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I. Background 

 

1. Ethiopia, a growing economy with a population of over 100 million located in 

the conflict-affected Horn of Africa region, is experiencing an unprecedented political 

and economic change. A new Prime Minister came to power in April 2018 during one of 

Ethiopia’s worst political and social crises in decades, which had forced the Government to 

declare a state of emergency twice in three years. Since his appointment, the Prime Minister 

has signed a peace agreement with Eritrea and reopened the border following two decades 

of conflict. The Government has opened new political space for dialogue, released political 

prisoners, lifted bans on political parties and media outlets, actively engaged in regional 

diplomacy, and announced a range of economic reforms designed to revitalize the Ethiopian 

economy by expanding the role of the private sector. Given Ethiopia’s size and location, this 

shift has transformed the economic and political landscape not only in the Horn of Africa 

but the entire African continent.  

 

2. Sustaining growth requires a shift in economic management towards greater 

flexibility and openness. Over the past decade the Government has sustained high levels of 

public investment which has driven strong growth in agriculture and services. This has been 

financed by tapping external financing, keeping government consumption low and 

deploying heterodox mechanisms including financial repression. Despite substantial 

investments in infrastructure to support future growth, Ethiopia’s recent economic success 

has occurred in a context of modest structural economic transformation and private-sector 

development. Growing macroeconomic vulnerability and reducing fiscal space threaten the 

long-term sustainability of Ethiopia’s growth model. Recognizing the limitations of this 

approach, the new leadership has announced decisions to expand the role of the private 

sector, reform State Owned Enterprises (SOE) and enhance fiscal sustainability.  

 

3. Recognizing the limitations of the economic model, the new Government has 

initiated reforms to expand the role of the private sector, reform SOEs, enhance fiscal 

sustainability and improve transparency and accountability supported by the Growth 

and Competitiveness DPF. The Program is organized around three mutually reinforcing 

pillars. The first pillar, maximizing finance for development, supports the transformation of 

key economic sectors by promoting PPPs, improving efficiency and restoring financial 

sustainability in the energy sector, introducing competition in the logistics sector to reduce 

costs and improve efficiency, and introducing competition and foreign participation in the 

telecom sector to improve connectivity.  The second pillar, improving investment climate 

and developing financial sector, supports reform by issuing regulations that reduce 

administrative burdens for new and operating businesses, taking actions to remove 
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constraints within the financial system to expand credit to the private sector, and initiating 

the establishment of the government bond and foreign exchange markets. The third pillar, 

enhancing transparency and accountability, promotes citizen engagement and social 

accountability and improves state owned enterprise management and transparency. 

      

4. The Growth and Competitiveness DPF has contributed to Ethiopia’s reform 

efforts both financially and technically. First, it supported key reforms standing to 

transform Ethiopian economy. Second, it provided resources to support the orderly shift in 

the economic model.  Third, it allows the World Bank to remain actively engaged in the 

design and formulation of the next steps in the reform implementation process. 

 

 

II. Recent Economic Developments 

 

5. Real gross domestic product (GDP) growth in FY18 (July 2017-June 2018), 

while still strong, decelerated more than expected. According to official data, GDP 

growth decreased to 7.7 percent in FY18 from 10.1 percent in FY17. A slowdown in 

industrial growth mainly driven by lower growth in construction due to foreign exchange 

shortages and higher prices of imported construction materials coupled with weaker 

performance of the manufacturing and the agriculture sectors explain to a large extent the 

growth deceleration. Despite a good crop production (5.4 percent annual growth), the 

agricultural value addition dropped by half. By contrast, services growth remained strong in 

FY18. Since the beginning of FY19, a significant turnaround in bank loan disbursements to 

the private sector (which increased by about 39 percent compared to a decline of 1.7 percent 

during the same period last year) and strong export performance (see below) suggests that 

economic activity might be picking up this fiscal year (see Table 1 below). 

    

6. Inflation continued its declining trend in recent months. Since reaching 16.8 

percent in June 2018 due to the expansion of public sector credit in 2017, broad money 

growth, passthrough of the October 2017 devaluation, and political disruptions (which 

adversely affected distribution networks), inflation has been on a declining trend. It reached 

a low of 10.4 percent in December 2018. The price deceleration has been more rapid on food 

products, which decreased from 17.8 percent in June 2018 to 11.4 percent in December 2018, 

than on non-food items, which prices decreased only marginally (from 11.1 to 9.1 percent 

during the period). 

 

7. Fiscal policy at the general government level continued to be prudent. Latest 

information released by the authorities show that general government’s fiscal deficit 

decreased to 3 percent of GDP in FY18 compared to 3.4 percent in FY17. The expenditure 

cuts offset a fall in revenue collection. 

   

8. The National Bank of Ethiopia (NBE) continued its cautious monetary policy. 

Growth in reserve money (base money), which is the operating target for NBE’s monetary 

policy, dropped to 12.8 percent in December 2018, compared to 19.1 percent in June 2018. 

Accordingly, broad money expansion was significantly curtailed (from 29.2 percent in June 



 

2018 to 22.2 percent in December 2018). Domestic deposit and credit expansion (mainly to 

the non-government sector) continued to be the major driver of broad money growth. 

        

9. Exports of goods and services increased by about 18 percent in the first half of 

FY19, mainly driven by services exports. Led by the performance of Ethiopian Airlines, 

services exports increased by 41.1 percent during the first half compared to the same period 

last year. By contrast, merchandise exports decreased by 10 percent reflecting the continued 

poor performance of Ethiopia’s major export items, including coffee, oilseeds and pulses. 

This was the result of both declining export volumes and prices. Meanwhile, the export 

performance of the relatively new export sectors, such as textiles and electronics, has been 

strong; posting export growth rates of 38.4 percent and 37.3 percent, respectively. 

       

10. Imports of goods and services increased by about 7.4 percent in the first half of 

FY19, also driven by the services sector. Services imports increased by 46 percent, again 

largely driven by Ethiopian Airlines. Meanwhile, merchandise imports increased by only 0.7 

percent in the first half of FY19 as public investments slowed down and foreign exchange 

shortages persisted. While Ethiopia’s fuel import bill went up by 29.5 percent, imports of 

capital goods remained flat and consumer goods imports declined by 5 percent. Overall, the 

current account deficit decreased slightly to 4.2 percent of GDP during the first half 

compared to 4.5 percent during the same period last year.     

 

11. Gross foreign exchange reserves improved significantly. Official gross 

international reserves increased from US$2.8 billion in June 2018 to about US$4 billion in 

December 2018. However, this increase was mainly due to the placement of US$1 billion 

deposit at the NBE by Abu Dhabi Development Fund and the disbursement of the first 

tranche of the World Bank’s DPF. Based on the authorities’ computations, the import 

coverage of gross official reserves improved from 2.1 to 2.4 months. 

 

12. The NBE resumed its policy of gradual depreciation of the birr against the US 

dollar in FY19. After keeping the exchange rate largely constant in FY18 following the 

October 2017 devaluation, the NBE allowed the birr to depreciate by about 2.9 percent 

against the US dollar during the first six months of FY19. Notwithstanding this nominal 

depreciation, the Real Effective Exchange Rate Index (REERI) computed by the NBE 

continued to appreciate in the first quarter of FY19 (showing a quarter-on-quarter 

appreciation of 4.8 percent), due to inflation differential with trading partners.       

 

13. Public debt moderated in the first quarter of FY19 declining from 57 percent of 

GDP in June 2018 to 54 percent. External debt1 went down from 29.2 percent of GDP to 

27.8 percent while domestic public debt decreased from 27.8 percent to 26.1 percent between 

June and September 2018. Total debt of SOEs dropped by about 2 percentage points of GDP 

as both their external and domestic debts showed declines of 1 percentage points of GDP.  

The Non-Concessional Debt Policy (NCBP) for FY19 was observed with zero new non-

concessional borrowing. As was the practice in the past, placement of deposits at the NBE 

                                                 
1
 External debt includes Saudi and UAE deposits at the NBE but excludes Ethiopian Airlines debt. 



 

and borrowings by the Ethiopian Airlines are excluded from the NCBP2. However, going 

forward deposits at the NBE are likely to be included in the NCBP review. 

 

14. The macroeconomic policy framework remains adequate for the DPF 

operation. Following the deceleration in FY18, growth is projected to pick up to 8.8 percent 

in FY19 aided by recovery in industrial activities (including manufacturing) and continued 

strong performance of agriculture and services and stabilize at around 8.9 percent over the 

medium term. Inflation is expected to continue its declining trend and reach at single digit 

levels by the end of FY19. Further decline in the fiscal deficit is expected in FY19 as the 

government continues to limit spending on public investments. Public debt levels (both 

external and domestic) will moderate in FY19 as the government continues its policy of 

restraining new investments by SOEs. While merchandise exports continue to underperform 

as coffee and oilseed prices remain subdued, the current account balance is expected to 

improve in FY19 largely owing to strong performance from services exports and the fall in 

oil prices. 

 

Table 1. Medium Term Macroeconomic Indicators 

  FY2017 FY2018 FY2019 FY2020 FY2021 FY2022 

          (e) Projections 

Growth Rates in Percent       

     Real GDP 10.1 7.7 8.8 8.9 8.9 8.8 

     Real Private Consumption 5.6 6.0 5.7 5.4 5.4 5.4 

     Real Gross Domestic Investment 13.2 2.0 8.5 10.0 10.7 11.2 

     Export Volume (GNFS) 7.4 8.3 8.8 8.9 9.0 8.9 

     Import Volume (GNFS) -5.0 1.0 1.3 2.3 2.3 2.6 

     GDP Deflator 6.3 8.5 7.2 6.9 6.5 5.0 

Ratios to GDP       

     Gross Domestic Investment 39.0 36.9 36.7 37.1 37.7 38.5 

     Fiscal Balance 3.4 3.0 2.6 2.5 2.1 2.0 

     Central Government Debt 29.8 31.7 - - - - 

         o/w Foreign 17.1 18.7 - - - - 

     Current Account Balance -8.2 -6.5 -6.1 -5.9 -5.6 -5.9 

     FDI, Gross 5.2 4.4 - - - - 

     External Debt (Public and 

Private) 29.9 31.9 - - - - 

Source: Ethiopian Authorities and Staff Estimates 2019.    

 

 

III. Progress on the Program  

 

15. The Government has successfully carried out the Program as outlined in the Letter 

of Development Policy with progress along all areas supported by the DPF. The actions to 

reform key economic sectors and open them for private participation included promoting 

                                                 
2
 In July 2018, the Abu Dhabi Development Fund deposited US$ 1 billion at the National Bank of Ethiopia 

on non-concessional terms. 



 

public-private partnerships and initiating preparation of the sectoral guidelines; 

implementation of the energy tariff reform; progress in logistics institutional reform; and 

preparation of the new legal framework for the telecom sector. The Government also took 

steps to improve investment climate through elimination of burdensome requirements and 

review of competition and investment legislation and steps to address constraints in financial 

sector. Reforms to enhance transparency and accountability include approval of the new civil 

society organizations law and actions on SOE restructuring through preparation of updated 

legislation, institutional strengthening and expanding the range of major SOEs to be opened 

to private participation.  

 

 

IV. The Tranche Release Actions Status Update 

 

16. The Government met all Second Tranche Release conditions. Namely: 

 

Second Tranche Release Condition #1: Council of Ministers approves the 

establishment and constitution of an independent regulator for the telecom sector. 

 

17. The condition has been met. The Council of Ministers has approved Proclamation 

for the Communications Services on February 4, 2019. The new Proclamation creates a new 

independent, transparent and accountable regulator for the communications sector 

(Ethiopian Communications Regulatory Authority -- ECRA) and creates an enabling 

environment for the introduction of competition in the telecom sector. Three formal 

consultations were held in November 2018, and the revised draft had passed to the Attorney-

General’s Office in late December. The World Bank team has been providing technical 

assistance to help inform the needed legal reform. 

 

Second Tranche Release Condition #2 The Council of Ministers has approved for 

submission to Parliament a draft civil society organization (CSO) Proclamation to 

promote greater CSO and citizen participation in the development process. 

 

18. The condition has been met. The amended draft Charities and Societies 

Proclamation was approved by the Council of Ministers on December 24, 2018 and 

submitted to the House of People’s Representatives to promote CSO and citizens’ 

participation in the development process.  The public hearing on the draft bill was conducted 

on January 25, 2019 with sufficient notification and time to allow stakeholder consultation. 

Over 300 international, federal and regional CSO representatives, the parliament standing 

committee, the Office of the Attorney General, the independent Advisory Council set-up to 

oversee the preparation of the draft bill and the Civil Society Organizations Agency all 

participated in the hearing. 

 

Second Tranche Release Condition #3: Ministry of Finance (MOF)) has expanded the 

scope of its existing debt-reporting arrangements to (i) provide detailed coverage of 

domestic debt of state-owned enterprises including by instrument and debt holder on a 

quarterly basis and (ii) disclose an annual report on public debt including SOE debt 

consistent with good practice; both by January 2019. 
 



 

19. The condition has been met. MOF’s Debt Management Directorate has posted on 

the MOF website: (1) the Public Sector Debt Statistical Bulletin for the quarter ending end-

September 2018 incorporating more detailed coverage of the domestic debt of SOEs 

including by instrument and debt holder; and (2) the Annual Public Sector Debt Portfolio 

Report for the year 2017/2018. Both the quarterly debt bulletin and annual debt report have 

been assessed by the World Bank as consistent with good practice.  

 

20. As part of the improved debt management reporting, the authorities have also 

prepared an action plan to further improve the future editions of both the quarterly debt 

bulletin and annual debt report. The World Bank team has been providing technical 

assistance to the Government since September 2018 to expand the scope and quality of 

Ethiopia’s debt-reporting arrangements. 


