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ETHIOPIA

BACKGROUND: Haile Selassie ruled Ethiopia for decades until a military junta deposed him in 1974 
and established a socialist state. Prime Minister Hailemariam Desalegn’s authoritarian political coalition 
imposed a repressive state of emergency from October 2016 until August 2017, but the government prom-
ises political reforms. Demonstrations by the Oromo tribe against expansion of capital city Addis Ababa 
into Oromo lands flared in 2016. Security personnel allegedly killed hundreds of protesters. Ethiopia has a 
long-running border dispute with Eritrea. A large, almost complete Nile River dam aimed at nearly tripling 
electricity generation capacity has stirred tensions with Egypt. The agriculture-based economy’s strong 
growth in the past decade has reduced the percentage of the population living in poverty.

E thiopia’s economic freedom score is 52.8, making its economy the 
142nd freest in the 2018 Index. Its overall score has increased by 

0.1 point, with an increase in investment freedom (which nonetheless 
remains poor) and improvements in judicial effectiveness and mone-
tary freedom offsetting declines in business freedom, labor freedom, 
and trade freedom. Ethiopia is ranked 27th among 47 countries in the 
Sub-Saharan Africa region, and its overall score is below the regional 
and world averages.

The government’s plan to transform the country from an agricul-
ture-based economy into a manufacturing hub hinges on improved 
transport and energy infrastructure and greater agricultural-sector 
productivity. To achieve these goals, reforms are needed to improve the 
burdensome and opaque business and investment regime. The poor 
quality and efficiency of government services are made worse by weak 
rule of law and pervasive corruption. State distortions in prices and 
interest rates undermine monetary stability.

NOTABLE SUCCESSES:
Tax Burden

CONCERNS:
Rule of Law, Financial Freedom, and 

Investment Freedom

OVERALL SCORE CHANGE 
SINCE 2014:

+2.8

POPULATION: 
91.2 million

GDP (PPP): 
$177.5 billion
8.0% growth in 2016
5-year compound 
annual growth 9.5%
$1,946 per capita

UNEMPLOYMENT: 
5.7%

INFLATION (CPI): 
7.3%

FDI INFLOW: 
$3.2 billion

PUBLIC DEBT: 
54.9% of GDP
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WORLD AVERAGE  |  ONE-YEAR SCORE CHANGE IN PARENTHESES
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20.035.060.767.151.340.2

85.590.676.537.737.631.1

(No change)(+15.0)(–4.4)(+1.4)(–5.9)(–9.8)

(–1.0)(+0.3)(–0.6)(+0.1)(+8.0)(–1.5)

All land in Ethiopia belongs to “the people” and is 
administered by the government. Private owner-
ship does not exist, but land-use rights have been 
registered in most populated areas. The judiciary 
is officially independent, but its judgments rarely 
deviate from government policy. Despite legislative 
improvements, actual enforcement of corruption-re-
lated laws remains limited, and corruption remains a 
significant problem.

The top individual income tax rate is 35 percent, 
and the top corporate tax rate is 30 percent. Other 
taxes include value-added and capital gains taxes. 
The overall tax burden equals 15.1 percent of total 
domestic income. Over the past three years, govern-
ment spending has amounted to 17.7 percent of total 
output (GDP), and budget deficits have averaged 
2.3 percent of GDP. Public debt is equivalent to 54.9 
percent of GDP.

Despite recent incremental improvements regard-
ing the ease of starting a business, dealing with 
construction permits, and getting electricity, opaque 
regulatory requirements still increase the cost of 
doing business. The undeveloped labor market 
hinders employment growth, trapping much of the 
labor force in the informal economy. Among other 
enterprises, the government owns the national 
airline and a petroleum company.

Trade is moderately important to Ethiopia’s econ-
omy; the combined value of exports and imports 
equals 36 percent of GDP. The average applied tariff 
rate is 12.1 percent. Nontariff barriers impede trade. 
Government openness to foreign investment is 
below average. The government strongly influences 
lending and funds state-led development projects 
by forcing private banks to purchase treasury bills. 
Foreign ownership of banks is still prohibited.
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