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  How Do We Measure Economic Freedom? 
See page 471 for an explanation of the methodology  

or visit the Index Web site at heritage.org/index.
2012 data unless otherwise noted.
Data compiled as of September 2013.

Quick Facts
Population: 86.8 million
GDP (PPP): $103.3 billion
7.0% growth in 2012
5-year compound annual growth 8.7%
$1,191 per capita
Unemployment: n/a
Inflation (CPI): 22.8%
FDI Inflow: $970.4 million
Public Debt: 21.6% of GDP
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E thiopia’s economic freedom score is 50.0, making its econ-
omy the 151st freest in the 2014 Index. Its overall score is 

0.6 point higher than last year due to improvements in five of 
the 10 economic freedoms, including business freedom, labor 
freedom, and fiscal freedom. Ethiopia is ranked 35th out of 
46 countries in the Sub-Saharan Africa region, and its overall 
score continues to be below the regional average.

Over the 20-year history of the Index, Ethiopia has advanced 
its economic freedom score by over 7 points. The country has 
recorded improvements in half of the 10 economic freedoms, 
including trade freedom, fiscal freedom, and investment free-
dom, scores for which have advanced by 10 points or more. 
Over the past decade, Ethiopia has fluctuated within the lower 
ranks of the “mostly unfree” economies.

Reflecting the lack of progress in structural and institutional 
reforms, Ethiopia continues to underperform in many areas 
critical to advancing overall economic freedom. The quality 
and efficiency of government services have been poor and are 
further undermined by the weak rule of law and pervasive cor-
ruption. Monetary stability has been hampered by state dis-
tortions in prices.

BACKGROUND: Long-term Prime Minister Meles Zenawi 
died in August 2012 and was succeeded by Haile Mariam 
Desalegn. The Ethiopian People’s Revolutionary Democratic 
Front and allied parties hold all but two seats in parliament. 
In 2008, the U.N. terminated the peacekeeping mission it 
had established after war with Eritrea in the 1990s. Ethiopia 
invaded Somalia in support of Somalia’s Transitional Federal 
Government in 2006 and withdrew in 2009. In 2012, Ethiopia 
sent forces into Eritrea after European tourists were killed by 
terrorists that Ethiopia claims were trained in Eritrea. Agri-
culture accounts for 46 percent of GDP and 85 percent of total 
employment. Although GDP growth is high and the economy 
has been growing steadily for the past 10 years, per capita 
income remains among the world’s lowest. Construction of 
the Grand Renaissance Dam on the Nile to develop electricity 
has increased tensions with Egypt.
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THE TEN ECONOMIC FREEDOMS

Corruption is a significant problem in Ethiopia. The underdeveloped judiciary is officially inde-
pendent, but its judgments rarely deviate from government policy. All land is owned by the 
state but can be leased for up to 99 years. Property and contractual rights are recognized, but 
enforcement is weak. State-owned and party-owned businesses receive preferential access to 
land leases and credit.

Incorporating a business has become less time-consuming, but other regulatory requirements 
increase the overall cost of conducting business. The minimum capital required to start a busi-
ness is about twice the average annual income. The underdeveloped labor market traps much of 
the labor force in informal economic activity. Monetary stability has been weak, and subsidies 
for the state-led development model hinder private-sector growth.

Ethiopia has a 10.4 percent average tariff rate, and it can take several weeks to import goods. 
Investment in several sectors of the economy is restricted by the government. The government 
strongly influences lending and funds state-led development projects by forcing private banks 
to purchase treasury bills. Foreign ownership in the banking sector is still prohibited.

Ethiopia’s top individual income tax rate is 35 percent. The top corporate tax rate has fallen to 
30 percent. Other taxes include a value-added tax (VAT) and a capital gains tax. The overall tax 
burden is 11.3 percent of gross domestic income. Public expenditures are 18 percent of gross 
domestic output. Government debt has remained low since Ethiopia benefited from Heavily 
Indebted Poor Country debt relief in 2006.
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