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ECONOMIC FREEDOM SCORE
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ETHIOPIA

BACKGROUND: A military junta deposed Emperor Haile Selassie in 1974 and established a socialist state. 
The Ethiopian People’s Revolutionary Democratic Front overthrew the junta in 1991, replacing it with a 
repressive one-party system. Protests by Ethiopia’s marginalized Oromo tribe in 2018 led to the surprise 
rise to power of Prime Minister Abiy Ahmed, who launched an ambitious reform agenda. In 2019, most 
of the ruling coalition merged to become the Prosperity Party. Abiy’s regime must contend with ethnic 
violence and secessionist sentiment in parts of Ethiopia, and parliamentary elections have been post-
poned until after the COVID-19 pandemic has been contained. The agriculture-based economy’s strong 
growth has reduced poverty, but high unemployment, severe poverty, and a large debt burden remain 
persistent challenges.

E thiopia’s economic freedom score is 51.7, making its economy the 
151st freest in the 2021 Index. Its overall score has decreased by 

1.9 points, primarily because of declines in property rights and judi-
cial effectiveness. Ethiopia is ranked 35th among 47 countries in the 
Sub-Saharan Africa region, and its overall score is below the regional and 
world averages.

This year marked a dramatic reversal of the Ethiopian economy’s slow 
climb in the ranks of the mostly unfree. The rule of law, especially prop-
erty rights, suffered from increased political instability and land disputes. 
For Ethiopia to achieve greater economic freedom, the government will 
have to revitalize its multiparty democracy and strengthen institutions 
that respect human rights and the administration of justice.

IMPACT OF COVID-19: As of December 1, 2020, 1,709 deaths had been 
attributed to the pandemic in Ethiopia, and economic growth was fore-
cast to decline to 1.9 percent for the year.

POPULATION: 
112.1 million

GDP (PPP): 
$243.6 billion
9.0% growth in 2019
5-year compound 
annual growth 9.1%
$2,312 per capita

UNEMPLOYMENT: 
2.1%

INFLATION (CPI): 
15.8%

FDI INFLOW: 
$2.5 billion

PUBLIC DEBT: 
57.6% of GDP
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Ownership of land remains in the hands of the state with use 
rights granted to landholders. The judiciary is officially inde-
pendent, but its judgments rarely deviate from government 
policy. Government officials and state institutions reportedly 
enjoy preferential access to credit, land leases, and jobs. The 
prime minister’s anticorruption task force may have contrib-
uted to Ethiopia’s improved performance in Transparency 
International’s 2019 Corruption Perceptions Index.

The top individual income tax rate is 35 percent, and the 
top corporate tax rate is 30 percent. The overall tax burden 
equals 7.5 percent of total domestic income. Government 
spending has amounted to 16.5 percent of total output 
(GDP) over the past three years, and budget deficits have 
averaged 2.9 percent of GDP. Public debt is equivalent to 
57.6 percent of GDP.

Ethiopia’s business environment has become even more 
repressed. Dealing with construction permits has become 
more complicated and now takes longer as well. Aside from 
agriculture, the largest employer is the government. The 
government is partially privatizing the state-owned airline 
and has begun to open the state-subsidized electricity sector 
to private companies.

Ethiopia has one preferential trade agreement in force. 
The trade-weighted average tariff rate is 11.8 percent, and 
nontariff barriers further undermine the freedom to trade. 
Ethiopia is not a member of the World Trade Organization. 
The state has allowed the private sector to participate in 
banking but restricts foreign ownership. Less than 40 percent 
of adult Ethiopians have access to an account with a formal 
banking institution.
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