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“Laissez-faire is an imposter term of pure opprobrium; those who use it either do not 

know what it means, or else will fully prevent it” 

        Albert Jay Nock 

 

Among those who agree with the above statement is the Ethiopian government, 

demonstrated by its recent action (intervention), aimed at stabilizing the market. I’ll get 

into it later in detail but before that, let me briefly scribble the economic thoughts that 

exert influence on the current global stage. 

 

For centuries society have witnessed the royal rumble match of different economic 

ideologies. That battle field have product two distinct (though similar in many ways0 

school of thoughts. 

 

1. Free-market capitalism 

2. liberal capitalist economy 

 

Free-market advocates believe in laissez-faire or no role for government whatsoever. This 

economic theory relies heavily on the good old economic factors of supply and demand. 

 

On the other hand, the Keynesian influenced liberal capitalists welcome government’s 

role in the economy, as a regulatory body and to stimulate or correct en equities arising as 

a result of extraneous factors. 

 

In the gruelling game for influence of these two schools of economics, the outcome so far 

has been a draw. Experience tells us, that there are times and places where state 

intervention has worked and lead to sound economy. At other times, free-enterprise has 

been proven to be a source of creativity and prosperity. 

 

At the end of the last millennium there were those who claimed the “essence of free-

market…ripping through the global economic system”. That was because right-wing 

politics was riding a wave of popularity and even left learning politicians were 

campaigning for less state influence in the economy. 

 

But the down of the new millennium has brought with it a new or what I call a realistic 

approach to government vs. the economy. True! The real free market (the voluntary 

exchange of goods and services) with no external coercion is desirable. But it is wishful 

thinking that governments will stop intervening. 

 

Folks from the Friedman school of economics (free-enterprizists) call the liberal 

economy “the statist ideology”. 



 

Liberals on the other hand respond by stating that free-market essentially is corporate 

capitalism and has naturally, monopolistic tendencies. Contrary to public belief, liberals 

claim that free-enterprise capitalists depend heavily on the nation state... I personally 

concur with that statement. 

 

In capitalist economies, government, extort money from the average citizen in many 

forms. Most of this booty involves a transfer from those who have earned it (middle class) 

to those who have not (corporations or high income earners), which is unjust because 

morally there is no difference between robbing your hard working neighbour directly 

verses using the state to do so. 

 

Capitalists also depend on the assumption that people have no memory or at least a very 

selective memory about past events. Case in point, capitalists blame the West’s current 

economic problem on “massive expenditure” by government and believe only free-

market and the private sector can bail them out. 

 

But, wait a minute; isn’t the economic calamity of the west the product of excess 

unleashed by capitalism? And isn’t it a fact, the Keynesian economic policy is being 

considered a remedy? 

 

The US the bastion of free-market capitalism has adopted state-intervention as its road 

map to the salvation of its devastated economy as a result of unregulated economy. The 

US is not alone in this endeavour, the European have poured billions or are in the process 

of yet another injection of state funds to bail out their poorly functioning financial sectors. 

 

How is this for Irony? As the reader is well aware of now there is a third player in the 

game, which is rearing its head. If you follow the cosmic realignment of global group-

think on the world stage, you will notice that it is now firmly established that economic 

ideological planets are beginning to be realigned. Market dominated and Liberal 

capitalism, long represented by America and Europe are in decline, while Chinese style 

regulated capitalism is on the rise. 

 

The proof is the high priests of capitalism are on a begging pilgrimage to the “nasty” 

country (China) for salvation. Another incongruity is that the funds borrowed from the 

Chinese by, especially the US is used to, salvage, bail-out or subsidize corporations 

(banks, autos…) the very same sectors who swear by the virtues of free-market 

capitalism. 

 

So, is it faire to assume – this clash of the policy titans have produced a winner? I don’t 

think so, but one can always draw a deductive conclusion. In the mean time the arm-

wrestling continues. 

 

Modern liberals used to reflectively condemn Adam Smith, as “the father of capitalism” 

although he had never heard of the word. More recently however, they are trying to 



recruit him. One significant cause to which they are attempting to sign up the 18
th

 century 

Scottish philosopher is in combating the “income gap” 

 
In a recent speech, Dominique Strauss-Khan, an economic policy work and managing director of 

the IMF recognized clearly that a poor distribution of wealth could undermine free-market system. 

He goes on to say  

 

“The disposition to admire and almost to worship, the rich and powerful and … 

neglect persons of poor and mean condition  ... is the great and most universal 

cause of corruption of our moral sentiments.” 

 

Capitalists refute the above statement, asserting that Smith would’ve though it ridiculous 

to suggest that a nation might become wealthier or happy by forced “redistribution” of 

wealth. The key to improvement is, they say,  

 

“The universal desire to better ones condition under a regime of secure property rights 

and minimal government… the division of Labour, free-trade, and the natural order of 

the market with the wonders of the invisible hand would do the rest.” 

 

In fact free-marketers, rightist- academics and think-tanks are racing everywhere at once, 

busty advocating public choice and supply side solution to every imaginable economic 

problem. 

 

But the father of modern economic (Adam Smith) is not so confident about the 

unregulated market. He regards business men/women as almost unreliable for healthy 

market activity. 

 

“Their interest is always in some respect different from, and even opposite to, that of the 

public. They always want to widen the market, which is good for the general interest but 

they also invariably want to narrow competition. This is always bad for it.” 

 

I am sure those of you familiar with the way the Ethiopian traders conduct business are 

nodding your heads in agreement with Mr. Smith. 

 

This article is not anti-business, far from it, it understands that the undertaking spirit in 

the principal source of progress. But it also recognizes the government’s role to 

encourage business to operate in the interest of the general public and offer security for 

the business to enjoy the fruits of its own labour. That brings me to the main focus this 

piece – The Ethiopian government’s intervention in the market to tackle the rampant 

inflation on basic goods. 

 

Before I proceed, let me cite one final relevant information. Deloitte Touché 

Tohmatsu – a giant international accounting and consulting firm, recently published a 

document called, Consumer 2020 Report. The report predicts food will become much 

more expensive in the coming years for the following factors. 

 

- poor weather 



- the burgeoning middle-class around the world 

- crops yield end meat productivity 

- limited availability of land and water for cultivation   

-  

The report also cautions that climbing food prices might require government intervention 

to prevent” inflation and empty shelves” that could lead to political instability. 

 

There are two significant points to be made out of this report: 

 

1. It literally justifies government intervention in the market. This coming from a 

conglomerate which makes its living by consulting countries and companies to 

adopt free-market system is – a huge endorsement of the states role in the 

economy. 

2. The factors, the report mentioned as agents of influence of prices increase do not 

exist in Ethiopia. not now anyway. In other words, there is economic reason, for 

the inflationary trend that preceded the government’s action. 

 

Generally, the Ethiopian government intervention in the market seems to have earned 

near universal acceptance. 

 

The only barking (against) that is being heard is coming from the opposition groups who 

never miss to miss an opportunity to make themselves relevant and who keep  parroting 

unworthy and irrelevant  lines often heard in their political campaigns and so have chosen 

to wallow in the same political swamp.  

 

THE ETHIOPIAN REALITY 

 

It is unfortunate but true, the Ethiopian business community, especially in the capital, is 

anything but faire. For years the private sector mainly the traders were the least taxed in 

Africa. In addition, the way they (the traders) do business was in an illegal and 

unscrupulous manner. In fact this sector is the reason for the endemic social disease 

called corruption the country is infected with; perpetuated by bribes and rent seeking. 

 

The EPRDF government become aware of the problem shortly after it assumed power. 

But it also recognized how deep rotted was and that it is going to require more than just 

time to deal with it. The policy makers realized that, to solve the problem of corruption 

fundamentally any thing short of Cultural Revolution wouldn’t be effective. So, the 

government come up with a longer term plan. 

 

Step I:  Expose and educate the public about the evils of corruption 

 

Step II: The government realized the bureaucrats which it inherited from the 

previous regimes were part of the problem. So it needed to bring in new, 

educated and competent civil servants. To achieve this goal it expanded 

higher learning social service learning institutions. 

 



Step III: To radically change the way things are run, it introduced Business process 

re-engineering (BPR). The plan is complex but the message simple. Civil 

servants at all levels were trained, re-oriented and indoctrinated in to being 

efficient, responsible and accountable professional. 

 

The cumulative effect of the above steps is to establish good governance through 

transparency and help macro manage the economy. 

 

Step IV:  Expanding the source of revenue. As the reader is aware of, the main 

source of income for any government is taxation. The high public 

spending on education and health care means the government had to 

broaden its tax base. 

 

 

Unfortunately, in Ethiopic, only the wage earners (mostly government) workers were the 

ones paying their tax dues. That is why the government needed to reform the country’s 

tax system. 

 

In 2002, it introduces a value added tax (VAT) on most consumer goods. That tax was 

meant to be paid by consumers. Surprisingly, the average consumer accepted it gracefully.  

Consumers recognized their obligation to pay taxes as is their rights to be protected and 

provided with the basic needs by the state.  

 

As part of its plan of expansion of the tax base, the government come up with a frame 

work of implementing a business income tax. However, much to the dismay of the 

government and the public the business community’s response was less than desired. 

This is surprising, because in Ethiopic it is the private sector, especially the trading 

community which benefits the most from the state; not only for the protection but also for 

creating and maintaining a conducive environment for them to thrive. And yet, their 

hostility to paying taxes is unfathomable. 

 

I know, the private sector was used to paying taxes as it please or was more or less 

voluntary. But it should understand that old way of doing business has to come to an end. 

Mind you, even with the new business income tax, the average marginal tax rate in 

Ethiopia is less than that the African average. 

 

The Ethiopia business profit tax is imposed on net profit or based on profit and loss 

account. It also provides a room or expenses to be deducted from the profit. In other 

words, the system is based on accurate assessment of actual income of business. 

 

But the trading community, far from understanding, it tried and lobbied against the new 

tax system. When that failed, it started manipulating the market. It did it in 2008 and it is 

doing it now. The methods they are using are standard mechanisms of sabotage utilized 

by business in other countries- price gauging, hoarding and speculation. Therefore, 

there is no economic justification to warrant the price spike of goods and tightening of 

supply that is evident in the last episode. 



 

The prices of goods that are subjected to prices control have surged from 60% up to 

doubling. The goods are both local and as well as foreign. It is true global food prices 

have risen roughly 15% in recent months, but not the kind prevalent in Ethiopia. 

 

Imported Goods – When one looks into the imported goods whose price have risen, one 

can’t find any evidence, their prices at other countries, but most importantly the source 

countries have changed by as much. In the mean time the transportation, mostly 

influenced by the price of oil has only gone up by about 10% since last year. In face, the 

price of oil and other commodities have been more demand-driven. In other words, a 

price increase of 10-20% would’ve been logical and acceptable but the kind of inflation 

recurred is not tolerable. 

 

Domestic products – This is where the traders’ bad intention is exposed.  

First, this year the country is having its best ever in terms of overall growth, especially 

agricultural production. In market language supply has increased, which would normally 

lead to consumer price decrease. 

 Second, the much improved road network system has cut the time and cost of 

transportation, benefiting the whole sale buyer (trader). In an environment of fair market 

these two factors (increase supply and decrease cost) would normally translate in to lower 

retail price. 

 

Nonetheless, despite such favourable economic reality the traders kept prices so high 

beyond the means of the people. In doing so, the business community, has some how 

believed, it can bully the government in to changing its policies.  To the contrary, that is 

what led the government dropping the gloves in dealings with the traders.  

 

In other words, that is when the government realized – the market system in the country 

need to reform to better serve the people. A better relationship between the government 

and the business community obviously makes sense. An escalation of the conflict makes 

none. But we have to understand there is a third and perhaps stronger players in this 

theatre. I.e. the people. It is the public pressure which pushed the government to find 

solution to the unwarranted inflation and lead the government to first identify the root 

cause of rapid inflation and take the action taken and perhaps will be taken in the future. 

 

In conclusion, it has been proven that unfettered capitalist economy has an appetite that 

resists at every turn and obligation, other than its own self-interest. In other words it has 

no conscious and is inhuman. Therefore, government activities to curb what that appetite 

can swallow are essential to retain a society that not only is productive as well as safe, for 

legal wealth creation and for creating and maintaining public good. 

 

 Don’t get me wrong! Self-interest isn’t bad, that is what makes civilized and prosperous 

society work – But it only does so when tempered by competition and regulation. And so 

the measure taken by the Ethiopian government is not only populist but essential to 

preserve the sanity of the market system.  

 



God Bless The Motherland! 

 

 


