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  How Do We Measure Economic Freedom? 
See page 477 for an explanation of the methodology  

or visit the Index Web site at heritage.org/index.
2011 data unless otherwise noted.
Data compiled as of September 2012.

Quick Facts
population: 86.8 million
gdp (ppp): $94.9 billion
7.5% growth in 2011
5-year compound annual growth 9.7%
$1,093 per capita
unemployment: n/a
inflation (cpi): 18.1%
fdi inflow: $206.1 million
public debt: 37.3% of GDP
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E thiopia’s economic freedom score is 49.4, making its econ-
omy the 146th freest in the 2013 Index. Its overall score is 

2.6 points lower than last year, reflecting declines in six of 
the 10 economic freedoms including business freedom, labor 
freedom, monetary freedom, and trade freedom. Ethiopia is 
ranked 32nd out of 46 countries in the Sub-Saharan Africa 
region, and its overall score is below the regional average.

Registering the sixth largest reduction in economic freedom 
in the 2013 Index, Ethiopia has fallen into the category of eco-
nomically “repressed.” The foundations of economic freedom 
are quite fragile, particularly because of pervasive corruption 
and a deficient judicial system.

Regulatory efficiency remains poor, creating an unfavorable 
climate for entrepreneurial activity. The informal economy 
provides most jobs for the relatively unskilled labor force. 
Existing policies aimed at promoting and sustaining open 
markets have been undercut by a lack of effective implemen-
tation. Much more determined efforts at reform, particularly 
in the investment and financial sectors, are needed to lay the 
groundwork for sustained and broad-based development.

backgRound: Long-term incumbent Prime Minister Meles 
Zenawi died on August 20, 2012, after a long illness and has 
been succeeded by Haile Mariam Desalegn. His Ethiopian 
People’s Revolutionary Democratic Front and allied parties 
hold all but two seats in parliament as a result of elections in 
2010 that outside observers claimed fell short of internation-
al standards. Following war with Eritrea in the 1990s, a U.N. 
peacekeeping mission was established on the border. The mis-
sion was terminated in 2008, but relations between the two 
countries remain strained. In 2012, Ethiopia sent forces into 
Eritrea after European tourists were killed by terrorists that 
Ethiopia charges were trained in Eritrea. Ethiopia invaded 
Somalia in support of Somalia’s Transitional Federal Govern-
ment in 2006 and withdrew in 2009 following a peace deal. 
Some Ethiopian troops still operate in Somalia combating the 
terrorist group al-Shabaab. Agriculture contributes over 40 
percent of GDP, accounts for over 70 percent of exports, and 
employs about 80 percent of the population.
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THE TEN ECONOMIC FREEDOMS

Property and contractual rights are recognized, but enforcement is weak. The judicial system 
is underdeveloped and vulnerable to political interference. A highly restrictive land-tenure 
policy makes it difficult to register property. State- and party-owned businesses receive pref-
erential access to land leases and credit. Corruption further undermines the foundations of 
economic freedom.

Establishing a business has become less time-consuming, but other regulatory requirements 
remain burdensome and opaque, increasing the overall cost of conducting business. The mini-
mum capital required to start a business is over three times the average annual income. The 
underdeveloped labor market continues to hinder employment growth, trapping much of the 
labor force in informal economic activity. Monetary stability has been weak.

The trade-weighted average tariff rate is relatively high at 10.5 percent, and myriad non-tariff 
barriers further raise the cost of trade. The investment regime, lacking transparency and effi-
ciency, remains unfavorable to dynamic investment growth. The government strongly influ-
ences lending and funds state-led development projects by forcing private banks to purchase 
treasury bills. Foreign ownership in the banking sector remains prohibited.

The top income and corporate tax rates are 35 percent. Other taxes include a value-added tax 
(VAT) and a capital gains tax. The overall tax burden is equal to 11.2 percent of GDP. Govern-
ment spending is 18.6 percent of total domestic output, and the deficit has increased. Public 
debt has increased to 37.3 percent of GDP. Fiscal policies to increase domestic revenue and 
reduce borrowing have helped to shore up accounts.
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