easing the pains of economic misery) (Reinert, 2006, 2). This was clearly visible, for 
instance, in the Millennium Development Goals (MDGs)6, which formed the most 
important global development framework, where none of the eight goals deal with 
anything related to changing the productive structure of the developing nations. 
Moreover, the anti-poverty and MDG approaches failed to understand the causal 
mechanism going from unemployment to poverty. For instance, the nature of those 
development policies that expand education in the absence of expansion and 
transformation of the productive sectors is self-defeating, for one, because such 
attempts lead to educated people to take up jobs for which they are over-qualified, and 
to “brain drain” from the economically less-developed regions and countries to more 
developed ones (Amsden, 2012).7 

The tendency to disregard the significance of the productive structure of an economy 
when dealing with issues of human development such as education has been widespread 
in mainstream economics and development policy making for the past several decades. 
In fact, there is a long-standing consensus on the importance of education for economic 
development among scholars and within development policy circles. For example, 
according to human capital theory, there is a strong link between investment in 
education and higher productivity and wages for individuals at the micro level and a 
country’s economic growth at the macro level.8 Consequently, there has been a strong 
                                                                 
6 MDGs were eight international development goals for the year 2015 that had been established 
following the Millennium Summit of the United Nations in 2000, and the adoption of the United 
Nations Millennium Declaration. The eight goals were: (1) To eradicate extreme poverty and 
hunger; (2) To achieve universal primary education; (3) To promote gender equality and 
empower women; (4) To reduce child mortality; (5) To improve maternal health; (6) To combat 
HIV/AIDS, malaria, and other diseases; (7) To ensure environmental sustainability; (8) To develop 
a global partnership for development. 
7 This is part of what Myrdal (1944) calls “perverse backwashes” and “backwash effects” of 
economic development – more capital (both monetary and human) will flow from the poor to the 
rich countries or regions (Myrdal, 1944; 1957). Thus, in effect skilled labour and capital from an 
economy tends to migrate from an economy that has static comparative advantage in low-skilled, 
labour-intensive products and services to economies which have comparative advantage in  
high-skill, technology-intensive products and services. 
8 In standard economics literature, the emphasis on the role of education and human 
development in economic growth started with Theodore Schultz’s inaugural speech at the 1960 
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emphasis on the importance of investment in human capital, particularly education 
(Krasniqi and Topxhiu, 2016). However, no consideration is made with regard to changing 
the productive structure of the economy. 

The theoretical foundation of the consensus that emphasizes investments in human 
development in less-developed economies with disregard for the productive structure of 
the economies is the mainstream economic framework which, in our view, is 
inappropriate for late-developing economy contexts. As shown in IV, one reason why this 
framework is inappropriate is due to the fact that it is based on the domain assumption 
of full employment of all resources (including labour), which clearly does not reflect the 
context of developing countries like those in SSA. Secondly, it assumes a perfectly 
competitive product and labour markets (see e.g. Becker, 1994, 304, Becker, 1964) – an 
assumption that is clearly at variance with the reality in countries which are the focus of 
interest in this dissertation. Thirdly, the standard growth theories and human 
development theories consider economic development as a process largely driven by the 
accumulation of investments in physical and human capital (Nelson, 2016). This is what 
Schumpeter called, “the pedestrian view that it is capital per se that propels the capitalist 
engine” when in fact capital per se is sterile (Reinert, 2006, 7). 

The past few years have witnessed some sort of revival of interest in industrialization 
and structural transformation in academia and policy circles. For instance, the 
Sustainable Development Goals (SDGs) of the United Nations (UN) replaced the MDGs in 
2016 as the guiding international development framework. While the MDGs were largely 
focused on social development, discussion and debates around the SDGs raised 
expectations that they should promote economic transformation (Basnett and 
Bhattacharya, 2015, 2). A case in point is the Common African Position on the Post-2015 
Agenda which states, “… therefore, we affirm our collective interests, which include the 
pursuit of structural economic transformation for inclusive and people-centred 
development” (ibid.). 

The SDGs go beyond the poverty reduction agenda of the MDGs. Specifically, Goals  
8 and 9 have reintroduced employment creation and inclusive and sustainable 
industrialization, while Goal 10 concerns the closely related issue of inequality reduction. 
However, the SDGs framework still under-values the central role of production 
transformation and good employment generation in sustainable development (Andreoni 
and Chang, 2016, 11). For example, the idea of sustainability enshrined in SDGs does not 
fully recognize the fact that economic sustainability ultimately depends on production 
transformation; and “Goal 9 (the only Goal explicitly mentioning industrialization) is a 
pretty marginal node in the SDGs network of goals” (ibid.). To put the issue of economic 
sustainability somewhat differently, structural transformation of economies such as 
those in SSA is not only important because it is more likely to help ensure that the SDGs 
will be achieved, “but also because it will enable the progress made to be sustainable 
beyond the target date of 2030. Without a solid economic foundation, progress in human 
development risks ultimately being reversed: without viable livelihoods, poverty will rise 

                                                                 
Annual Meeting of the American Economic Association (Schultz, 1961). Schultz (1961) pointed 
out that human capital comprises skills, knowledge, and abilities and argues that maximizing it 
enables individuals to maximize earnings, companies to maximize profits, and nations to 
maximize wealth. He also argued that differences in investment in human capital formation are a 
major explanation for the differences in national outputs of various countries. Therefore, he 
recommended that assistance to “underdeveloped” countries should redirect attention from the 
formation of nonhuman to human capital to achieve economic growth (Schultz, 1961, 15–16). 
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again, worsening nutrition and health, and without a firm domestic source of public 
finances, health services and education will deteriorate once external support begins to 
wane (UNCTAD, 2014b, 52). 

Overall, in recent years, there has been a welcome and significant revival in interest 
in industrialization and structural transformation in academia and policy circles, 
particularly in Africa. For instance, the 2014 edition of UNECA’s (and African Union’s) 
Economic Report on Africa laments that Africa’s recent impressive economic 
performance has not been accompanied by structural transformation but by  
de-industrialization (UNECA & AU Commission, 2014, X-XII). The recognition of a lack of 
structural transformation in SSA economies seems to be one of the key reasons for the 
revival of advocacy for industrial policies in the past few years (See e.g. UNECA, 2016; 
Stiglitz et al., 2013; Rodrik, 2015 and McMillan et al., 2014). However, the revival of 
interest has, unfortunately, been too faithful to the neoclassical theoretical framework, 
where the benign role of the market mechanism and dangers of “government failure” 
are overly emphasized and given primacy, and sticking to static comparative advantage 
is recommended (Storm, 2015, 670). 

For instance, UNECA, which has recently been on the forefront in Africa for advocating 
for structural transformation, argues, “Massive industrialization based on commodities 
in Africa is imperative, possible, and beneficial” (UNECA, 2013; italics added), implying that 
its advocacy for structural transformation is founded on the comparative advantage-based 
neoclassical theoretical framework.9 This is in spite of the overwhelming evidence that 
no country in history has ever industrialized by sticking to its static comparative 
advantage but through deliberate direction of the ‘market mechanism’ to create dynamic 
comparative advantage (see Chang, 2002b and Reinert, 2007 for details on this). 

1.1.4 External environment and policy space for late economic development 
As discussed above, structural transformation of late-developing economies had been 
ignored for at least three decades both in the mainstream academic literature and the 
international development discourse. Moreover, even when the issue came back in the 
past few years into both the academic literature and policy discourse, it has been framed 
within the tenets of mainstream or neoclassical economics and mostly sticks to the 
doctrine of comparative advantage, which runs against historical evidence of successful 
late development and industrialization (discussed in detail in I, II and Annex I).  
In addition, the “development” debate has also tended to focus solely on internal factors 
that determine success/failure in development, “assuming that external market forces 
are always benign, with strongly positive influences on economic performance and 
prospects” (Sundrama et al., 2011, 2). Furthermore, the dominant development 
discourse of the past few decades draws “attention away from the treacherous features 
of the international system whose structure serves mainly the economic and political 
interests of powerful factions in donor countries” (Montes, 2016). 

                                                                 
9 Perhaps due to the fact that Ha-Joon Chang, one of the most ardent advocates of industrial 
policy since the mid-1990s, was the lead author of the 2016 edition of UNECA’s Economic Report 
on Africa (UNECA, 2016), there seems to be a clear shift away from the neoclassical paradigm of 
industrial policy towards “transformative” industrialization. However, it is uncertain as to how 
the institution’s approach to industrial policy and structural transformation would continue after 
the departure of Carlos Lopes, who had been a strong advocate of structural transformation, 
from UNECA. (Carlos Lopez was Executive Secretary of the UNECA from September 2012 to 
October 2016). 
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To begin with the case of international trade, developing countries extensively 
liberalized their trade regimes in the1980s (as part of the liberalization drive discussed 
above) with the premise that they could achieve rapid economic growth and 
diversification.10 However, more trade liberalization has been associated with a more 
concentrated structure of exports (Montes, 2016, Figure 6.1). Even the much-touted 
SDGs ignore or misunderstand the nature and impact of free trade on the prospects of 
structural transformation in late-developing economies. In fact, the SDG agenda assumes 
that all forms of trade of less developed economies with advanced economies is good for 
the former. For instance, SDG 2b calls for the removal of subsidies, restrictions and 
distortions placed on developing country agricultural exports by advanced economies 
with the underlying assumption that the expansion of market access for agricultural 
products is an unqualified blessing for the developing economies.11 

The second point in connection with this is the mainstream view about regional 
economic integration (REI). More specifically, there has been no significant academic 
literature – particularly with respect to Africa – that deals with the issue of REI vis-a-vis 
structural transformation. More specifically, there is no significant literature that closely 
looks at the relationship between REI and the level of industrialization (or lack of it) in 
the integrating economies, i.e. how the proportion of industrial outputs in the 
composition of a country’s exports is linked with the level of its trade with another 
economy with which it is engaged in some form of REI. Moreover, the standard literature 
on REI is inappropriate to deal with this issue particularly in developing country contexts 
such as those in Africa for various reasons (see II for details on this). 

The third point in this regard is related to financing of development. In the long 
tradition of alternative development economics, it is clearly understood that economic 
development and structural transformation are largely to be financed by domestic 
resources (see for example Gebrehiwot Baykedagn, 1924; Nurkse, 1953, 1961). This fact 
has amply been demonstrated by historical evidence. However, both the SDGs and MDGs 
emphasize external financing of development in late developing economies. For 
instance, the MDG approach put so much emphasis on foreign financing (of domestic 
social and redistribution policies rather than domestic financing by the developing 
countries themselves) that Reinert (2006) rightly raised the question of the extent to 
which this approach will put a large number of nations permanently “on the dole”, a 

                                                                 
10 There has been an interesting development with regard to advocacy for free trade and 
liberalization since Donald Trump assumed the US presidency in January 2017. President Trump 
has emphasized three recurring themes regarding trade policy: the importance of trade balances, 
including bilateral trade balances, currency manipulation to gain unfair advantage in trade, and 
“disastrous” trade agreements. His challenge against free trade and liberal global economic order 
is interesting because usually such challenges come from nations with less developed economies 
and from leftist or populist leaders, and for nearly forty years, the United States had been the 
driving force in most free trade treaties (Sapir, 2017). However, it is not clear yet if this is a 
paradigm shift or a transitory development. Also, it is difficult to outline clear mid- and long-term 
implications of this development on the dominant international development policy discourse, 
and the approach and course of the influential international economic institutions (such as the 
WTO and the Bretton Woods institutions) towards developing economies with respect to trade 
and related matters. 
11 Note that this presumption is based on the doctrine of static comparative advantage to be 
dealt with in detail in this dissertation. 
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system similar to “welfare colonialism”. Though SDGs give less prominence to foreign 
financing of late development compared to MDGs, the emphasis is still clearly visible.12 

Fourth, the dominant development literature and international policy discourse of the 
past few decades ignore and/or fail to give attention to the importance of policy space 
for transformative industrial policies and strategies even when it deals with structural 
transformation and industrialization. This is in spite of the historical fact that late 
development and industrialization has never occurred automatically; but instead, it has 
always been the result of deliberate strategies and policies aimed at artificially changing 
the technology, knowledge and skill structure and capabilities of an economy (instead of 
relying on “natural” comparative advantage and “market forces”). For instance, in the 
Millennium Declaration of 2000, which formed the foundation for MDGs, UN member 
countries declared: “We are committed to an open, equitable, rule-based, predictable 
and non-discriminatory multilateral trading and financial system” (UN, 2000, para. 13). 
Later on, Target 8A under MDG 8 required further development of an “open, rule-based, 
predictable, non-discriminatory trading and financial system”. Overall, the rules, 
frameworks and institutional arrangements (such as those of WTO and bilateral trade 
agreements) tend to limit the space for transformative industrial policies in late-
developing economies, thereby making it more difficult for catch-up industrialization.  
In short, the laissez-faire approach advocated for late-developing economies of today is 
against the historical evidence related to all the successful cases of catch-up development 
and industrialization (see Chang, 2002b, Reinert, 1999, 2007 for details on this). 

Finally, the mainstream development literature and policy discourse more or less 
completely ignores the possibility of long-term, structurally-rooted trade deficits in 
underdeveloped economies and the economic challenges associated with this.13 This is 
in spite of the fact that persistent trade deficits are key features of such economies. And 
ironically, the associated challenges (of unbalanced trade) when a nation trades with 
more advanced economies used to be taken very seriously by writers of alternative 
economics tradition, at least since the days of mercantilists.14 

1.2 Main purpose, focus areas and objectives of the dissertation 
1.2.1 Main purpose 
The dissertation attempts to address the various aspects of late development and 
structural transformation by addressing the weaknesses and gaps identified above in the 
intellectual literature and international development discourse. It critically examines the 
theoretical underpinnings of the dominant literature, identifies gaps and outlines 
alterative theoretical frameworks, which are then employed to undertake case studies 
related to Africa in general and Ethiopia in particular. The alternative tradition of 
economics that is employed throughout the dissertation can be described as historical, 
                                                                 
12 See for example Sub-Goal 1.a in the official revised list of SDGs, which says, “Ensure significant 
mobilization of resources from a variety of sources, including through enhanced development 
cooperation, in order to provide adequate and predictable means for developing countries, in 
particular least developed countries, to implement programmes and policies to end poverty in all 
its dimensions.” Sub-goal 10.b also reads, “Encourage official development assistance and 
financial flows, including foreign direct investment, to States where the need is greatest, in 
particular least developed countries, African countries, small island developing States and 
landlocked developing countries, in accordance with their national plans and programmes.” 
13 See Annex I for details on this. 
14 See Hudson (2009) for details on this. 
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evolutionary and institutionalist, and its kernels could be traced back at least to the work 
of the Antonio Serra (1613). The focus areas of the dissertation are described in more 
detail below. 

1.2.2 Focus Areas 
The dissertation’s first focus (in I) is the presentation of the historical, evolutionary and 
institutionalist alternative tradition of economics through the review of the work of 
Gebrehiwot Baykedagn (GHB) (1886–1919), possibly the first African intellectual to 
advocate for a coherent and comprehensive programme of industrialization, particularly 
in GHB (1924). It also considers their current relevance with the view to draw attention 
back to two key issues related to late development: industrialization and the type of 
external economic relations with advanced economies that facilitate industrialization in 
a late developing economy. Moreover, by way of analyzing and tracing the intellectual 
lineages and roots of the work of GHB, the dissertation aims to examine the nature and 
impacts of economic integration of late-developing nations with more advanced ones. 

The second focus area of the dissertation are the interrelationships between 
structural transformation and REI. More specifically, the dissertation (in II) looks at the 
linkages between industrialization and structural transformation on the one hand, and 
REI on the other hand by outlining taxonomic principles of transformative REI based on 
the insights from the historical, evolutionary and pragmatic alternative tradition of 
economic thought. The taxonomic principles are then employed to evaluate different 
types of economic integration arrangements vs. their implications to structural 
transformation and industrialization in a less developed economy (or economies).  
An attempt is made to apply this framework to REI arrangements in Africa. The third 
focus area of the dissertation is the application of the taxonomic principles of 
transformative REI (outlined in II) for the analysis of Ethiopia’s economic diplomacy and 
REI efforts vs. its immediate neighbours. In other words, an attempt is made (in III) to 
assess the effectiveness of the efforts and initiatives of the country (particularly since 2002) 
vis-à-vis the economic structure of the country as well as its immediate neighbours. 

The fourth focus area is the issue of persistent trade deficits, which have been ignored 
for decades by both academic and policy literature. An attempt is made (in Annex I) to 
link persistent trade deficits with the productive structure of a late-developing economy 
and understand why the predictions of conventional trade theories are at clear variance 
with the empirical evidence with respect to the impact of trade liberalization in a least-
developed country context. A detailed case study of Ethiopia is employed with the aims 
of demonstrating the linkages between persistent trade deficits and economic structure, 
and of demonstrating that trade liberalization and asymmetric economic integration of 
underdeveloped economies with advanced ones lead to a persistently widening trade 
deficit. 

The fifth and last area of focus of the dissertation is to put into question the strong 
and unqualified belief in the academic and policy literature of the past few decades on 
the importance of investment in human capital – particularly education – in developing 
economies without regard for the productive structure of the economy. Thus, an attempt 
is made (in IV) to critically examine the achievements and challenges of the education 
sector in Ethiopia from the perspective of long-term economic development and 
structural transformation. Attempts are made to identify linkages between the 
disproportionate focus on investment in education (without paying sufficient attention 
to changing the productive structure of the economy) with a vicious cycle of low-quality 



19 

education, persistently high levels of unemployment, underemployment and brain-drain 
of the better-educated human resources of the country. 

1.2.3 Research questions 
Within the focus areas described above, the following are the specific research questions 
addressed in the dissertation to address the gaps in the relevant literature: 
a) Are the key ideas, arguments and policy proposals of the historical, evolutionary 
and institutionalist alternative tradition of economics valid and relevant for economic 
development in the context of today’s late-developing economies? 
b) What are some of the linkages between industrialization and structural 
transformation on the one hand, and REI on the other hand? What principles and 
conceptual frameworks are appropriate for the purpose of evaluating whether or not a 
given REI arrangement is transformative (i.e. facilitates long-term development and 
industrialization of a late developing economy)? 
c) Given the economic structure of Ethiopia and that of its immediate neighbours, 
how effective have Ethiopia’s economic diplomacy and REI efforts been vs. its immediate 
neighbours? 
d) What are some of the links between persistent trade deficits and the productive 
structure of a late-developing economy? Why are the predictions of conventional trade 
theories at clear variance with the empirical evidence with respect to the impact of trade 
liberalization in least-developed country contexts? 
e) What are some of the major achievements and challenges of the education 
sector in Ethiopia from the perspective of long-term economic development and 
structural transformation? 

1.2.4 Specific Objectives 
By addressing the above research questions, the dissertation aims to achieve the 
following specific objectives: 
i. To analyze the key ideas of Gebrehiwot Baykedagn (1886–1919), one of the first 
African intellectuals to advocate for a coherent and comprehensive programme of 
industrialization, and to analyze the nature and impacts of economic integration of late 
developing nations with more advanced ones (I). 
ii. (a) To critically examine the standard theories and approaches employed to 
analyze the issues of regional economic integration (REI); identify their major weakness 
vis-à-vis structural transformation (for use in African contexts in particular); (b) to outline 
an alternative analytical framework and taxonomic principles; and to analyze the linkages 
between the failure of SSA economies to industrialize and the failure of REI initiatives on 
the continent using the outlined alternative theoretical framework (II). 
iii. To employ the theoretical precepts and analytical framework developed in I and 
II to analyze the trends, performance and current state of Ethiopia’s economic 
integration with the countries of the Intergovernmental Agency on Development 
(IGAD)15 sub-region (III). 
iv. To provide both theoretical and empirical analyses of the linkages between the 
productive structure of an economy and persistent trade deficits (Annex I). 
v. To critically examine the achievements and challenges of the education sector 
in Ethiopia from the perspective of long-term economic development and structural 
                                                                 
15 IGAD encompasses a North-Eastern African sub-region that stretches over an area of 5.2 
million km2; and the members of the organization are Djibouti, Eritrea, Ethiopia, Kenya, Somalia, 
South Sudan, Sudan and Uganda. 
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transformation. More specifically, IV aims to critically examine two systemic challenges 
that face the education sector in the country – education quality and its external 
efficiency – between 1991 and 2017.  

1.3 Methodology and approaches 
1.3.1 Case studies of Ethiopia 
Three out of the five papers included in this dissertation present case studies on Ethiopia. 
Therefore, a brief note on the country and why Ethiopia is an interesting case for the 
topics addressed in the dissertation is due here. Located in North East Africa, Ethiopia is 
a country with a surface area of 1.1 million km2. With a population estimated to be  
102 million (2016)16, it is the second most populous country in Africa. Its population and 
geographical size makes it the largest landlocked country in the world (since it lost its 
direct access to the sea with the independence of Eritrea in 1993). According to World 
Bank Data, it is the fastest growing economy in the region – growth averaging 10.3% a 
year from 2005/06 to 2015/16, compared to a regional average of 5.4%; however, it is 
also one of the poorest, with a per-capita income of $783.17 

As discussed in Annex I, Ethiopia underwent extensive liberalization in the 1990s 
under pressure from donors and international financial institutions. Therefore, the 
country is an interesting case for looking at issues related to trade deficits in a poor 
economy under a liberal trade regime. As described in IV, the Ethiopian economy is not 
only poor but also undiversified and technologically backward, where low-productivity, 
low-technology, low-skill and low value-added agriculture provides employment for 
more than 80 per cent of the population. Beside the productive structure of its economy, 
the fact that Ethiopia is a landlocked country surrounded by other largely 
underdeveloped economies makes it an interesting case to study regional integration 
efforts among economies that are structurally underdeveloped (III). 

Meanwhile, due to domestic reasons and the pressure and incentives from 
international donors and lenders, the country has been investing heavily in social sectors, 
such as education (with the budget for education averaging 27 per cent of the total), 
without an equivalent focus on transforming the productive structure of the economy. 
This makes it an interesting case for studying achievements and challenges of public 
investment in social sectors from the perspective of structural transformation (IV).  
In brief, we believe that Ethiopia offers an ideal opportunity to address the theoretical 
and policy issues as well as the research gaps that are described in the previous sections. 
In particular, it is found to be well-suited to explore the theoretical insights and 
conclusions that are derived in the dissertation (in I and II) with respect to late 
development, industrialization, structural transformation and economic integration.  
In addition, as discussed in the respective papers containing the case studies, as far as 
we know, the issues and topics that are the subject of the case studies have not been 
studied previously by other researchers (vis. Ethiopia), particularly from the perspective 
of late development and industrialization. 

                                                                 
16 Source: (https://www.worldbank.org/en/country/ethiopia/overview Accessed on 31 July 
2018). 
17 Ibid. 



21 

1.3.2 Overview of research methodologies employed 
Given the diverse nature of the topics covered in this dissertation, the methodological 
approach that has been used is diverse and eclectic. However, as has been stated in 
previous sections, there is an underlying theme that runs through all of these papers: 
structural transformation and industrialization of late-developing economies. The 
contextual meaning of structural transformation and economic development employed 
throughout the dissertation is developed over the course of writing the various parts and 
considers economic development essentially as a long-term process of changing the 
productive structure of an economy away from specialization in “nature-intensive”,  
low-skill, low-knowledge, and low-technology economic activities towards  
“knowledge-intensive”, higher-skill and higher-knowledge and technology-intensive 
economic activities. 

In a broader sense, in line with the alternative tradition of economics – which can be 
broadly called evolutionary, historical and pragmatic – the dissertation considers 
capitalism as a system of production (rather than exchange), and the main elements of 
capitalist dynamics and drivers of development are not capital, (undifferentiated) labour 
or markets but new knowledge, entrepreneurship, innovations and organizational ability 
(Reinert & Kattel, 2004, 2–3). In contrast to the mainstream approach, here the main 
development policy goal is not static efficiency of resource allocation but increasing the 
productive capability of an economy. In modern terminology, the core aspect of 
development is transforming productive structures based on superior technology, skill, 
knowledge and organizational capability embodied in institutions (Chang, 2011). 

Speaking of the contrast of the approach used in the dissertation to that of 
mainstream economics, in all the papers included in this dissertation, attempts are made 
to critically examine, review and identify the weaknesses and flaws of the standard 
theories of economics and then propose more realistic alternative approaches – 
particularly in the sense of reflecting the actual realities in late developing economies 
such as those in SSA.18 For instance, in Annex I, which deals with persistent trade deficits 
observed in Ethiopia vis-à-vis the underlying productive structure of the economy, a brief 
but in-depth review of the standard theories of international trade finds that all the 
theories and models have a serious flaw which makes them inappropriate for developing 
country contexts: they assume full employment (of all resources) to arrive at 
automatically balancing trade, which is then used to advocate for free trade and 
specialization based on comparative advantage; whereas in reality, unemployment and 
underemployment are some of the most important problems facing most economies in 
Africa. 

When we consider methodological approaches of individual focus areas, I is essentially 
a literature review-based article which required among others things purposive but 
comprehensive review of not only the work of Gebrehiwot Baykedagn but also literature 
about him and his works; and literature that contains ideas, approaches and theoretical 
frameworks that are similar to his as well as that are opposed to his work. A major 
challenge during the process was the fact that his major work (GHB, 1924) does not 
contain references and a bibliography (except mentioning names of two authors). This 
could likely be due to the fact that the author passed away when his major book was at 
rough-draft stage. In any case, after providing biographical highlights and context 

                                                                 
18 The exception to this approach is III, where space limits forced us not to allot a separate 
theoretical section. 
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(historical, social and economic contexts) to his writings, the article presents the 
summary of his ideas together with comparative analysis of his ideas with the works of 
mainstream as well as alternative traditions of economics of late development. The main 
topics addressed in this manner include: governance, institutions and political economy 
conducive for economic development; nature, causes and mechanics of late 
development and industrialization; causes of “unequal exchange” and the impact of 
asymmetric economic integration; and strategies for late development and 
industrialization. Finally, we attempt to critically assess the theoretical validity and 
current practical feasibility of his core ideas and recommendations for late development. 

In the second focus area of the dissertation (II), we employ a mixed method, including 
critical and thematic literature review, use of secondary quantitative data and a case-
study approach. The critical analysis of the foundations of the mainstream economics 
literature related to REI is conducted, and attempts are made to show why it is 
inappropriate for the purpose of evaluating whether or not a given REI arrangement is 
transformative (i.e. facilitates long-term development and industrialization of a late-
developing economy). Then, the findings of this review are used to inform the 
presentation of an alternative theoretical framework that addresses the major 
weaknesses of the mainstream thinking on the matter and one that better fits the SSA 
context. 

Thus, in the dissertation, unlike in standard literature, REI initiatives in Africa are not 
evaluated against the benchmark of free trade as the “first best”. On the contrary, 
specialization based on comparative advantage is considered “developmental deadlock” 
rather than something to be aspired to. Instead, regional economic integration initiatives 
are assessed from the perspective of whether or not they would facilitate or retard 
structural transformation and industrialization in the integrating economies, i.e. whether 
or not they would facilitate a move away from specialization based on “natural” and 
static comparative advantage and towards “artificial” and dynamic comparative 
advantage in the economies involved. It is from this perspective and using taxonomic 
principles identified from this perspective that the dissertation looks into key challenges 
for transformative regional economic integration in Africa and presents two brief case 
studies: (1) Economic Partnership Agreements between European Union and groups of 
African countries; and (2) outward-oriented (and poor) physical infrastructure, 
industrialization and REI in Africa. 

As indicated above, the dissertation employs the theoretical precepts and analytical 
framework developed in I and II to analyze the trends, performance and current state of 
Ethiopia’s economic integration with the countries of the Intergovernmental Agency on 
Development (IGAD) sub-region in Africa (III). The methodology used in connection with 
this area of focus is also a mixture of document analysis, literature review and secondary 
data collection and analysis. In addition to using political economy analysis, the 
dissertation uses trade, investment, transport infrastructure and energy as vectors of 
economic integration to analyze the status, trends, driving factors and possibilities for 
economic integration in the sub-region from the perspective of Ethiopia and its 
economy-oriented foreign policy. The quantitative analysis is done using descriptive 
statistics only, and the results are presented in charts, figures, percentages, etc. 

As indicated above, the fourth area of focus of the dissertation (IV) pertains to the 
examination of the major achievements and challenges of the education sector in 
Ethiopia between 1991 and 2017 from the perspective of long-term economic 
development and structural transformation. The theoretical component of this part of 
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the dissertation critically examines the weaknesses and blind spots of the standard 
approach (and the consensus) towards the role of education in economic development, 
and goes on to theorize what can happen if a late-developing economy invests heavily in 
social sectors such as education without a simultaneous and synergistic focus and 
investment towards structural transformation away from specialization in  
“nature-intensive”, low-skill, low-knowledge, and low-technology economic activities 
towards “knowledge-intensive”, higher-skill, and technology-intensive economic 
activities. The empirical component uses both qualitative information and (secondary) 
quantitative data and employs descriptive statistics to critically examine two systemic 
challenges that have faced the education sector in Ethiopia since 1991: education quality 
and its external efficiency. Also, policies, strategies, programmes and the performance 
of the education sectors of Ethiopia over the past quarter century are reviewed. An 
analysis of the systemic and persistent cycle of low-quality education in Ethiopia is 
presented; and an attempt is made to establish linkages between the productive 
structure of the economy, quality of education, and its external efficiency and 
effectiveness. 

The last area of focus deals with the relationship between the productive structure of 
a late-developing economy, trade liberalization and import growth, and balance of trade 
(Annex I). The theoretical section of this area of focus takes issue with the conventional 
international trade theory which underlies ignorance of trade deficits in the literature 
and the assumption that terms of trade automatically move to eliminate trade 
imbalances. Then an attempt is made to develop an alternative theoretical framework 
which could explain persistent trade deficits in less developed economies with respect 
to their trade with more advanced economies and could highlight structural causes of 
chronic trade deficits and the associated vicious cycles. An in-depth case study of 
Ethiopia’s persistent and chronic trade deficits is then presented. This includes a 
historical analysis of external trade policy regimes and historical data on variables such 
as imports, exports, trade balance, and composition of exports and imports of the 
country. Here again, no sophisticated statistical and econometric methodologies were 
employed beyond descriptive statistics for various reasons, not the least of which is the 
fact that the implied theoretical/mathematical model (developed in the theoretical part) 
is too complicated for standard econometric analyses. Moreover, we felt that the 
empirical arguments made in the dissertation are straight forward and do not call for 
sophisticated statistical causality analyses. 

1.4 Significance of the research 
The overarching aim of this dissertation is to try to bring back academic attention to 
various aspects of structural transformation and industrialization in the context of late-
developing economies with a particular geographical focus on SSA in general and 
Ethiopia in particular. As such, the dissertation research contributes toward narrowing 
clear and important gaps in the academic literature of the past few decades that were 
highlighted in the introductory section. To be more specific, for instance, the research 
reported in I attempts to shed light on the key ideas of a long-ignored alternative 
tradition of reality-based, evolutionary economics through review of the work of GHB, 
who has been virtually unknown outside his home country and misunderstood in his 
home country, Ethiopia. Thus, I is possibly the first attempt at properly assessing the 
intellectual lineages of GHB’s ideas, their validity and how they relate to the current 
development thinking. Furthermore, no systematic analysis of his policy proposals and 
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whether or not they are relevant to his home country or the wider African context had 
been done previously. Therefore, the dissertation attempts to fill this gap in analyzing his 
ideas, putting them in their proper intellectual context and assess their relevance today. 
To the best of our knowledge, it is the first published work to do so. 

The exploration in this dissertation of some of the linkages between industrialization 
and structural transformation on the one hand, and REI on the other hand has some 
significance as it demonstrates the fact that it is possible to address the issue of regional 
economic integration (REI) using more realistic taxonomic principles (compared to the 
standard theoretical approaches which are patently unrealistic in the context of late-
developing economies). The taxonomic principles proposed in the dissertation (II) for the 
evaluation of REI arrangement with respect to their impact on long-term economic 
development have been around in more or less sophisticated form at least since the 
publication of Charles King’s three volume work in 172119, and they have been re-stated 
in various forms by intellectuals advocating industrialization from the perspective of late 
development.20 Therefore, the only novelty introduced in the dissertation is that they are 
used specifically to analyze the possible developmental impacts of regional economic 
integration (REI) arrangements, i.e. instead of “good” and “bad” trade à la King’s 
taxonomy, we look at “good” and “bad” types of REI arrangements. 

At the empirical level, there is hardly any literature that looks at the linkages in Africa 
between industrialization and structural transformation on the one hand and REI on the 
other hand. Therefore, besides proposing an alternative theoretical framework to assess 
developmental implications of REI arrangements, the dissertation (II) contributes to the 
literature by closely looking at the relationship between REI and the level of 
industrialization (or lack of it) in the integrating economies, i.e. how the proportion of 
manufactures in the composition of a country’s exports is linked with the level of its trade 
with another economy with which it is engaged in some form of REI. Besides employing 
the taxonomic principles identified in II, III is possibly the first systematic attempt to 
critically review the performance of the economy diplomacy-oriented foreign policy of 
Ethiopia (which was issued in 2002). 

As shown in Annex I, the issue of persistent trade deficits is one of the major blind 
spots and weaknesses of the mainstream theories of international trade (classical, 
neoclassical and new trade theories alike). Therefore, the dissertation sheds light on the 
issue of persistent and widening external trade deficits which, though ignored in the 
literature, are some of the major challenges facing late-developing economies such as 
most African economies (Annex I). One of the novelties of the research in this particular 
                                                                 
19 Charles King. 1721. The British Merchant, or, Commerce Preserved: in Three Volumes. Reinert 
and Kattel (2004) summarize King’s view as follows: “Good trade is importing raw materials and 
exporting finished goods. Exporting finished goods produced from native raw materials is the 
best kind of trade for a nation, but importing raw materials and exporting the finished goods is 
also good trade. Importing manufactured goods in exchange for raw materials is bad trade. But 
interestingly, exchanging manufactured goods for other manufactured goods is beneficial to both 
sides, i.e. mutually good trade” (ibid., 6). 
20 See e.g. Friedrich List (1841[1909]) for the case of Germany; H.C. Carey (1888) for the case of 
the USA and Gebrehiwot Baykedagn (1924) for the case for Ethiopia. Kaldor’s Four Laws are also 
excellent summaries of these principles, where he saw industrialization as the only escape route 
out of increasing impoverishment (Targetti, 2005, 1197) and argued that: (1) economic 
development requires industrialization; (2) this in turn presupposes an “agriculture revolution”; 
(3) entering into the global market requires a temporary stage of protection for newly 
established industries; (4) this must be accompanied by export-led growth policies (ibid., 1186). 
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focus area of the dissertation is its explicit attempt at theoretically and empirically 
identifying structural causes of persistent trade deficits and demonstrating that trade 
liberalization and asymmetric economic integration of underdeveloped economies with 
advanced ones lead to a persistently widening trade deficit. 

As indicated above, there has been a long-standing consensus on the importance of 
education for economic development among scholars and within development policy 
circles – without any regard for the productive structure of a late-developing economy 
and attempts at changing the productive structure. There has hardly been any previous 
research which questions this consensus in recent years. Moreover, there is a paucity of 
research which looks at the effect of the productive structure of the economy on the 
quality, effectiveness and external efficiency of education in a developing economy 
context. Therefore, the dissertation questions this consensus by critically examining the 
achievements and challenges of the education sector in Ethiopia (1991–2017) from the 
perspective of long-term economic development and structural transformation (IV). 

1.5 Summary of major findings and conclusions 
As implied in the above sections, the overarching understanding of late economic 
development in this dissertation is essentially as a long-term process of changing the 
productive structure of an economy away from specialization in “nature-intensive”,  
low-skill, low-knowledge, and low-technology economic activities towards an economy 
that is predominantly “knowledge-intensive”, higher-skill and technology-intensive in its 
structure. It is with this understanding that the dissertation has tackled various elements 
and aspects of structural transformation. 

Overall, given the weaknesses identified in the mainstream academic literature and 
gaps in the international development discourse of the past few decades, one of the key 
objectives in four of the five focus areas of this dissertation is to outline alternative, more 
realistic theoretical and analytical frameworks. The alternative theoretical frameworks 
proposed in the dissertation are based on a usually ignored alternative tradition in 
economics, the policy recommendations of which have been proven to work time and 
time again in context-specific application in almost all the major historical cases of  
late-development and industrialization throughout the world. Therefore, our policy 
recommendations in all the papers that make up this dissertation fall into this tradition 
of economics and tend to substantially differ from those of the currently dominating 
academic literature and international development discourse. As discussed particularly 
in I, the core ideas of this alternative tradition of economics have been admitted to be 
valid by some of the major figures within the mainstream economics (such as Paul 
Krugman); but ironically, mainstream economics has sacrificed theoretical/logical 
validity, relevance and practical applicability in the name of mathematical elegance and 
simplicity. 

As we argued in the dissertation (I), from the perspective of late developing 
economies that aspire to eventually catch up with advanced economies, realism, 
relevance and practical applicability should precede any mathematical elegance and 
simplicity of theoretical models. This is the theoretical position held throughout the 
dissertation. In particular, as discussed in the methodological section above, we have 
taken issue with standard theoretical frameworks as applied to late-development 
contexts for their unrealistic assumptions that fundamentally condition their 
conclusions, thereby leading to inappropriate and ahistorical policy recommendations. 
For instance, one reason the mainstream literature fails to explain economic 
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underdevelopment, “unequal exchange” and long-term divergence between lagging and 
advanced economies is the fact that it makes unrealistic assumptions in its theories and 
models. 

One important such assumption analyzed in this dissertation is the prevalent 
assumption of full employment of all resources in an economy made by mainstream 
theories and models. This assumption has been found to be the key reason why both 
standard human development theories, and traditional, neoclassical and new 
international trade theories arrive at unrealistic, counter-intuitive conclusions and policy 
recommendations that are ahistorical and detrimental to late development and 
structural transformation. One good example that came out clearly in discussions in the 
dissertation is the doctrine of comparative advantage, which advocates for free trade 
between developed and developing countries, which would, in effect, condemn the  
less-developed economy in the asymmetric economic integration arrangement to 
specialization in “nature intensive” or “bounties of nature” type economic activities. And 
we have argued in the dissertation that specialization in such kinds of economic activities 
is tantamount to specializing in poverty and underdevelopment. Moreover, we have 
argued that full employment assumption is not just inappropriate for developing-country 
contexts, but also that creating productive and well-paying employment for the large 
proportion of the unemployed, disguised unemployed and underemployed is a key policy 
goal (at least it should be) in developing-country contexts. 

Some of the more specific conclusions of the dissertation are highlighted below. 
a) Focus Area I 

The dissertation has shown that the core ideas and policy proposals of GHB in particular 
and those of the broader intellectual tradition that he represents are valid, relevant and 
feasible in the current context of late-developing countries as long as they are 
innovatively adapted to the unique context of each country and to the broader 
international policy context. 

Compared to thinkers of the alternative tradition of economics, in our view, one 
particular area where GHB excels is his understanding of the negative impact of 
asymmetric economic integration between technologically and structurally “unequal” 
economies on the prospect of late development and catch-up by the less developed 
economy. For him, the root causes of the “unequal exchange” in international trade 
between producers of primary commodities and producers of manufactured products 
are the knowledge, skill and technology embodied and employed in the products and the 
production process. Overall, his stress is on the creation of a diversified economy based 
on knowledge- and skill-based increasing-returns-to-scale activities, which is to be 
achieved through a dynamic and context-specific combination of import 
protection/substitution and export promotion strategies – strategies which have been 
found to be theoretically sound and historically validated by the experience of almost all 
the major cases of successful industrialization to date. The dissertation concludes that, 
while bearing in mind GHB’s emphasis on context specificity of development policies and 
institutions, policy makers of the present late-developing countries would do well to 
learn from him and other like-minded scholars of the past. 

b) Focus Area II 
The analysis of historical and current regional economic integration (REI) efforts in Africa 
using the taxonomic principles outlined in the dissertation clearly indicates that the size 
and composition of intra-Africa trade is critically dependent on the overall composition 
of the exports of African economies. Hence, the dissertation concludes that, as long as 
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African exports are dominated by primary commodities (i.e. as long as African economies 
are not industrialized), it is not reasonable to expect significant increases in intra-Africa 
trade as compared to extra-Africa trade. In other words, Africa is not trading much within 
itself because it has failed to industrialize. 

In addition, the dissertation finds that both the low level of industrialization and  
intra-Africa trade are partly due to the way African economies are integrated with more 
advanced economies. Specifically, the bilateral, regional and multilateral trading 
arrangements that African economies have signed up to so far are such that they tend to 
integrate African economies as suppliers and sources of raw materials and natural 
resources – re-enforcing rather than reversing the colonial legacy. 

Therefore, the dissertation concludes that if intra-Africa trade is to grow, two 
intertwined policy initiatives are required: domestic economic policies focused on 
industrialization and deliberate strategies to reverse the colonial-type trading 
arrangements and economic linkages with the advanced economies. In addition, the 
dissertation concludes that REIs in Africa need to be conceived and implemented as 
facilitators and amplifiers of domestic and regional industrialization strategies. There is 
also a clear need to deliberately reverse the outcomes of neoliberal globalization in the 
continent and re-focus on inward-looking industrialization – i.e. SSA countries need to 
introduce East Asian type, context-specific Import Substitution/Export Promotion 
policies and strategies – individually and collectively as part of REI initiatives (i.e. strategic 
integration rather than free-trade with advanced economies). 

c) Focus Area III 
The context for this area of focus is that Ethiopia issued Foreign Affairs and National 
Security Policy in 2002 which emphasized “economic diplomacy” as the cornerstone of 
its foreign policy. A central component of the strategy has been regional integration with 
Ethiopia’s neighbours in the Horn and Eastern Africa. Another important contextual 
element is that Ethiopia’s relations with its neighbours have been shaped not only by its 
internal social, economic, and political dynamics but also by the dynamics of the region, 
which is fraught with conflicts and political instability. 

With this context, the dissertation found that Ethiopia has been implementing a 
strategy that revolves around regional integration through energy, road, rail, and water 
infrastructure, connectivity, and trade with its immediate neighbours. The approach has 
been to tie the region to Ethiopia by exporting electricity generated by dams on Ethiopian 
rivers and to facilitate cross-border trade by improving logistics, rail, and road transport 
connectivity. The dissertation has also found that Ethiopia has been investing heavily in 
transport infrastructure, energy connectivity, and improved logistics, and that a major 
motivating factor in this has been Ethiopia’s landlockedness as the need to diversify its 
access to the sea has encouraged the Ethiopian government to invest heavily in 
infrastructure and energy connectivity and to develop friendly relations with Sudan, 
Somalia, and Kenya. 

Meanwhile, its broader economic diplomacy has focused on attracting labour-intensive 
investments capable of generating as many jobs as possible, particularly given the high 
level of youth unemployment. Thus, the country has been pursuing policies, strategies, 
and incentive schemes that are aimed at attracting foreign direct investment (FDI). As a 
result, Ethiopia has become increasingly attractive for market- and resource-seeking FDI 
from advanced and emerging economies. Moreover, we find that, given the low level of 
economic development in most of Ethiopia’s neighbouring countries, FDI inflows into 
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Ethiopia from these countries have been minuscule both in terms of the total capital 
invested and the number of licensed projects. 

With respect to trade, mirroring the productive structure of the economy, the 
dissertation found that Ethiopia’s external trade is very much dominated by unprocessed 
primary commodities, while its imports are predominantly manufactured products. The 
same is true with the structure of external trade of its neighbouring countries. As a result, 
the import-export trade of Ethiopia with its immediate neighbours has not been 
significant. We find that, interestingly, Africa accounts for a mere 3.9 per cent of 
Ethiopia’s total imports out of which three African countries (Egypt, South Africa and 
Morocco) that have relatively better manufacturing bases compared to Ethiopia made 
up around 83%. On the other hand, countries such as Djibouti, Somalia, and Uganda have 
been insignificant suppliers of Ethiopia’s import needs. 

The overall conclusion is that Ethiopia’s economic diplomacy towards its neighbours, 
apart from Djibouti and Sudan, has not produced substantial results, and one of the 
major reasons for the low level of economic exchange with the neighbouring countries 
is the similarity in the structure of their economies. Additionally, we conclude that, while 
success in developing the manufacturing sector in Ethiopia can potentially lead to 
increased trade with its neighbours in the future, the fact remains that most of the FDI 
projects in Ethiopia, which form the main pillar of its recent industrialization efforts, aim 
to produce products destined for advanced economies, with little spill-over effect to the 
region. 

d) Focus Area IV 
Within this area of focus of the dissertation, we have found that, since the earliest 
records of Ethiopia’s export-import trade at the beginning of the 20th century, Ethiopia 
has always experienced trade deficits (with the exception of two or three fortuitous 
years). In fact, trade deficit has not only been a permanent and persistent feature of the 
country’s external trade for more than a century. But also, the trade deficit has been 
constantly expanding over time, with the worst expansion of the deficits happening 
during the liberal era since the 1990s. For instance, the trade deficit increased 22-fold 
between 1997 and 2014 in nominal terms, and the import-covering capacity of export 
earnings of the country, which stood at about 52.64% in 1997, dropped to 20.23% in 
2014. These developments occurred not only due to the initial gap between imports and 
exports but because imports grew faster than exports on average. 

The dissertation explains the persistent and ever-widening trade deficits of Ethiopia 
through the analysis of the technological, skill and innovation structure of its exports and 
imports. Specifically, it concludes that the persistent deficits are primarily the results of 
the fact that Ethiopia’s exports have been predominantly (close to 90% on average) 
primary commodities with a very high level of dependence on an extremely narrow range 
of export items, whereas the vast majority (in terms of value) of the country’s imports 
are composed of machinery, equipment and other manufactured products. That is, the 
country has been suffering a persistent and generally worsening trade deficit throughout 
these decades as it had essentially been exchanging primary commodities for capital goods 
and other manufactured products – i.e. low-skill, low-technology, and low-value-added 
commodities for products that employ and embody much more technology, value-added 
and know-how. Thus, the persistent and growing trade deficit reflects the technological 
and skill structure of the exports and imports of the country. 

Moreover, the dissertation concludes that the export-import structure of the country 
is a reflection of the lack of productivity growth and change in the productive structure 
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of the country, and the economy has been operating with extremely backward 
technology. Thus, we find that it is this failure of structural transformation which is 
reflected in the contrasting structure and technological content of the imports and 
exports of the country, which, given the well-known nature of trade between primary 
commodities and manufactured products, is being reflected in the persistent and ever 
widening trade deficit of the country. The dissertation also found that this structural 
trend of trade deficits has been amplified and reinforced by the liberalizations that began 
in the early 1990s, which led to disproportionately higher growth in imports compared 
to exports. As a result, the export promotion drive of the government and its 
international partners has utterly failed to reverse this trend. Consequently, the 
dissertation concludes that if the current trend in the growth rate of export earnings and 
imports values continues, it is absolutely impossible to ever close the gap. 

Therefore, the dissertation concludes that since the root causes of the country’s 
persistently widening trade deficits are structural in nature, the only way to sustainably 
address them is by changing the overall productive structure of the economy, thereby 
changing the technological structure and composition of exports, and by reducing the 
overdependence of the nascent economy on imports. As for the theories and empirical 
models that are the backbone of the academic and policy discourse on international 
trade, the lesson that can be drawn from the case study presented in the dissertation is 
that in contexts like Ethiopia where trade has never been balanced and unemployment 
has always been one of the biggest policy challenges, assumptions of automatically 
balancing external trade and/or full employment are clearly contrary to reality and hence 
inappropriate to say the least. 
e) Focus area V 
With respect to analytical methodology, the dissertation finds that the standard 
theoretical approach to human development is inappropriate to study education and 
economic development in Ethiopia. Therefore, the dissertation employed an alternative 
theoretical framework that puts a high emphasis on education in the process of 
economic development but argues that investments in education and human capital 
development need to be nested and managed in a coordinated and synergistic manner 
with other components of an industrialization and structural transformation strategy. 

In this focus area of the dissertation, we have found that Ethiopia has registered 
impressive success in education since 1991 in the form of access to all levels of education, 
reflecting the focus and consistent commitment of the government. However, this 
success has been achieved at the expense of education quality at all levels in the form of 
a vicious cycle, where low-quality inputs from the lowest level to the highest generate 
second- and third-round effects, continually eroding the quality of education. The 
dissertation has attempted to demonstrate that lack of equivalent investment and focus 
in the country towards changing the productive structure of the economy meant that the 
education system and the economy in general could not afford to keep the best and the 
brightest human-resources of the country inside the education sector and the economy, 
respectively – thereby amplifying and maintaining the vicious cycle of low-quality 
education. 

It has also found that the achievement of the massive expansion of access to 
education has also resulted in increased unemployment and underemployment of the 
educated human resources, the loss of the best and the brightest human resources to 
the developed world. Thus, in brief, the expansion of education in Ethiopia since 1991 
without an equivalent focus on and achievement of structural transformation and 
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creation of high-skilled and well-paying jobs has resulted in the country being one of the 
worst affected in Africa with respect to brain-drain. In addition, the dissertation argues 
that the failure to effectively and productively put the potential of the skilled and 
educated human resources to maximum use negatively affects the prospects for 
industrialization and structural transformation. 

Therefore, the dissertation concludes that breaking the two mutually re-enforcing 
vicious cycles of unbalanced focus on achieving social goals (of education) at the expense 
of changing the productive and technological/skill structure of the economy, and loss and 
waste of precious human resources to brain-drain, unemployment and 
underemployment requires well-crafted, synergistic, dynamic, context-specific and 
comprehensive policies and strategies. The policies and strategies would be aimed at 
deliberately and progressively moving the Ethiopian economy away from its current 
specialization in nature-intensive, low-skill, low-knowledge, and low-technology 
economic activities towards “mind-intensive”, higher-skill and technology-intensive 
economic activities. 

1.6 Avenues for future research 
This dissertation deals with some key aspects of structural transformation, 
industrialization and economic integration from the perspective of late-developing 
economies, using an evolutionary, historical and institutionalist theoretical approach. 
However, it has not adequately covered some important aspects of the topics.  
In particular, we are of the opinion that the following four specific issues that are closely 
related to the topic of this dissertation are worth exploring in depth and detail: 

a) Sustainability of aid and debt financing of social-service provision and its 
implications on prospects of structural transformation in Ethiopia – In this dissertation 
it has been noted that development in late-developing economies is to be financed 
mainly through domestic resources (see for example Gebrehiwot, 1924, 64; Nurkse 
(1961, 141; as cited in Kattel et al., 2009). However, it was also indicated above how the 
dominant development discourses and frameworks, such as the MDGs and SDGs, 
emphasize external financing of development in today’s developing economies. Though 
we highlighted some of the sustainability-related issues of this approach (IV), we were 
not able to fully flesh out the implications of debt and aid financing of social services from 
the perspective of long-term economic development and structural transformation.  
A particularly interesting case study would be Ethiopia, which, under the pressure and 
incentives from international donors and international financial institutions, has been 
investing heavily in social-service provision, including financing of urban social safety nets 
through long-term concessionary loans. 

b) Foreign financing of economic development in late-developing economies: 
case study of foreign direct investment (FDI) in non-tradable sectors and its implications 
on the balance of payments in SSA – Again, the alternative tradition of development 
economics forcefully argues that the financing required to industrialize a late developing 
economy has to be raised almost exclusively from domestic sources through the creation 
of economic surplus, domestic savings and channelling of savings into productive 
investments (Gebrehiwot, 1924, 65). However, over recent decades, the mainstream 
development discourse has more or less unanimously endorsed FDI into developing 
economies as key sources of financing development. However, there are very few studies 
that take an in-depth look at the implications of FDI into non-tradable sectors, in 
particular on the balance of payments of the FDI host countries. For instance, for a long 
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time Ethiopia had focused on export-oriented FDI only and restricted FDI from entering 
into sectors like finance, telecoms, and wholesale/retail merchandise trade. However, 
under intense pressure from international economic organizations, IFIs and donors, it is 
now warming up to allowing FDI into these sectors and has been actively seeking FDI into 
other non-tradable sectors such as cement as well as products that are theoretically 
tradable but practically meant for the growing home market. We are of the opinion that 
there is a need to study the implications of FDI into these sectors, given the serious 
challenge of persistent trade deficits facing the country (Annex I) and the associated 
balance of payment (BOP) problems. To the best of our knowledge, there has not been 
any serious study looking into this issue to date. 

c) “Cheap Labour” vs. “High Wage” Paths to Economic Development: logic, risks 
and opportunities with respect to structural transformations in SSA – As discussed in 
this dissertation (see for example IV), from the perspective of the alternative tradition of 
economics discussed in the dissertation, creation of productive formal employment is a 
key challenge and policy objective because massive unemployment, underemployment 
and the lack of purchasing power are the key impediments to the formation and 
expansion of businesses in developing countries (see Reinert, 2006 and Reinert, 1999 for 
details on this). The implication of this line of thinking with respect to the recommended 
policy direction is to take what economists of the 19th-century American system of 
political economy called “the high wage path”. However, the dominant academic 
literature and policy discourse, particularly with respect to Africa, has been advocating 
for a “low wage path”, where countries are supposed to market themselves as home to 
cheap labour that can be tapped into by FDI that is driven out from countries such as 
China due to rising labour costs. Within this context, we are of the opinion that a study 
that closely looks at the logic, risks, opportunities and challenges of taking “the low wage 
path” is worth attempting. Once again Ethiopia could be used as a case study, as it has 
currently embarked on a large-scale industrial parks development initiative (largely 
financed through foreign loans) with a view to attract “cheap labour-seeking FDI” from 
countries such as China, Turkey and India. 

d) Urbanization without Industrialization in SSA – As discussed in II in particular, 
SSA has failed to achieve any meaningful level of industrialization to date. Meanwhile, 
according to a recent UN report, Sub-Saharan Africa (SSA) is often regarded as the world’s 
fastest urbanizing region, with urban areas currently containing 472 million people and 
expected to double over the next 25 years.21 We think that it would be interesting to 
study the implications and challenges associated with these two phenomena through the 
lens of the now-ignored insights from economists of the alternative tradition, such as 
Heinrich von Thünen (1783–1850), Friedrich List (1789–1846), and Joseph Schumpeter 
(1883–1950). Even if there is some interest in addressing the issues of rapid urbanization 
in Africa in recent years, we are not aware of any study that attempts to apply the insights 
from the alternative tradition of economics to tackle the challenges of rapid urbanization 
in the African context of stagnant/stalled industrialization. 

 
 
 
 

                                                                 
21 Source: https://www.csis.org/analysis/urbanization-sub-saharan-africa (accessed on 28 
September 2018). 
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Abstract 
The Economics of Late Development, Industrialization and 
Economic Integration: with Case Studies of Ethiopia 
The academic context for the dissertation is that structural transformation of late 
developing economies were ignored for at least three decades both in the mainstream 
academic literature and international development discourse. Moreover, even when the 
issue came back in the past few years into both the academic literature and policy 
discourse, it has been framed within the tenets of mainstream or neoclassical economics 
and mostly sticks to the doctrine of comparative advantage which runs against historical 
evidence of successful late development and industrialization. In addition, the 
“development” debate has also tended to focus solely on internal factors that determine 
success/failure in development, assuming that external market forces are always benign, 
with strongly positive influences on economic performance and prospects. Thus, the 
overarching aim of this dissertation is to try to bring back academic attention towards 
various aspects of structural transformation and industrialization in the context of late-
developing economies. Specifically, the dissertation deals with some aspects of structural 
transformation, industrialization and economic integration from the perspective of  
late-developing economies, such as those in SSA in general and Ethiopia in particular. 

The methodological approach that has been used in the dissertation is diverse and 
eclectic, given the diverse nature of the topics covered. However, there is an underlying 
theme that runs through all of these papers: structural transformation and 
industrialization of late-developing economies. The contextual meaning of structural 
transformation and economic development employed throughout the dissertation is 
developed over the course of writing the various parts and considers economic 
development essentially as a long-term process of changing the productive structure of 
an economy away from specialization in “nature-intensive”, low-skill, low-knowledge, 
and low-technology economic activities towards “knowledge-intensive”, higher-skill and 
higher-knowledge and technology-intensive economic activities. Another unifying 
methodological feature of the papers included in this dissertation is that all the papers 
attempt to critically examine, review and identify the weaknesses and flaws of the 
standard theories of economics and then propose more realistic alternative approaches 
– particularly in the sense of reflecting the actual realities in late-developing economies, 
such as those in SSA. 

A second overarching methodological feature of the dissertation is that it employs an 
alternative tradition of economics, which can be described as historical, evolutionary and 
institutionalist and whose kernels could be traced back at least to the work of Antonio 
Serra (1613). In fact, the first area of focus of the dissertation is the presentation of the 
key ideas of this tradition of economics through the review of the work of Gebrehiwot 
Baykedagn (GHB) (1886–1919). Within this focus area, an attempt is also made to 
consider the current relevance of his key ideas with the view to drawback attention to 
two key issues related to late development: industrialization and the type of external 
economic relations with advanced economies that facilitate industrialization in a late 
developing economy. In terms of findings, the dissertation concludes that the core ideas 
of this alternative tradition of economics have been admitted to be valid by some of the 
major figures within the mainstream economics; but ironically, mainstream economics 
has sacrificed theoretical/logical validity, relevance and practical applicability in the 
name of mathematical elegance and simplicity. However, the dissertation argues that 
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from the perspective of late developing economies that aspire to eventually catch up 
with advanced economies, realism, relevance and practical applicability should precede 
any mathematical elegance and simplicity of theoretical models. Therefore, it concludes 
that, while bearing in mind the context specificity of development policies and 
institutions, policy makers of the present late-developing countries would do well to 
learn from GHB and other like-minded scholars of the past. 

The second focus area of the dissertation is the interrelationships between structural 
transformation and REI, whereby the linkages between industrialization and structural 
transformation on the one hand, and REI on the other hand by outlining taxonomic 
principles of transformative REI are considered based on the insights from the historical, 
evolutionary and pragmatic alternative tradition of economic thought. The taxonomic 
principles are then employed to evaluate different types of economic integration 
arrangements vs. their implications for structural transformation and industrialization in 
less developed economies. The analysis in the dissertation clearly indicates that the size 
and composition of intra-Africa trade is critically dependent on the overall composition 
of the exports of African economies. Hence, the dissertation concludes that as long as 
African exports are dominated by primary commodities (i.e. as long as African economies 
are not industrialized), it is not reasonable to expect significant increases in intra-Africa 
trade as compared to extra-Africa trade. In addition, the dissertation finds that both the 
low level of industrialization and intra-Africa trade are partly due to the way African 
economies are integrated with more advanced economies. Therefore, the dissertation 
concludes that if intra-Africa trade is to grow, two intertwined policy initiatives are 
required: domestic economic policies focused on industrialization and deliberate 
strategies to reverse the colonial-type trading arrangements and economic linkages with 
the advanced economies. 

The third focus area of the dissertation is the application of the taxonomic principles 
of transformative REI (referred to above) for the analysis of Ethiopia’s economic 
diplomacy and REI efforts vs. its immediate neighbours. In other words, an attempt is 
made to assess the effectiveness of the economy diplomacy efforts and initiatives of the 
country (particularly since 2002) vis-à-vis the economic structure of the country as well 
as its immediate neighbours. The overall conclusion in this area of focus is that Ethiopia’s 
economic diplomacy towards its neighbours, apart from Djibouti and Sudan, has not 
produced substantial results, and one of the major reasons for this is the similarity in the 
structure of their economies as a result of which the Ethiopian economy is more 
integrated (e.g. with respect to trade and investment) with more distant but advanced 
(industrialized) economies (than its neighbours). 

The fourth focus area is the issue of persistent trade deficits which have been ignored 
for decades by both academic and policy literature. A detailed case study of Ethiopia is 
employed in the dissertation to demonstrate the linkages between persistent trade 
deficits and economic structure, and to demonstrate that trade liberalization and 
asymmetric economic integration of underdeveloped economies with advanced ones 
leads to a persistently widening trade deficit. The study shows that Ethiopia’s persistent 
and consistently widening trade deficits are intimately related to the fact that the 
country has been exchanging low-skill, low-technology, and low-value-added 
commodities for products that employ and embody much more technology,  
value-addition and know-how. Thus, the persistent and growing trade deficits are found 
to reflect the technological and skill structure of the exports and imports of the country; 
and the export-import structure of the country is found to be a reflection of the lack of 
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productivity growth and change in the productive structure of the country. Therefore, 
the dissertation argues that the only way to sustainably address the persistent trade 
deficits of Ethiopia is by changing the overall productive structure of the economy, 
thereby changing the technological structure and composition of exports, and by 
reducing the over-dependence of the nascent economy on imports. 

The fifth and last area of focus of the dissertation is to put into question the strong 
and unqualified belief in the academic and policy literature of the past few decades on 
the importance of investment in human capital – particularly education – in developing 
economies without regard for the productive structure of the economy. Thus, an attempt 
is made in the dissertation to critically examine the achievements and challenges of the 
education sector in Ethiopia between 1991 and 2017 from the perspective of long-term 
economic development and structural transformation. Attempts are made to identify 
linkages between the disproportionate focus on investment in education (without paying 
sufficient attention to changing the productive structure of the economy) with a vicious 
cycle of low-quality education, persistently high levels of unemployment, 
underemployment and brain-drain of the better educated human resources of the 
country. 

The dissertation finds that Ethiopia has achieved enormous success in terms of 
increasing access to all levels of education throughout the country, but the achievement 
has been at the cost of a vicious cycle of low education quality. In addition, the 
dissertation argues that the failure to significantly change the productive structure of the 
economy has resulted in persistently high levels of unemployment, underemployment 
and brain-drain of the better educated human resources of the country. It concludes that 
there is a need for synergistic, dynamic, context-specific and comprehensive policies and 
strategies aimed at progressively moving the Ethiopian economy away from its current 
specialization in nature-intensive, low-skill, low-knowledge, low-technology economic 
activities towards “mind-intensive”, higher-skill and technology-intensive economic 
activities. 
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Lühikokkuvõte 
Hilise arengu, industrialiseerimise ja majandusliku integratsiooni 
ökonoomika Etioopia näite varal 
Käesoleva väitekirja akadeemiliseks tõukeks on tõdemus, et hilise majandusarenguga 
riikide strukturaalne transformatsioon ei ole viimase kolmekümne aasta jooksul leidnud 
käsitlemist ei peavoolu teaduskirjanduses ega ka rahvusvahelises arengudiskursuses. 

Veelgi enam, isegi kui hilise majandusarengu teema hakkas mõne aasta eest taas 
teadusringkondi ja majanduspoliitikuid huvitama, vaadeldi seda eelkõige peavoolu või 
neoklassikalise majandusteooria raamistikus ja eeskätt suhtelise eelise teooria 
kontekstis, mis ei lähe aga kokku hilise majandusarengu ja industrialiseerimise edukate 
näidetega ajaloost. Lisaks on majandusarengu käsitlustes kiputud otsustava faktorina 
esikohale seadma eelkõige siseriiklikke tegureid, millest siis arengu edukus või selle 
läbikukkumine tuleneb, lähtudes eeldusest nagu oleks välistel teguritel 
majandusarengule alati positiivne ja soodustav mõju.  

Käesoleva väitekirja suurem eesmärk on tuua hilise majandusarenguga riikide 
strukturaalsete muudatuste ja industrialiseerimise erinevad aspektid tagasi 
akadeemilisse huviorbiiti. Töös keskendutaksegi erinevatele strukturaalsete muutuste, 
industrialiseerumise ja majandusliku integratsiooni protsessidele Sahhara-taguse Aafrika 
hilise majandusarenguga riikides, vaadeldes põhjalikumalt vastavaid arenguid Etioopias. 
Tulenevalt käsitletavate uurimisteemade eripalgelisusest on uurimistöös kasutatud 
mitmekesist metodoloogiat. Samas on kõikide väitekirjas koondatud uurimuste keskmes 
strukturaalsed muutused ja industrialiseerimisprotsess  hilise majandusarenguga 
riikides. Strukturaalse muutumise ja majandusarengu kontekstuaalne tähendus 
käesolevas väitekirjas on väljakujunenud kirjutamisprotsessi käigus ja käsitleb 
majandusarengut eelkõige pikaajalise tootmisstruktuuri muutumise protsessina, mis 
liigub toormemahuka, madala oskus- ja teadmustaseme ja vähese 
tehnoloogiakasutusega majandustegevuselt teadmuspõhisele, kõrget kvalifikatsiooni 
nõudvale ja tehnoloogiamahukale majandustegevusele. 

Teiseks antud uurimistöö artikleid ühendavaks jooneks on kriitiline lähenemine 
klassikalistele majandusteooriatele, püüdes tuvastada ja välja tuua traditsiooniliste 
teooriate vajakajäämisi ja möödalaskmisi ning pakkuda realistlikumaid alternatiivseid 
lähenemisi, mis peegeldaksid adekvaatsemalt hiljuti arenema hakanud majandusega 
riikide,  nagu seda on Sahhara-tagused riigid, tegelikke olusid.  

Väitekirja läbiv metodoloogiline suund põhineb alternatiivsele majandusteoreetilisele 
lähenemisele, mis on pigem ajalooline, evolutsiooniline ja institutsionaalne ulatudes ajas 
tagasi minnes Antonio Serra töödeni (1613). Väitekirja esimeses osas tutvustatakse selle 
majandusteooreetilise suuna põhialuseid andes ülevaate Gebrehiwot Baykedagni  
(1886-1919) töödest. Tema ideede aktuaalsust vaadeldakse ka tänapäevases kontekstis, 
viidates kahele hilise majandusarenguga seonduvale võtmeküsimusele, milleks on 
industrialiseerimine ja välismajanduslike suhete iseloom arenenud riikidega, mis 
soodustavad hilise arenguga majanduste industrialiseerumist. Uurimistöö tulemusena 
jõutakse järeldusele, et alternatiivse majandusteooria võtmeideed on osutunud ka 
mitmete nimekate peavoolu majandusteadlaste hinnangul paikapidavaks. Paraku on aga 
peavoolu majandusteoreetiline lähenemine toonud matemaatilise elegantsi ja lihtsuse 
huvides ohvriks teoreetilis-loogilise valiidsuse, asjakohasuse ja praktilise rakendatavuse. 
Siiski väidab käesolev uurimistöö, et hilise majandusarenguga riikide, kelle eesmärgiks on 
jõuda järele arenenud riikidele, seisukohast peaks teoreetiliste mudelite elegantsist ja 
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lihtsusest olulisem olema nende mudelite realistlikkus, asjakohasus ja praktiline 
kasutatavus. Kokkuvõtteks oleks majandusarengu poliitikate ja institutsioonide konteksti 
spetsiifilisust arvestades hilise majandusarenguga riikide poliitikakujundajatele abiks see, 
kui nad võtaksid õppust ka Gebrehiwot Baykedagni ja teiste ajaloost teadaolevate 
samasuguste vaadetega teadlaste töödest. 

Väitekirja teine uurimisküsimus puudutab strukturaalsete muutuse ja piirkondliku 
majanduskoostöö vastastikust mõju, olgu siis läbi industrialiseerumise ja struktuurse 
muutuse vaheliste seoste või läbi piirkondliku majandusintegratsiooni. Nende muutujate 
vastastikkuse mõju uurimiseks visandatakse ja rakendatakse piirkondlikku 
majandusintegratsiooni kirjeldav taksonoomia, mis põhineb ajaloolise, evolutsioonilise 
ja pragmaatilise alternatiivse majandusteooria traditsioonidele. Neid samu 
taksonoomilisi printsiipe rakendatakse analüüsimaks erinevaid majandusintegratsiooni 
lahendusi ning nende mõju majanduse struktuursele muutumisele ja 
industrialiseerumisele hilise majandusarenguga riikides. 

Väitekirja analüüs osutab selgelt, et Aafrika-sisese kaubavahetuse maht ja iseloom on 
kriitiliselt sõltuv Aafrika riikide ekspordi üldistest näitajatest.  Seega järeldab uurimistöö, 
et kuniks Aafrika ekspordis domineerib tooraine, st Aafrika riikide majandus ei ole 
industrialiseerunud, ei ole ka alust eeldada Aafrika-sisese kaubavahetuse märgatavat 
kasvu võrreldes väljaspoole suunatud kaubavahetusega. Lisaks leiab väitekiri,  et madal 
industrialiseerituse tase ja tagasihoidlik Aafrika-sisene kaubavahetus on osaliselt tingitud 
viisist, kuidas Aafrika majandused on arenenud majandustega integreeritud.  Sestap 
järeldab väitekiri, et Aafrika riikide omavahelise kaubavahetuse elavdamiseks tuleks 
käivitada kaks omavahel seotud poliitilist  initsiatiivi: siseriiklikud majanduspoliitilised 
meetmed, mis keskenduksid industrialiseerimisele ja sihipärane strateegiate 
rakendamine, et kujundada ümber senised koloniaalse iseloomuga kaubandus- ja 
majandussuhted arenenud riikidega.  

Väitekirja kolmas huvikese on ülalmainitud transformatiivse piirkondliku 
integratsiooni taksonoomiliste põhimõtete rakendamine Etioopia majandusdiplomaatia 
analüüsimiseks ja regionaalse majandusintegratsiooni süvendamiseks võrdluses 
naaberriikide samalaadsete algatustega. Teisisõnu on siin tegu katsega hinnata riigi  
majandusdiplomaatiliste sammude tulemuslikkust (eelkõige alates 2002. aastast)   
vis-à-vis riigi majanduse struktuuriga ja võrdluses naaberriikidega. Kokkuvõtteks võib 
selle teema puhul öelda, et Etioopia majandusdiplomaatia oma naabrite suunal, kui 
arvata välja Dijbouti ja Sudaan, ei ole olnud eriti tulemuslik ja selle üheks peamiseks 
põhjuseks on nende riikide ühetaoline majandusstruktuur, mistõttu Etioopia on 
kaubanduse ja investeeringute osas rohkem lõimunud kaugemal asuvate arenenumate 
majandustega kui oma naaberriikidega. 

Uurimistöö neljas fookus käsitleb alalist kaubavahetuse puudujääki, mis on jäänud nii 
akadeemilistes kui ka majanduspoliitilistes käsitlustes juba aastakümneid tähelepanuta. 
Etioopia näite varal demonstreeritakse seoseid püsiva kaubavahetuse puudujäägi ja 
majanduse struktuuri vahel ning tuuakse välja, et vähearenenud majandusega riikide 
kaubanduse liberaliseerimine ja asümmeetriline majanduslik integreerumine arenenud 
majandustega viib järjest kasvava väliskaubanduse defitsiidini. 

Uurimistööst nähtub, et Etioopia püsiv ja kasvav kaubavahetuse puudujääk on tihedalt 
seotud asjaoluga, et riik on vahetanud oma teadmusvaest, madalatehnoloogilist ja 
vähese lisaväärtusega toodangut kaupade vastu, mis on märksa tehnoloogia- ja 
teadmusmahukamad. Seega peegeldab püsiv ja suurenev väliskaubanduse defitsiit riigi 
ekspordi ja impordi olemasolevat tehnoloogilist ja oskuspõhist struktuuri. Ühtlasi osutab 
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säärane ekspordi-impordi struktuur puudujääkidele tootlikkuse kasvu vallas ja 
muudatusele riigi tootmisstrukuuris. Sellest tulenevalt väidab uurimistöö, et ainus 
jätkusuutlik viis Etioopia kaubavahetuse puudujäägiga toimetulekuks on majanduse 
üldise tootlikuse struktuuri muutmine, mis kujundaks ümber ka tehnoloogilise baasi ja 
ekspordiprofiili, vähendades nii tärkava majanduse liigset sõltuvust impordist. 

Viiendaks ja viimaseks uurimisteemaks on küsimus sellest, kuivõrd õigustatud on 
viimastel aastakümnetel akadeemilises kirjanduses ja majanduspoliitilistes lähenemistes 
maad võtnud kindel ja kõigutamatu veendumus inimressurssi investeerimise 
prioriteetsusest, rõhutades iseäranis hariduse tähtsust areneva majandusega riikides, 
pööramata sealjuures tähelepanu majanduse tootlikkuse struktuurile. Nii on väitekirjas 
võetud luubi alla Etioopia haridussektori saavutused ja sõlmküsimused aastatel  
1991-2017, analüüsides neid pikaajalise majandusarengu ja strukturaalsete muutuste 
aspektist. Uurimistöö üritab selgitada ka seda, kuidas on seotud ebaproportsionaalne 
keskendumine haridusinvesteeringutele (ilma, et pöörataks piisavalt tähelepanu 
majanduse tootlikkuse struktuuri muutmisele) sellega, et endiselt jätkuvad probleemid 
madala hariduskvaliteedi, püsiva kõrge tööpuuduse, alahõivatuse ja ajude äravooluga 
riigist. Uurimistöös leitakse, et Etioopia on küll teinud tohutuid edusamme hõlbustamaks 
ligipääsu kõikidele haridustasemetele kodu riigi ulatuses, kuid selle hinnaks on olnud 
jätkuvalt madal hariduskvaliteet. Lisaks osutab väitekiri, et kuna pole õnnestunud 
oluliselt muuta majanduse tootlikkuse struktuuri, on see tinginud kõrge tööpuuduse 
püsimise, alahõivatuse ja ajude äravoolu riigist. 

Kokkuvõtteks rõhutab väitekiri vajadust sünergiliste, dünaamiliste, konteksti 
arvestavate ning laiapindsete majanduspoliitikate ja strateegiate järele, mille eesmärgiks 
on Etioopia majanduse sihipärane suunamuutus praeguselt loodusressursside mahukalt, 
madalate oskustega, teadmusvaese, vähese tehnoloogiaga majandustegevuselt 
teadmuspõhiseks, kõrgema kvalifikatsiooniga tehnoloogiakeskseks majanduseks. 
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jWklŶWeQ
mnoopqnrnrs
SQ
tPQXYuXv�wx&y
zx{x|�
}%~����y|�w�
��%
�x��
�%�
�%#x�%��
�%�%����w�
#�yw�|�%�
�x�%
&%%w
�y��%�
&'
�w�%|wx����wx�
%#�w�{�#
�w����y���w�
xw�
�%�%���%�
#�yw�|�%�
��
%��%#���%�'
x&xw��w
�|��{����w
��
�w�y��|�x���x���w
xw�
��|y#�y|x�
�|xw���|{x���w
x�
x
~%'
�%�%���{%w�x�
x�%w�x�
�w
x������w�
��%
��%�%���{%w��
�%&x�%
��
|%#%w�
�%#x�%�
�x�
�%w�%�
��
��#y�
���%�'
�w
�w�%|wx�
�x#��|�
x�
��
%��%|wx�
%#�w�{�#
��|#%�
x|%
x��x'�
&%w��w�
�����w
����
#�w�%���
����
�x�%|
xwx�'�%�
��%
~%'
��%x�
��
�%&|%�����
�x'~%�x�w
�����
������� � ��
�|x#%�
��%�|
��w%x�%�
xw�
#�w���%|�
��%�|
�%x��&����'
xw�
|%�%�xw#%
��|
#y||%w�
�%�%����w�
%#�w�{�%��
�w
x
wy���%���
��|
����
��%
{x�w
~%'�
��
%#�w�{�#
�%�%���{%w�
x|%
��%
#|%x���w�
x##y{y�x���w
xw�
y�%
��
~w���%��%
xw�
�~����
�%#��w����'�
�ww��x���w
xw�
�%#�w�#x�
#�xw�%
xw�
��%
{%xw�
��
%#�w�{�#
�%�%���{%w�
x|%
�%��&%|x�%�
�'wx{�#
xw�
#�{�|%�%w���%
�%��
��
��x�%���|%#�%��
�'w%|�����#
�w�%|��%w���w�
��x�
x�{
x�
{���w�
xw
%#�w�{'
x�x'
�|�{
�wx�y|%��w�%w���%�
%#�w�{�#
x#������%�
���x|��
~w���%��%��
�~�����
�%#�w����'�
xw�
�ww��x���w�&x�%�
�w%��
�x�%�
�w
xwx�'���
��
�����|�#x�
xw�
��%�|%��#x�
%���%w#%�
����
�x�%|
x|�y%�
��x�
��%
{x�w
��%x�
��
���
xw�
���
#���%x�y%�
x|%
�����
�x����
�%x��&�%
xw�
|%�%�xw�
��|
���x'��
�%�%����w�
%#�w�{�%�
x�
��w�
x�
��%'
x|%
�ww��x���%�'
�x���|%�
��
��%
yw��y%
#�w�%��
��
%x#�
#�yw�|'
xw�
��
��%
&|�x�%|
�w�%|wx���wx�
����#'
#�w�%����	�
������
�x�%
�w�y��|�x���x���w�
z�|y#�y|x�
�|xw���|{x���w�
��w%�yx�
%�#�xw�%��
z'w%|�����#
�w�%|�%w���w��
�{��|�
�|��%#���w
xw�
�y&����y���wn�
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Zinabu Samaro Rekiso. (2016). Trade Deficits as Development Deficits: A Case Study of 
Ethiopia’s Persistent Trade Deficits. Under peer review at Post Keynesian Journal of 
Economics.
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