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Introduction
Ethiopia has invested heavily in agriculture and the rural economy since the 
early 1990s. These investments have largely paid off. The provision of inputs 
and new technologies have enabled rapid agricultural production growth. 
Investments in road infrastructure and increased demand for agricultural 
products have led to a large expansion in the value of sales. Public investments 
in urban infrastructure have also contributed to a large expansion in eco-
nomic activity and the number of secondary cities. Effective safety nets have 
enhanced household food security and improved resilience to droughts and 
other shocks. Lastly, macroeconomic policy has been broadly stable as adjust-
ments to exchange rates, foreign borrowing, and public expenditures have kept 
macroimbalances from growing large enough to substantially hinder growth. 

Looking forward, however, Ethiopia faces several major challenges related 
to rural (and overall) poverty reduction. Increasing population pressure 
will limit land availability and increase food demand, necessitating contin-
ued gains in both land and labor productivity. In the longer term, climate 
change is not expected to affect average yields, but the incidences of shocks are 
expected to increase (Chapter 4). At the same time, the Ethiopian food system 
is rapidly transforming from relatively low productivity cereal and small-scale 
livestock farms with little marketed output toward high productivity, diver-
sified, market-oriented agriculture closely linked with major urban centers 
and international markets. As the food economy expands, the differences in 
resource constraints and market opportunities will become more pronounced. 
Addressing these challenges and managing structural changes to the rural 
economy will depend on key investments and policies and necessitate a region-
ally differentiated, food system approach.

Chapter 14
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Sustainable Growth in Agricultural Production

Although Ethiopia has succeeded in rapidly increasing agricultural produc-
tion over the past decade (Chapter 3), a number of actions are needed to feed 
a growing population. Increasingly important is also the composition of agri-
cultural production. Most agricultural growth has been concentrated in the 
cereal sector. As the Ethiopian population becomes richer and more urban-
ized, the demand of high-value products such as animal-sourced foods, fruits, 
and vegetables is expected to increase. However, production of these high-
value products has been slow in the past decade, as evidenced by their increas-
ing prices (Chapter 7). To ensure that this increased demand can be met by 
local supply and not by imports, several key investments and policies will be 
needed, especially those that are gender-sensitive as empowering women in 
agriculture has been shown to have payoffs for agricultural outcomes (Aguilar 
et al. 2015).

Most crops have not reached their yield potential, indicating that there is 
still a significant opportunity to increase production (Chapter 3). Fertilizers 
adapted to local soil conditions are needed as are higher adoption rates of 
improved seeds. To stimulate adoption of both, better supply and marketing 
conditions are required. On the supply side, more resources should be chan-
neled to the development of improved seeds by local public researcher centers 
given the high returns (Alston et al. 2000). A more active role for the private 
sector is required as well, particularly in the development of hybrids. Publicly 
available soils maps and extension agents knowledgeable of local conditions 
can help tailor fertilizer recommendations for farmers to increase efficien-
cy.1 In the medium-term, increased coordination between knowledge centers, 
agricultural extension workers, and farmers will also be needed (Chapter 3). 
Moreover, better marketing that involves the private sector can help lower 
costs, enhance choice and improve distribution. This might imply, among oth-
ers, better regulations and conditions for firms involved in the import of agri-
cultural inputs such as seeds, agrochemicals, and machinery, creating a level 
playing field for the private and public sector, and embracing enhanced choice 
and competition in the distribution of agricultural inputs. 

Intensifying agricultural productivity on limited land will also require 
the development of new technologies as well as more widespread adop-
tion of improved agronomy/management practices already “on the shelf.” 
Mechanized production and postharvest activities are currently low. However, 

1 Soil mapping and microlevel soil recommendations have been developed by the Agricultural 
Transformation Agency (ATA), as discussed in Chapter 3.
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as shown in Chapter 11, the transformation of Ethiopia’s rural economy is 
rapidly leading to higher rural wages incentivizing labor-reducing technolo-
gies (Ruttan and Hayami 1984). This trend can already be seen by the increas-
ing adoption of herbicides in commercial agricultural areas as a substitute for 
weeding labor, but it will also drive mechanization during planting and har-
vesting periods when demand is highest. 

Again, both the public and private sector will have important roles to play 
in making inputs available to farmers at affordable prices. Ethiopia is cur-
rently underinvesting in agricultural research (Chapter 3), and more efforts 
are needed to develop and adapt innovations making them suitable for local 
users. As part of this effort, the innovation system’s link with the extension 
system as well as the private sector should be institutionalized and strength-
ened (Berhane et al. 2018). The private sector understands what types of tech-
nologies are needed and ultimately will be responsible for their manufacture, 
distribution, and repair and must be seen as an essential partner.

Agricultural land expansion has decelerated in recent years, putting more 
pressure on available land in the highlands (Chapters 2 and 6). Important 
land reforms and the implementation of a large-scale land certification pro-
gram have helped to ensure more secure property rights, and Kumar and 
Quisumbing (2015) show that reforms in the law and land registration have 
been an important avenue to improved gender equality in Ethiopia. This 
land certification program has been one of the largest, cheapest, and fastest in 
Africa (Deininger et al. 2008).2 However, as populations continue to increase, 
it will be necessary to monitor land tenure rules to ensure their suitability 
with transforming agrifood systems. At the same time, land in less accessi-
ble regions but with sufficient rainfall such as parts of the western regions 
(Gambella and Benishangul-Gumuz, and the Oromia region) and in the dryer 
lowlands remains underexploited because of poor access to water, road infra-
structure, and services. Infrastructure and irrigation investments that tap into 
these areas’ latent potential will stimulate production but also support pasto-
ral economies that play an important role in supplying animal-sourced foods. 
To reach their full potential, livestock systems will also require broader adop-
tion of improved animal husbandry and feeding practices, increased produc-
tion of genetically superior breeds of livestock, and the provision and use of 
appropriate veterinary health practices. Given the high perishability of these 

2 Although land stayed the property of the state, these certificates have ensured more secure 
property rights as they have been found to have led to higher investments, more land rental mar-
ket activity, higher productivity, and improved food security (Deininger, Ayalew, and Alemu 
2011; Ghebru and Holden 2013).
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products, investments will be needed toward new off-farm technologies, such 
as cold storage and processing.

Modernization of Agricultural and Food Markets

Most of the attention in past agricultural strategies has gone toward increas-
ing agricultural supply, and the off-farm segment in agrifood systems has 
received relatively less attention. This was justified given the high level of auto- 
consumption of agricultural products by the average Ethiopian, who was typ-
ically a farmer living in a rural area. Such a low share of purchases (and sales) 
and very high transport and marketing costs limited potential growth link-
ages, particularly for small farmers, as increases in their production did not 
lead to substantially higher incomes for processors, transporters, and traders. 
However, as shown in Chapters 7 and 10, this is changing rapidly; already in 
2016, the average Ethiopian acquired more than half of her calories from pur-
chased food. Livestock product markets are also expanding rapidly. These 
trends are expected to continue and more policy attention toward ensuring 
efficiently functioning value chains is therefore required. While the perfor-
mance of agricultural markets has improved enormously in the past decade, it 
is expected that growing incomes, population growth, urbanization, and bet-
ter infrastructure will lead to a massive expansion of agricultural and food 
markets, and the agrifood system more broadly, and might therefore strain 
the existing system. A number of actions could be taken to facilitate that 
expected transformation and upscaling process and to improve agricultural 
and food markets.

Ethiopia’s development model involving heavy public sector involvement 
was well-suited for addressing the major constraints on agricultural growth 
prior to 2010. At that time, weak road infrastructure required massive pub-
lic investments. Reliance on traditional varieties of major cereals could be 
addressed with large-scale distribution of improved, open-pollenated varieties 
(not hybrids). And increased use of basic nitrogen and phosphate fertilizer was 
sufficient to produce major increases in yields. 

However, this heavy public sector involvement was accompanied by pol-
icies that crowded out activities by the private sector, as seen in preferential 
treatment for access to credit allocations, foreign exchange, and land (World 
Bank 2015). While the public sector has an important role to play in stimu-
lating agricultural growth, it typically lacks the information and incentives to 
allocate goods and services efficiently in agricultural and food markets. The 
public sector is best suited to ensure a competitive environment that enables 
the private sector to deliver goods and services more efficiently and with 
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greater choice. However, private-sector development has been problematic as 
shown by a global assessment of the ease of doing business in which Ethiopia 
was ranked 159th of 190 countries in 2018 (World Bank 2019). 

With the rapid transformation of the agriculture-food system, a new devel-
opment model is needed—one led by the private sector supported by pro-
farmer and pro-business policies and public investments. Agricultural and 
broad economic policy will require greater transparency and consistency. 
Rapid, broad-based growth will also require a level playing field across sub-
sectors (various crops and livestock) and regions that encourages participa-
tion of thousands if not millions of actors, so as to promote investments in a 
very wide array of high-value products throughout many parts of Ethiopia. 
The establishment of industrial and agro-industrial parks was a good first step 
(Chapter 12), but there is also scope for investment outside these centers. As 
part of this, an increasing role for more modern supply chains and the retail 
trade could deliver a number of these foods at significantly lower prices to con-
sumers, with potential benefits for producers as well (Minten and Reardon 
2008; Reardon et al. 2009). 

Food quality and safety will also become more important requirements 
in the agricultural food system given the changes in products, in value chains 
with increasing long-distance transport and storage requirements, and in 
consumer demands (Chapter 7). Making sure that appropriate institutions, 
regulations, certification and traceability mechanisms, infrastructure, and 
awareness are present to allow for the delivery of safe products is an important 
challenge for the future in these rapidly transforming and emerging markets. 

As Ethiopia’s economy grows and urbanization takes off, more attention 
needs to be paid to the off-farm aspect of agricultural value chains. These 
off-farm activities have important impacts on employment (often of young 
people) as well as on prices and food security for both urban and rural pop-
ulations. Rapidly emerging agrifood small and medium-sized enterprises in 
this off-farm segment add significant value, but they are often neglected in the 
African food debate (Reardon et al. 2015).

Reducing Poverty and Malnutrition

Although economic growth has lifted a significant number of people further 
out of poverty, there is still a need to have well-functioning and targeted safety 
nets in place that will address the needs of vulnerable and poor households, 
especially in light of increased climate variability. Ethiopia has had impor-
tant successes in the implementation of the Productive Safety Net Program 
(PSNP) in the past decade, but further adjustments might be needed moving 
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forward.3 First, given rapid urbanization, a large number of poor people are 
now living in urban areas, and further ensuring coverage by urban safety 
nets—as has recently been started—is seemingly needed. Second, as agricul-
tural markets are now functioning better than before, infrastructure (commu-
nication as well as road) has significantly improved, and there are cost savings 
in delivering cash payments (compared with food) to targeted households, a 
further move toward cash payments for safety-net recipients seems warranted. 
Third, an improved early warning system, disaster risk management, and coor-
dination between safety net and emergency aid relief seems needed. Finally, 
maintaining incentives for private-sector trade (including wheat imports) in 
times of crop shortages and high prices can potentially mitigate adverse price 
effects on consumers following droughts (Chapter 9).4

Moreover, despite high growth rates in agricultural production and sig-
nificant reductions in poverty, the slow change in nutritional indicators and 
the high level of stunting in the country remain a major concern, especially 
in rural areas (Chapter 10; Hirvonen et al. 2019). More attention should 
therefore be paid to how agricultural growth can enhance food diversity and 
nutritional indicators. While there are still a number of unknowns on how 
this nutritional transformation can be most efficiently achieved, it seems 
that behavioral change communication, gender considerations, sanitation, 
improved market access, and agricultural production diversity, especially in 
less connected areas, should have a major role to play.

Macroeconomic Policy and Development Strategy

Maintaining macroeconomic incentives and stability is a prerequisite for sus-
tained economic growth, which in turn is crucial to promote market demand 
for agricultural products. Broad economic growth, including growth in the 
nonagricultural economy, is thus a necessary condition for successful agricul-
tural growth and poverty reduction. With appropriate policies and invest-
ments, Ethiopia’s agriculture-food system and the overall economy could 

3 The decline in poverty rates and malnutrition has not been accompanied by a major increase 
in average calorie consumption (mean caloric intake rose by only 1 percent between 2011 and 
2017), reflecting in part the increase in meat consumption as well as the impact of timely tar-
geted transfers. It may also reflect improvements in sanitation and feeding practices for young 
children. 

4 As discussed in Chapter 9, wheat imports in most years were used almost exclusively for tar-
geted transfers. In 2014/2015, government wheat imports accounted for 20.1 percent of net 
wheat supply (and 4.8 percent of net cereal supply). The volume of additional grain supplied in 
2015/2016 in response to the drought was substantial (2.5 million metric tons of imports com-
pared with 950,000 metric tons in 2014/2015) and lowered prices by an estimated 26.0 percent 
(Simulation S2, Table 9.12). 
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prosper. Avoiding a major surge in inflation and potential debt and balance-
of- payments problems will require a major reduction in public sector bor-
rowing and net foreign capital inflows—policy shifts that will likely entail a 
slowdown in economic growth as well.5 Maintaining a strongly positive invest-
ment climate will require that enterprises and new investors have ready access 
to foreign exchange with minimal delays or costs of import licenses (currently 
a major constraint for many commercial firms). 

Finally, managing the rural-urban transformation and the overall struc-
tural transformation of the economy will require appropriate public invest-
ments in rural as well as urban infrastructure. Policies outside the agricultural 
sector will be essential for this transformation and for long-term growth 
(Chapters 12 and 13). These policies include education policies and invest-
ments, strengthening the legal framework for business and investment, and 
investments in ports. Depending on broad political considerations, road and 
rail connections to Eritrea’s ports may provide new opportunities to reduce 
costs of international trade. Particularly important will be electricity genera-
tion and distribution policies. Solar energy may offer important opportunities 
to provide electrification to small towns and relatively remote rural areas. 

Implications for Development Strategy  
in Other African Countries 

Although Ethiopia’s highland agroecology differs from that of much of the 
rest of Africa, the basic ingredients of Ethiopia’s successful agricultural and 
rural development are applicable to many other African countries. Most 
important is Ethiopia’s sustained commitment to the agricultural sector 
through public investments in agricultural research and extension, ensuring 
wide access to fertilizer and improved seeds, and investment in rural roads. 
Second, Ethiopia has largely avoided market distortions such as imposition 
of official market prices and large-scale imports that have taxed producers 
in many other African countries. As discussed in Chapter 9, price interven-
tions in wheat have helped Ethiopia limit price spikes following droughts, 
but the scale of interventions in other major cereal markets has been mini-
mal. Third, Ethiopia’s Productive Safety Net Program has effectively targeted 
food-insecure households, enhancing their food security. Finally, in compar-
ison to other African countries (such as Nigeria, Zambia, Zimbabwe, and the 

5 Note that all simulations in Chapter 13 assumed some slowdown in capital inflows, and sensitiv-
ity analysis showed that major results were not affected by moderate changes in capital f lows.
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Democratic Republic of the Congo), Ethiopia has enjoyed both broad macro-
economic and political stability over most of the past two decades.6 

Conclusion
Given that significant yield gaps remain for major crops and livestock and 
dairy productivity remains low, public investments in agriculture are likely 
to continue to have a high payoff. Moreover, even with continued changes in 
economic structure due to increased incomes, urbanization, and improved 
infrastructure, agricultural investments are likely to continue to be strongly 
pro-poor given the concentration of poverty in rural areas. Agricultural invest-
ments will likely continue to result in greater poverty reduction than invest-
ments in urban sectors, at least through the mid-2020s. If economic growth 
slows in the coming decade, the dominance of agriculture as a pro-poor invest-
ment will likely continue until 2030 and beyond. Moreover, investments in 
the broader agrifood sector (including investment in roads and electricity in 
small towns and periurban areas) are even more pro-poor than investments 
restricted to agricultural production and should continue.

Massive changes have taken place in Ethiopia’s economy. Land constraints 
are becoming increasingly binding, especially in the highlands, implying a 
likely deceleration in agriculture growth. With rural population projected 
to increase despite continued urbanization, average farm size will likely 
decrease. Rapid growth in the nonagricultural economy will likely result in a 
sharp increase in market demand for agricultural products. Continued mas-
sive urban investments can result in further economic growth and structural 
transformation, particularly if macroeconomic stability and incentives for pri-
vate investment are maintained. But without considerable investments in the 
rural farm and nonfarm economy, it will be very difficult to achieve rapid pov-
erty reduction.

In short, though rapid economic growth and structural transforma-
tion have diminished the relative importance of the agricultural sector in 
Ethiopia’s economy, continued public investments in agriculture and the 
broader agrifood system (for example, agricultural research and extension, 
particularly in high-value crops and livestock, and rural and secondary city 
transport infrastructure and electricity supply) remain crucial for equity and 
poverty alleviation in Ethiopia. A favorable climate for private investment is 
also needed, including stable macroeconomic and trade policy, access to credit 

6 There has been a recent upsurge in political instability since mid-2019, however.

468 PART 3



and foreign exchange, and avoidance of policy changes that increase riski-
ness of investments. If poverty reduction is still a top priority, it is too soon to 
reduce the level of agricultural and rural investment in Ethiopia.
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