
 

 

 

 

 

 
 

AFRICAN DEVELOPMENT BANK 
 AFRICAN DEVELOPMENT FUND 
  
 
 
 
 
 
 
 
 
 
 
 
 
 

ETHIOPIA 
 

2006-2009 COUNTRY STRATEGY PAPER 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

COUNTRY OPERATIONS DEPARTMENT NORTH, EAST & SOUTH 
JUNE,  2006 

 
 



 

 

 

 
TABLE OF CONTENTS 

 
EXECUTIVE SUMMARY i-iv 
 
1. Introduction           1 
 
2. Country Context 2 

2.1 Political Context 2 
2.2 Macroeconomic & Structural Policy Context 3 

  2.3       Poverty and Social Context  10 
  2.4 Priority Cross Cutting Issues 13 

2.5 Development Potential & Constraint 19
  

  2.6 Medium-Term Outlook & Prospects for Attaining the MDGs 19
    
 
3. The Government’s Poverty Reduction Strategy 21 
  3.1 Key Elements of the Government’s Poverty Reduction Agenda 21 
  3.2 Assessment of the Government’s Poverty reduction Strategy 24 
  3.3 Challenges and Risks 25 
  3.4  Partnership Framework             25
        
4. Bank Group Country Assistance Strategy 26 
  4.1 Portfolio Management & Lessons from Previous CSPs 27 
  4.2 Country Context and Strategic Selectivity 28 
  4.3  CSP Objectives and Pillars            30
  4.4  Regional Dimension of Bank Group Assistance       33 
  4.5 Resource Implication of Bank Group Assistance 33 
   
5. Results Based Monitoring & Evaluation         35 
  5.1  Monitoring of CSP Outcomes and Bank Group  
    Experience              35
  5.2  Managing Risks             36 
  5.3  Issues Requiring Dialogue Issues         36 
 
6. Conclusion and Recommendation 37 
  6.1 Conclusion  37 
  6.2 Recommendation 37 
 

 
This Country Strategy Paper (CSP) was prepared by the Ethiopia Country Team, led by 
Mr P. Mwanakatwe, Principal Country Economist, ONCF 1 following missions to 
Ethiopia, which included Mr M. Ajijo, Principal Transport Economist, ONIN 3, Mr. L. 
Barrow, Senior Financial Analyst, ONIN 2, Mr. C. Ojukwu, Chief Agricultural 
Economist, ONAR 1, and Mr. J. Coompson, Principal Agricultural Economist, ONAR 1.  
ETCO contributed to the report. The CSP was prepared under the direction of Mr. F. 
Black, Director, ONCF and Mr. W.T. Oshikoya, Division Manager, ONCF 1     
    

 



 

 

 

 
Annexes 
 
  I.  Map of Ethiopia   
  II.  List of Bank Group Operations  
  III  Ethiopia CSP Results Framework 
  IV   Comparative Socio-Economic Indicators 
      V   Brief on Impact of Oil Price Shock on Ethiopia   
  VI  Donor Interventions in Ethiopia 
  VII  Selected Key Macro Economic & Financial Indicators 
  VIII National Accounts 
  IX   Summary of Government Finance 
  X  Balance of Payment Projections  
  XI   Projected MDG Sectoral Costs     

XII  Status and Prospects for Meeting the MDGs 
 
Boxes 
  
 1.  Ethiopia: Key Country Features 
 2.  HIPC Debt Relief to Ethiopia and Debt Cancellation under MDRI   
 3.  The challenges of Land Reform in Ethiopia  

4.  The challenges of Food Security 
5.  Decentralization: An Instrument for Improving Service Delivery and Good 

Governance  
6.  Selected PASDEP Indicators 
7.  CSP Stakeholder Consultations 

    
Tables  
 

1. Comparison of Ethiopia’s Infrastructure Indicators  with the Rest of the World   
2. Recent Trends and Required rates of Change to reach  selected MDGs 
3. 2006-2009 CSP Results Framework   
4. Reference Framework for Monitoring Country Performance 

 
Figures 
 

1. Ethiopia’s Governance Indicators Compared to those of Sub-Sahara Africa 
2. Doing Business in Ethiopia 
   

 
ACRONYMS AND ABBREVIATIONS 
 
ADF   - African Development Fund 
ADB   - African Development Bank 
ADLI   - Agriculture Development Led Industrialization 
AIDS   - Acquired Immunodeficiency Syndrome  
BD    - Board Document 
CBE   - Commercial Bank of Ethiopia   
COMESA  - Common Market for East and Southern Africa  
  



 

 

 

CPIA   - Country Policy and Institutional Assessment 
CPRR   - Country Portfolio Performance Review Report  
CSOs   - Civil Society Organizations 
CSP   - Country Strategy Paper  
DAG   - Development Assistance Group 
DBS   - Direct Budget Support  
DFID   - Department for International Development  
DPs   - Development Partners 
DSA   - Debt Sustainability Analysis 
EEPCo   - Ethiopian Electric Power Corporation   
ESDP    - Education Sector Development Program 
ESW   - Economic and Sector Work 
EU    - European Union 
GDI   - Gender Development Index 
GDP   - Gross Domestic Product 
GNP   - Gross National Product 
GOE   - Government of Ethiopia 
HDI   - Human Development Index  
HICES   - Household, Income, Consumption and Expenditure Survey 
HIPC   - Heavily Indebted Poor Countries 
HIV   - Human Immunodeficiency Virus 
HSDP   - Health Sector Development Program 
IDA   - International Development Association 
IFAD   - International Food and Agriculture Development 
ILO   - International Labor Organization 
IMF   - International Monetary Fund 
JBAR   - Joint Budget Aid Review  
MDG    Millennium Development Goals  
MDRI   - Multilateral Debt Relief Initiative 
MFIs   - Micro-Finance Institutions 
MOFED  - Ministry of Finance and Economic Development 
MTFF   - Medium-Term Fiscal Framework 
NBE   - National Bank of Ethiopia 
NEPAD  - New Partnership for Africa’s Development 
NPV   - Net Present Value 
NTF   - Nigeria Trust Fund 
NGO   - Non-Governmental Organization 
PASDEP  - Plan for Accelerated Progress and Sustained Development to End Poverty 
PBL   - Policy Based Loan  
PBS   - Protection of Basic Services Grant  
PPESA   - Privatization and Public Enterprise Supervisory Authority 
PRSP   - Poverty Reduction Strategy Paper 
PSCAP  - Public Sector Capacity Building Programme  
RSDP   - Road sector Development Program 
RWSSP  - Rural Water Supply and Sanitation Programme   
RTTP   - Rural Travel and Transport Program 
RUFIP   - Rural Financial Intermediation Project  
SDPRP  - Sustainable Development and Poverty Reduction Program 
SMEs   - Small and Medium Scale Enterprises  
TAF   - Technical Assistance Fund 



 

 

 

UA    - ADB Unit of Accounts 
UAEP   - Universal Access to Electricity Programme   
UK    - United Kingdom 
UNDP   - United Nations Development Program 
UNFPA  - United Nations Fund for Population Activities 
UNICEF  - United Nations Children Fund 
USA   - United States of America 
USAID   - United States Agency for International Development 
US$   - United States of America Dollar 
 
 
 
 
 CURRENCY EQUIVALENTS 
 (Exchange Rate Effective as at 30th May 2006) 
 
         Currency Unit:  Ethiopian Birr 
          UA 1   = Birr 11.67 
          Birr 1   = UA   0.09 
          US$ 1   = Birr 8.65 
 
 
          FISCAL YEAR  
 
          July 8- July 7 
 
 



 

 

i

   
   EXECUTIVE SUMMARY 
 
1. Introduction: The last Country Strategy Paper (CSP), covering the 2002-2004 period 
was approved by the Boards of Directors on 13th May 2003 (Document Ref. No 
ADB/BD/WP/2003/31-ADF/BD/WP/2003/27). The 2002-2004 CSP was based on Ethiopia’s 
first Poverty Reduction Strategy Paper (PRSP), known as the Sustainable Development and 
Poverty Reduction Programme (SDPRP), which was finalized in July, 2002.  The sectoral 
priorities for Bank Group assistance approved by the Boards were agriculture, water supply, 
and roads. The new CSP covering the 2006-2009 period is aligned to Ethiopia’s new PRSP 
known as the Plan for Accelerated Progress and Sustained Development to End Poverty 
(PASDEP).  It will guide Bank lending and non-financing activities over the remaining period of 
the current ADF X cycle and the subsequent ADF XI cycle.  
 
2. Political Developments: The national elections which took place in May 2005 were the 
most openly contested in Ethiopia’s political history. However, the post election political 
disturbances and the arrest of key opposition party leaders generated concerns within the donor 
community about the impact of the political tensions on the country’s long-term development 
prospects.  The concerns over governance led to the suspension of direct budget support in 
December, 2005 at a time when scaling-up of aid to Ethiopia to achieve the MDGs has assumed 
greater urgency.  Development partners (DPs) have collectively resolved to remain engaged in 
supporting Ethiopia’s poverty reduction efforts while pushing for more rapid progress on 
governance.  The political situation remains fluid, but some more opposition parties have taken 
up seats in Parliament. Furthermore, the work of the independent Commission of Enquiry set up 
to investigate the post election violence and loss of lives is underway.        
 
3.  Recent Economic Developments:  Ethiopia’s economy continues to be vulnerable to 
exogenous shocks. This is reflected in Ethiopia’s mixed growth performance over the past five 
years.  After the recovery from the effect of the border war with Eritrea, growth in 2002/03 
declined by 3.9 percent due to a severe drought. Over the past two years, the economy has 
rebounded strongly.  In 2003/04 real GDP grew at 11.1 percent with agriculture GDP growing by 
an impressive 18.9 percent.  The economy continued to perform strongly in 2004/05 as 
evidenced by real GDP growth outturn of 8.8 percent.  Inflation which had climbed to 15 percent 
in 2002/03 due to tight food supply conditions, declined to 6.8 percent in July 2005.  During the 
2001/02-2004/05 period, fiscal performance was largely consistent with the goal of macro-
economic stability.  However, over the past one year, fiscal pressures have built-up due to 
several factors. These include the massive increase in public spending on infrastructure and the 
suspension of direct budget support due to governance concerns. The suspension of DBS resulted 
in an estimated shortfall of about US $ 324 million in the 2005/06 budget, equivalent to 10 
percent of the budget. This necessitated a scaling-down of the initial infrastructure expenditure 
plans to avoid further growth in domestic financing. In addition, the oil price shock coupled with 
the expansion in spending on infrastructure with high import content, has put the current account 
and foreign reserves under growing pressure. The Government is aware of the heightened macro-
economic risks and has reaffirmed its commitment to macro-economic stability.  Several 
mitigating measures have been taken including the adjustment in domestic  fuel prices to 
minimize the fiscal risks.          
 
 
 
4. Poverty Trends:  Income poverty in Ethiopia continues to decline.  According to 
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the recent Household, Income, Consumption and Expenditure Survey (2004/05) the 
incidence of poverty fell from 44 percent in 2000/01 to 36 percent in 2004/05. Still, the   
pace of change is not adequate for Ethiopia to accelerate progress towards the income 
poverty MDG.  The slow progress in poverty reduction underscores the need for growth 
acceleration.  On the other hand, non income poverty has shown significant improvement 
since the mid-1990s.  The gains in welfare have resulted from a major shift in the pattern of 
public spending towards pro-poor spending, notably education, health and water and 
sanitation. Particularly impressive has been the increase in gross primary school enrolment 
ratios. However, despite the gains in welfare, Ethiopia’s human development indicators are 
amongst the lowest in the world.  Moreover, the welfare of the poor in Ethiopia remains 
highly vulnerable to exogenous shocks in the face of weak social safety net mechanisms.    
 
5. Development Challenges and Prospects for Attaining the MDGs:  Ethiopia faces 
major development constraints and challenges of which the key ones are: weak 
infrastructure, low agricultural productivity, structural food insecurity, environmental 
degradation, and weak human and institutional capacity.  As recognized in the UN MDG 
Report and the 2005 Gleneagles Declaration, a scaling-up of external aid flows is required 
urgently if Ethiopia is to attain the MDGs. According to the MDG Needs Assessment, the 
Ethiopian economy will need to grow at around 7 percent per annum in order for the 
country to attain the MDG income poverty target. This would in turn require a deepening of 
Ethiopia’s policy reform efforts, particularly in the area of private sector development, 
including land and financial sector reform.  Progress in governance, institutional reform and 
capacity building will be particularly critical in ensuring that public expenditures are 
effective in promoting growth and reducing the deep rooted poverty.     

 
6. Government Poverty Reduction Agenda: Building on the implementation 
experience of SDPRP I, the GOE has prepared a new PRSP, called the PASDEP. It provides 
a medium-term development framework for attaining the MDGs and aligning donor support 
to Ethiopia’s long term development goals.  The updated poverty reduction strategy is 
underpinned by a more ambitious and bolder growth agenda that seeks to maximize the 
country’s growth potential and promote diversification of sources of growth.  Recognizing 
the multi-dimensional nature of poverty, PASDEP aims to promote inclusive growth and 
human development. The key objectives and broad pillars set out in the PASDEP include: 
(i) growth acceleration through commercialization of subsistence agriculture, private sector 
development, and infrastructure development; (ii) food security and vulnerability; (iii) 
human development; (iv) capacity building, governance and decentralization and; (v) cross-
cutting issues.  
 
7.  Bank Group Strategy:  The Bank Group’s strategy over the 2006-2009 period will aim at 
promoting growth. The focus will be on three PASDEP pillars namely: (i) infrastructure 
development; (ii) agricultural transformation and; (iii) governance. Given the massive 
infrastructure investment requirements, Bank support will cover power, water and sanitation, 
and roads. The priority within the agricultural transformation pillar will focus on small-scale 
irrigation and livestock development to ensure continuity in the on-going Bank support. 
However, new interventions in the agriculture sector will only start in 2008, under ADF XI. 
This is to allow time for completion of on-going studies and some of the projects and to 
ensure adequate preparation of new programmes. This means that under ADF X Bank 
interventions will be limited to infrastructure and governance.  The focus within the 
governance pillar would be on strengthening accountability and transparency in basic service 
delivery at the local level.  During the CSP period, the Bank will also promote regional 
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integration involving Ethiopia and its neighboring countries in the broader context of the 
NEPAD. The priorities will be on infrastructure projects including power inter-connection 
projects.  The non-financing activities will include policy dialogue and targeted economic and 
sector work.    
 
8. Portfolio Management:   The implementation of the Bank’s assistance strategy will be 
underpinned by continuous efforts to improve portfolio performance with the emphasis on 
speeding up loan effectiveness and start up of projects and building capacity in procurement and 
project financial management. The Bank’s Ethiopia Country Office will play a major role in  
ensuring effective follow up of projects and timely resolution of emerging portfolio issues.          
 
9. Resource Implications: Based on the 2005 CPIA, Ethiopia’s country allocation under 
ADF X amounts to UA 284.5 million which represents an increase of 33 percent over the 
ADF IX allocation. This amount includes a grant component of UA 127.2 million. The areas 
where Ethiopia’s policy performance requires improvement to enhance the prospects for 
higher resource allocation include the financial sector reform, business regulatory 
environment, registration and protection of property rights, participation and dissemination of 
information.  
 
10.   Choice of  Instruments:    The use of direct budget support instrument is not envisaged 
during the ADF X cycle, as donors have suspended the provision of budget support pending 
improvement in governance conditions. The Bank’s assistance will, therefore, be provided 
mainly through the project instrument.  However, the Bank will be flexible in the use of 
instruments recognizing the shift towards aid delivery modalities that are better adapted to 
Ethiopia’s decentralized administrative framework. DBS donors have developed the Protection 
of Basic Services Grant (PBS) as an alternative instrument to direct budget support. This 
instrument seeks to protect the provision of basic services at the local level while direct budget 
support remains suspended.  The Bank will use the PBS as the instrument for channeling its 
support for good governance and improving the delivery of basic services to the poor.                 
 
11.  CSP Results Monitoring Framework:  The CSP results framework links in a logical 
sequence the expected outcomes of the Bank Group’s intervention with PASDEP goals and 
longer-term MDGs.  Consistent with the harmonization agenda, the Bank and Government 
will use the existing National Poverty Monitoring & Evaluation system for measuring Bank 
contribution towards the PASDEP goals and MDGs. The Bank will conduct a mid-term 
review of the CSP, which would allow adjustments to be made to programme implementation 
as necessary. At the end of the CSP cycle, a CSP Completion Report will be prepared to 
assess overall performance against the CSP objectives and targets and the contribution to 
national development goals.   
 
12. Risks in implementation of the Strategy: The Bank has identified a number of risks to 
the implementation of the proposed Bank Group strategy in Ethiopia during the 2006-2009 
period.  The first risk is that implementation of the Bank strategy could be undermined by 
capacity constraints. This risk is mitigated by on-going capacity building programmes in the 
country.  The other major risk is continued political tensions in the county. The risk posed is 
demonstrated by the recent decision by donors to withdraw direct budget support. However, 
the risk to the Bank is mitigated by the fact that projects will constitute the main aid delivery 
instrument. Nevertheless, the Bank will continue to be vigilant in ensuring that adequate 
fiduciary controls are in place.  The other risk is the external insecurity associated with the 
unresolved Eritrea-Ethiopia border crisis.   
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13. Conclusion and Recommendation: The Boards of Directors are invited to approve 
the proposed assistance strategy for Ethiopia which focuses on three pillars within the 
PASDEP: (i) Infrastructural Development; (ii) Agricultural Transformation and; (iii) 
Governance. The Boards are also invited to note the indicative country allocation of UA248.5 
million (including UA 127.2 million in grants) as determined by the 2005 CPIA. 
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ETHIOPIA: 2006-2009 COUNTRY STRATEGY PAPER 
 

 
1.  INTRODUCTION  
 
1.1 The last Country Strategy Paper (CSP) for Ethiopia, covering the 2002-2004 period was 
approved by the Boards of Directors on 13th May 2003 (Document Ref. No 
ADB/BD/WP/2003/31-ADF/BD/WP/2003/27). The 2002-2004 CSP was based on Ethiopia’s first 
Poverty Reduction Strategy Paper (PRSP), known as the Sustainable Development and Poverty 
Reduction Programme (SDPRP), which was finalized in July, 2002.  During the CSP discussion, 
the Boards of Directors noted Ethiopia’s strong development efforts. The Government’s efforts to 
promote good governance were also commended, particularly its zero tolerance for corruption and 
improvement in public expenditure management. The Boards, however, expressed concern that, at 
current trends, the country was unlikely to achieve the Millennium Development Goal (MDG) of 
halving income poverty by 2015.  The Boards, thus, emphasized the need for Ethiopia to promote 
the private sector more vigorously in order to accelerate growth. In this regard, the Ethiopian 
authorities were urged to deepen the financial sector and accelerate land reform and privatization. 
The Boards approved a country assistance strategy focused on three priority sectors for poverty 
reduction: (i) agriculture; (ii) transport; and (iii) water supply and sanitation. 
 
1.2  The Government of Ethiopia (GOE) remains fully committed to poverty reduction and in July 
2005 completed the implementation of SDPRP.  The GOE’s commitment to pro-poor 
development is evidenced by the continuous rise in the share of pro-poor spending in the budget. 
Ethiopia also successfully completed the three-year programme under the Poverty Reduction and 
Growth Facility with the IMF and reached the Completion Point under the enhanced HIPC 
Initiative in April 2004.  While Ethiopia has made some progress on the issues raised by the 
Boards, the reform effort in the areas of private sector development and rural growth continue to 
pose major challenges.      
 
1.3 Since the last CSP, Ethiopia’s harmonization and alignment agenda has moved forward 
with a view to improve aid effectiveness. However, the political unrest which followed the 
national elections of May 2005 and the government’s response raised serious concerns within the 
donor community about the political governance situation, and the likely impact of the prevailing 
political tensions on the country’s long-term development prospects. These concerns have affected 
development cooperation at a time when scaling-up of aid to Ethiopia to achieve the MDGs is 
needed urgently.  Ethiopia’s development partners suspended direct budget support (DBS) to 
Ethiopia in December, 2005 owing to governance concerns.   Since then, donors have collectively 
resolved to remain fully engaged in promoting Ethiopia’s development, recognizing the deep 
rooted poverty and the need to protect the provision of basic services to the poor.   At the same 
time, donors have expressed a firm commitment to strengthen dialogue with the Government on 
governance issues.          
 
1.4 Ethiopia has completed the preparation of its second PRSP known as the Plan for 
Accelerated and Sustained Development to End Poverty (PASDEP) covering the 2005/06-
2009/10 period.  The preparation of the Bank Group’s new CSP was delayed because of the need 
to align it to the PASDEP, which was recently approved by Parliament. 1 This CSP is results-
based and defines links between expected outcomes of Bank assistance with higher national 

                                                 
1An update of the 2002-2004 CSP was prepared and submitted to the Boards for information 
in November, 2005 to allow presentation of the Rural Water Supply Programme.       
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development goals and the MDGs as articulated in the PASDEP.  It will guide the Bank’s lending 
and non-financing activities over the period of the current ADF X cycle and the subsequent ADF 
XI cycle. 
 
1.5 The document reviews recent political, social and economic developments in Ethiopia and 
highlights key development constraints and challenges facing the country. It then presents the 
Government’s new poverty reduction strategy and the Bank’s proposed strategy for supporting it. 
 The document is based on the outcome of consultations with the Government and other 
stakeholders and has drawn extensively from the PASDEP and the MDG Needs Assessment 
Synthesis Report.   
 

Box 1: Key Country Features   
 
Ethiopia is situated in the horn of Africa and is land locked. It is bounded in the west by Sudan, in the east by 
Somalia and Djibouti, in the south by Kenya and in the north by Eritrea.  The country has a land area of 1.10 
million km2.  It is characterized by wide variations in ecological and climatic conditions. The main ecological 
zones are the central highlands, the north-central massifs, the Tigray plateau, the western lowlands and the 
southern highlands. Ethiopia has a rugged topography with a rift valley transversing the landscape in the 
northeast to southwest direction.  Many parts of the country are isolated because of the difficult topography, 
compounded by weak road infrastructure.  Large parts of the country, ranging from the southeast to the northeast 
are barren and experience frequent droughts. With an estimated population of 77.4 million, Ethiopia is the 
second most populous country in Sub-Sahara Africa.  Ethiopia has a four-tier system of government: the Federal 
Government; Regional Governments; Zonal and Woreda Administrations. At the regional level, the country is 
divided into nine ethnically based regions. Regions are divided into 66 zones, which are further divided into 556 
woredas. The woreda is   the basic unit of government responsible for provision of public services. Ethiopia is 
amongst the poorest countries in the world with huge development challenges. Per capita national income is just 
US $ 130. Currently, 36 percent of Ethiopians live below the poverty line of 1 US Dollar per day.  Food 
insecurity at the household level is a defining characteristic of poverty in Ethiopia. The chronically food insecure 
each year number 7-10 million i.e almost 10 percent of the population. Although improving, Ethiopia’s non–
income poverty indicators are amongst the lowest in the world. The UNDP 2005 Human Development Report 
ranked Ethiopia 170 out of 174 countries in terms of the Human Development Index (HDI). Moreover, the poor 
in Ethiopia are highly vulnerable to exogenous shocks, especially droughts, price shocks and poverty-related 
diseases like malaria and TB. The HIV/AIDS pandemic has aggravated poverty in Ethiopia. Currently, an 
estimated 2.2 million Ethiopians are afflicted with HIV/AIDS with the majority of them women.  
 

 
2.   COUNTRY CONTEXT 
 
2.1  Political Context  
 
2.1.1 The promulgation of a new constitution in 1994 ushered in a democratic system of 
governance in Ethiopia.  However, the democratization process in Ethiopia is still in the infancy 
stage and needs nurturing. The national elections of 15th May, 2005 marked a major milestone in 
Ethiopia’s democratic transition. The elections were the most openly contested since Ethiopia 
adopted multi-party politics. The opposition won about one third of the seats, which was a major 
improvement over their previous electoral performance. Unfortunately, the post election period 
was marred by political disturbances, which were triggered by disputes by the opposition over 
election results. The opposition claimed they had won the elections which led to violence.  While 
acknowledging that the conduct of elections had improved compared with past elections, the 
European Union and other observers found serious flaws in certain aspects of the electoral 
process, but did not question the outcome itself. The Ethiopian Peoples Revolutionary Democratic 
Front was finally declared winner, and formed a new Government in October 2005.        
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2.1.2 Some of the parties refused to take up seats in the new Parliament and the continued 
political mistrust led to further street protests in November 2005 which again turned violent, 
resulting in more loss of life.  Several senior opposition party leaders have since been arrested and 
charged with treason. The international donor community has expressed deep concern about these 
events. There are genuine concerns that political uncertainties could seriously undermine investor 
confidence in Ethiopia and also lead to deterioration in economic governance, thereby eroding the 
development gains the country has made over time.  However, developments over the past few 
months have been quite encouraging. Some of the opposition parties are taking up seats in 
Parliament and the work of the independent Commission of Enquiry set up to investigate the post 
election loss of life is underway.    
 
2.1.3 Donors are keen to engage the Government and a broad range of national stakeholders in 
constructive dialogue on political governance based on shared principles and governance 
standards, including those governing the NEPAD Peer Review to which Ethiopia has acceded. 
The challenges ahead are to strengthen the dialogue process, restore mutual trust, promote national 
reconciliation, and build and sustain mechanisms for conflict prevention and management.   
 
2.1.4 The border crisis with Eritrea remains unresolved and late 2005 tensions on the border 
heightened.  UN peacekeeping forces are maintaining the fragile peace while efforts by the 
international community to find a durable solution to the border dispute are continuing.2     
 
2.2  Macroeconomic and  Structural Policy Context 
 
 Macro-economic Trends 
 
2.2.1 Economic Growth:  Ethiopia’s growth performance over the past five years has been 
mixed.  After the end of the border war with Eritrea, growth accelerated to 7.4 percent in 2000/01. 
However, the economy suffered a major contraction in the subsequent two years (2001/02 and 
2002/03) mainly due to the drought.  In 2003/04 economic performance rebounded strongly, 
driven by favourable weather conditions and continued strong performance of industry, services 
and the construction sectors.  Real GDP grew at 11.1 percent with agricultural GDP growing by 
an impressive 18.9 percent. The strong economic performance was sustained in 2004/05, as 
evidenced by real GDP growth outturn of 8.8 percent.  During the SDPRP period (2002/03-
2004/05) real GDP growth averaged 5.5 percent, which was lower than the SDPRP target of 7 
percent.  It is evident that the high growth witnessed over the last two consecutive years can only 
be sustained if Ethiopia pursues stronger structural policies that would enhance total factor 
productivity and efficiency while strengthening the resilience of the economy to external shocks.  
   
 
2.2.2 Fiscal Performance:  Ethiopia’s fiscal performance during the SDPRP period (2002/03-
2004/05) was largely consistent with the goal of macro-economic stability. Tax revenue collection 
in nominal terms increased by forty-nine percent, reflecting the impact of improved tax 
administration and tax reform.  During the same period, the level of public expenditure was 
largely contained within the budget and IMF PRGF targets. Significantly, an increasing share of 
spending was directed to pro-poor sectors in line with the SDPRP priorities.3  During the SDPRP 
                                                 
2 The two sides met in March, 2006 under a US led initiative, but no progress was made.   The 
follow up meeting scheduled for April 28, 2006 was postponed     
3 SDPRP core priority sectors were health, education, agriculture and food security, water and sanitation and 
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period the share of pro-poor spending in total expenditure rose from 41.9 percent to 56.3 percent. 
The substantial reduction in defence expenditure has helped create fiscal space for higher pro-poor 
spending.4    
 
2.2.3 Ethiopia’s budget is heavily dependent on aid flows which finances close to 40 percent 
of expenditures. With the recent suspension of DBS and the scaling-up of domestically 
financed infrastructure investment to support growth, the fiscal account has come under severe 
pressure. 5 A financing shortfall of US $ 324 million equivalent to 10 percent of the 2005/06 
budget was identified.6  As a result of the shortfall in aid flows, domestic financing was 
projected to further increase from 3.5 percent in 2004/05 to 4 percent in 2005/06.  The 
emerging fiscal pressures over the past one year pose major risks to Ethiopia’s hard won 
macro economic stability.  The Government recognizes the risk, and has reaffirmed its 
commitment to macro-stability. To this end, the GOE has had to scale down the infrastructure 
expenditure plans in the 2005/06 budget. Therefore, the challenge in the context of the 
prevailing aid flow uncertainties is ensuring that increased spending on pro-poor programmes, 
particularly infrastructure, does not lead to excessive domestic borrowing, as this would create 
inflationary pressures and crowd out the private sector. 7                  
 
2.2.4 Inflation:  The rate of inflation in Ethiopia is heavily influenced by trends in agricultural 
output, which is largely driven by rainfall.  After several years of low inflation, (which averaged 1 
percent from 1997/98 to 2002/03), inflation in 2002/03 increased to 15.1 percent. Since then 
inflation has fallen due to improved agricultural production, though at a slower pace than 
envisaged. In 2003/04, inflation fell to 8.6 percent, and then declined further to 6.8 percent in 
2004/05. However, non-food inflation is expected to pick up following the adjustment in the price 
of imported fuel and a loosening in monetary policy.       
 
2.2.5 External Account: Selective export incentives (e. g on horticulture) and the rise in the 
world price of coffee over the five years have led to strong export growth.  The value of 
Ethiopia’s exports rose from US $ 483 million in 2002/03 to US $ 818 million in 2004/05.8 
However, despite the surge in exports, their share of GDP is only 7 percent, well below the 
imports share of 33 percent. Moreover, export growth continues to lag behind import growth, 
resulting in a widening of the trade deficit. The deficit on the trade account reached 21 percent 
of GDP in 2004/05. The oil price shock and higher spending on infrastructure with large 
import content, has weakened Ethiopia’s current account position.  The current account deficit, 
including official transfers, widened from 2.2 percent of GDP in 2002/03 to 9.1 percent in 
2004/05. This is beginning to put pressure on already limited foreign exchange reserves, which 
warrants close monitoring of fiscal and external developments. The summarized assessment of 
the impact of the oil price shock is presented in Annex V.    
 
2.2.6 Public Debt:  Ethiopia’s current domestic debt stock is equivalent to 33 percent of GDP, 
which is high even in comparison with the average for Sub-Sahara Africa. However, the actual 

                                                                                                                                                         
roads.  
4 The GOE has set a ceiling of 3 percent of GDP on defence spending.  
5 In 2004/05, capital expenditure on infrastructure increased by 2 percent of GDP.  
6 The estimates were made by the IMF Article IV mission of December 2005. The shortfall corresponds with the 
amounts that DBS donors had pledged to provide for the 2005/06 fiscal year.    
7 The domestic financing limit agreed with the IMF is 4 % of GDP.  
8 The value of coffee exports almost doubled over this period due to the dual effect of improved coffee 
production and higher export prices.      
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burden of servicing the domestic debt is manageable owing to low domestic interest rates.9  In 
light of emerging macro-economic pressures, it is important that Government develops a prudent 
debt management strategy to anchor macro-economic stability. Box 2 below presents the current 
status of external debt relief to Ethiopia.  
 
Box 2 :  HIPC Debt Relief to Ethiopia and Debt Cancellation under the Multilateral Debt Relief Initiative    
 
Ethiopia reached the HIPC Decision Point in November 2001 and qualified for debt relief worth US $ 1,275 million 
in Net Present Value (NPV) terms, or US $ 1,930 million in nominal terms. In April 2004, Ethiopia reached the 
Completion Point having satisfactorily met the HIPC triggers and performance benchmarks. Given the deterioration 
in the NPV debt to export ratio caused by changes in the discount and exchange rates, additional debt relief 
assistance of US $ 709 million was approved to lower the NPV of debt to exports ratio to 150 % at end 2002/03. The 
total debt relief approved by the Bank Group including the top-up amounted to US $ 339.46 million in NPV terms, 
equivalent to US $ 461.39 million in nominal terms.  The updated Debt Sustainability Analysis (DSA) undertaken by 
the IMF and the World Bank show that under the base case scenario, Ethiopia’s projected debt burden indicators over 
the 2005/06-2025/26 period would fall below the relevant policy dependent indicative thresholds.  In contrast, the 
historic scenario, points to a significant deterioration in the debt indicators. The favourable outlook for the base case 
scenario is, therefore, dependent upon stronger economic performance. The debt stress tests revealed that Ethiopia’s 
external debt indicators are particularly sensitive to the terms of new borrowings and negative export shocks.   
Ethiopia is amongst the HIPCs that will benefit from the Multilateral Debt Relief Fund Initiative (MDRI). In 
December 2005, the IMF approved debt relief worth US $ 114 million for Ethiopia under the MDRI.  Subsequently, 
the World Bank and the ADF Boards approved proposals to cancel Ethiopia’s debt. Delivery of the MDRI debt relief 
would result in a major reduction in Ethiopia’s debt indicators. Under MDRI, 100 percent of Ethiopia’s debt service 
obligations due to the ADF window after HIPC relief will be cancelled. The total ADF debt relief to Ethiopia under 
the MDRI is estimated at UA 503.93 million over the 50-year period of the Initiative, equivalent to US $ 782.61 
million at end 2004 exchange rates effective 30th June 2006 and retroactive 1st January, 2006.  The reduction in 
Ethiopia’s debt burden under MDRI is significant, as it will create fiscal space for increased pro-poor expenditures, 
thereby accelerating progress towards the MDGs.  However, it is vital that Ethiopia’s public debt is managed 
prudently, and a significant portion of new external borrowings is in form of grants to avoid a re-accumulation of an 
unsustainable debt.     
 
   Key Structural Reform Issues  
 
2.2.7 Overview:   Progress with structural reforms in Ethiopia has been mixed. While 
significant progress has been made in tax reform and public expenditure management and civil 
service reform is being revitalized, the pace of privatization, financial sector, and agricultural 
sector reform has been slow. There is consensus among stakeholders in Ethiopia that if growth 
is to be accelerated, the private sector needs to be given more space, market forces allowed to 
operate, and property rights protected.  The specific challenges that need to be addressed in 
the key reform areas are illustrated below.   
 
2.2.8 There is need to accelerate the privatization process:  During the initial phase of the 
privatization programme, significant progress was achieved with over 200 public enterprises 
sold. However, Ethiopia’s commitment to privatization subsequently weakened, as reflected in 
the slowing down of the process.  During the 2001-2003 period, only seven enterprises out of 
the existing 164 enterprise were divested. Among the factors identified for the slow pace of 
privatization in Ethiopia are: rigidity in pricing with revenue maximization as the main 
motivation; inadequacy of valuation skills; the requirement that the buyer retains the entire 
workforce and conflicting/overlapping responsibilities of the Public Enterprises Supervisory 

                                                 
9 Low domestic interest rates reflect the limited competition in financial markets and the prevailing excess 
reserves/liquidity in the banking system. According to the Staff Report for the 2005 IMF Article IV Consultation, 
the cost of servicing the domestic debt would rise if excess reserves decline and competition in the financial 
sector increases.     
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Authority (PPESA) and the Ethiopia Privatization Agency. The Government has developed an 
Action Plan for accelerating the privatization process that addresses the constraints to 
privatization. The Government has commenced the implementation of the Action Plan and in 
2005/06 alone, nine enterprises were sold. Furthermore, the two institutions concerned with 
public enterprise reform and privatization have been merged.   Currently, the Bank is amongst 
the donors providing support for Ethiopia’s privatization programme. 10 
 
2.2.9 The security of land tenure needs to be enhanced. The Government has embarked 
on land reform with the objective of ensuring that rural farmers and investors have access to 
land and security of tenure is enhanced to improve incentives for investment. While these 
efforts are encouraging, there are still major challenges ahead as illustrated in Box 3.     
 
Box 3:  The challenges of Land Reform in Ethiopia 
 
Constitutionally, land belongs to the state and can only be leased out or user rights provided. The on-going land 
reform aims to improve access to land and strengthen the security of land tenure through the issuance of lease 
certificates or land use certificates in the case of rural land. In 2002, the Government passed an Urban Land 
Lease Proclamation and prototype regulations have been developed to guide regions in enacting and 
implementing their own land lease laws.  In rural areas, local authorities have started issuing land use certificates 
as stipulated in regional land proclamations. A new Federal Rural Land Proclamation was enacted in 2005 to 
consolidate the process.  While these reforms are steps in the right direction, the land tenure system in Ethiopia 
remains weak. The period of lease varies depending on the land use pattern, and may be as short as two years in 
extreme cases. The current land certification process does not guarantee security of tenure as it is largely based 
on informal demarcation of land in the absence of cadastral surveys for permanent certification. Moreover the 
provision of certificates is not transparent and is susceptible to political capture.  Furthermore, leases are subject 
to a multitude of restrictions, and there is lack of clarity in interpretation of the conditions. The right to sale and 
mortgage, or other means of exchange are prohibited. Hence banks are reluctant to provide credits. There are a 
number of informal land transfer mechanisms being adopted by farmers, but these are not appropriate to support 
long-term investment, as they do not provide adequate assurance for users.   The insecurity of land tenure has 
been exacerbated by the absence of a clear judicial framework for settling land disputes.  Land reform in 
Ethiopia, therefore, needs to be deepened. This would further improve the security of land tenure and ease the 
transferability of land user rights/lease, and encourage the development of secondary land markets. It is also 
important that the capacity of urban authorities and local authorities to administer land through establishment of 
cadastral and land registration systems is built.   
 
2.2.10 Financial sector reform needs deepening:   Although in 1994, the financial sector 
was deregulated, to allow indigenous private banks, the sector is still dominated by state 
owned banks. The largest state owned bank is the Commercial Bank of Ethiopia (CBE) which 
enjoys a share of 74 percent of commercial banking assets.  State-owned banks have not been 
operating efficiently, and this has been compounded by weak banking supervision and 
regulatory capacity in the National Bank of Ethiopia (NBE). The other challenge facing the 
banking system is excess liquidity which hinders financial development. Commercial banks in 
Ethiopia are highly risk averse, preferring to invest a large share of their resources in safer, but 
low return Government Treasury Bills and cash reserves with the central bank.   11  
2.2.11 In 1998, the Government started implementing a Financial Sector Reform Programme, 
aimed at enhancing efficiency in financial intermediation, promote a sound and safe financial 
system and increase competition.  Since the last CSP, further measures have been taken to 

                                                 
10 The Bank funded Privatization Technical Assistance  Project of UA 3 million is providing 
technical assistance to build PPESA’s capacity for the preparation of privatization 
transactions, information dissemination and environmental impact assessment.            
11 The amount of excess liquidity held by CBE as at 31st December, 2006 was equivalent to 
almost 35 percent of deposits.  
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strengthen the financial sector as part of the Government’s overall growth agenda. These include: 
the organizational and financial restructuring of CBE; the tightening of loan loss provisioning 
policies; the strengthening of the banking supervision capacity of NBE and its internal procedures; 
creation of a credit information bureau and; adoption of a Micro-finance Action plan and Strategy 
to improve access to micro-credits.     
 
2.2.12 Some improvement in financial sector performance has occurred as a result of the reforms. 
The share of Non Performing Loans (NPLs) in CBE’s total loans outstanding declined from 61 
percent in 2002 to 27 percent by 30th June, 2005.  Furthermore, the market share of private banks 
is rising steadily. 12While the recent progress is encouraging, there is need for a more 
comprehensive financial sector reform programme.  Broadening of the financial sector policy 
reform agenda is necessary to promote greater competition and efficiency. The deepening of 
financial sector reform, however, needs to go in tandem with efforts to strengthen the judiciary 
and remove other constraints to private sector development.  The GOE is reluctant to open up the 
financial sector to foreign banks in the medium-term because of the weak regulatory capacity, and 
the perceived macro-economic risks associated with a more open financial sector.  The GOE’s 
medium-term financial sector reform priorities include: (i) strengthening the legal and institutional 
framework to support a sound and competitive financial sector; (ii) modernizing the national 
payment and clearance system; and (iii) strengthening the capacity of NBE. The proposed World 
Bank’s Financial Sector Capacity Building Project will assist the GOE address some of the 
priority institutional building needs in the financial sector as part of a longer-term engagement in 
the sector.    
 
2.2.13 Providing financial services to the poor is central to economic empowerment:  The 
Government recognizes the importance of expanding access to micro-credits in order to promote 
broad-based growth and poverty reduction. The number of institutions providing micro-credits has 
expanded rapidly as a result of promotional efforts.  There are currently 23 officially recognized 
(licensed) MFIs, which collectively have about 500 branches and some 1.5 million clients. Most 
of them are rural based and a large part of the funding for loans is mobilized from clients’ savings. 
MFIs in Ethiopia have adopted best practices in their operations and loan recovery rates are quite 
high. The Bank is supporting government’s efforts to expand access to micro-credit through the 
on-going Rural Financial Intermediation Project (RUFIP).  Despite the emergence of many micro-
finance institutions only a small percentage of farmers have access to financial services. This 
indicates there is a large potential for further expansion in outreach.  This potential needs to be 
developed and special efforts made to enhance access to credits for women entrepreneurs and 
other disadvantaged socio-economic groups.   

 
Key Sectoral Issues   

 
2.2.14 Agriculture is central to shared growth and poverty reduction:  The agricultural 
sector accounts for about 42 percent of GDP, employs more than 80 percent of the population 
and generates 90 percent of export revenues. The overwhelming proportion of the poor are 
engaged in this sector, which underscores its importance for the achievement of income 
poverty and food hunger MDGs.  From 1993 to date, the Ethiopian government has been 
pursuing a policy of Agricultural Development-Led Industrialization (ADLI), focused on 
intensification of the production system. The premise is that higher rural productivity would 

                                                 
12  The share of private bank credit in total banking sector credit increased from 38 percent in 
June 2004 to 42 percent in June 2005.      
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raise rural incomes and provide markets for consumer products and inputs, while improving 
nutrition and food security of farming households.     
 
2.2.15 Agriculture growth needs accelerating: Consistent with the ADLI, the Government has 
expanded extension services while the uptake of modern agricultural inputs, such as fertilizer has 
increased. However, the overall growth performance of agriculture has been below potential. 
Agricultural value added has over the past decade grown at an average rate of 3.9 percent per 
annum, which is barely sufficient to keep pace with population increase.  Since agriculture in 
Ethiopia is mostly rainfed, agricultural production is highly volatile, with dire consequences for 
food security at the household level.   Productivity growth has been stagnant and most of the 
output growth has come from expansion in the hectarage of land under cultivation. Agriculture 
remains largely subsistence oriented, while the agricultural export base is still dominated by few 
crops, of which coffee is the major one.        
 
2.2.16   Constraints to agriculture growth: Besides the effects of climatic shocks, especially 
periodic droughts, the sector faces major structural constraints and policy shortcomings. Amongst 
the key constraints is environmental degradation, which is associated with population pressure 
and inappropriate land management practices (see 2.4.1 and 2.4.3). Other major constraints to 
rapid agricultural productivity growth include the fragmented size of land; low use of modern 
agricultural technology; lack of clear and effective land tenure system to support agriculture 
development; weak access to markets due to poor transport and marketing infrastructure; 
inadequate price incentives and lack of a competitive marketing environment. Furthermore, low 
investment in small scale and large-scale irrigation has constrained agricultural growth and 
reinforced dependence on variable rainfall.   In the case of livestock, constraints include the 
widespread incidence of animal diseases, shrinking grazing land, and inadequate marketing 
infrastructure.  
 
2.2.17 There is need for a more innovative and market-oriented rural growth agenda:   
During the SDPRP period further policy measures were introduced by the GOE aimed at boosting 
food security in the context of the Coalition for Food Security.  The role of the private sector in 
marketing including fertilizer distribution was to be enhanced to improve efficiency through 
amongst other measures: (i) abolishing the existing practice of issuing fertilizer guarantees; (ii) 
disengaging extension workers from the provision of credits and; (iii) encouraging private traders 
in agricultural marketing. While these are laudable policies, implementation has been inadequate. 
The large gap between policy intention and implementation performance has put into doubt 
government’s commitment to liberal agricultural market policies. It is clear that Ethiopia’s rural 
growth agenda has to be strengthened if the country is to attain the MDGs. The focus must be on 
improving the functioning of rural markets, improving  infrastructure, diversifying the sources of 
rural growth, strengthening the capacity of farmers and private sector agents, and enhancing the 
profitability of both on-farm and off-farm activities. Currently, Ethiopia lacks a coherent 
agricultural sector investment framework to guide public expenditure allocation and donor 
financing.  Therefore, in addition to deepening market oriented policies, the Government needs to 
develop a sector-wide investment programme to guide investment allocation and resource 
commitments to the sector on a long term basis.  
 
2.2.18 Manufacturing:   Ethiopia’s industrial base is extremely narrow even in comparison with 
other less developed countries.  The share of manufacturing in GDP is only 6 percent.  The 
manufacturing sector is dominated by light manufacturing, such as food processing, textiles, and 
leather which account for nearly 70 percent of manufacturing value added.  It is characterized by 
low productivity and weak competitiveness resulting from low skills, shortage of capital and lack 
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of modern technology.  Yet this sector could be a major source of export led growth if these 
constraints are removed. To realize this potential, the GOE needs to create an enabling 
environment for more investment in manufacturing, both foreign and local and improve the skills 
base for higher labour productivity.           
 
2.2.19 Transport:  Road transport is critical for Ethiopia’s development, given its geography and 
the remoteness of large parts of the country. Decades of low investment in the road sector coupled 
with poor road maintenance and conflicts had left the road infrastructure in a poor and devastated 
condition. Since the economic rehabilitation and recovery programme, the Government of 
Ethiopia has accorded high priority to road infrastructure development in view of its strategic 
importance in promoting rural growth, improving accessibility to markets and basic social services 
and ensuring access to sea ports.  To support its development objectives, the Government adopted 
a ten year Road Sector Development Programme in the mid 1990s covering the period 1997-2007. 
 Phase I was completed in 2002, and phase II is currently under implementation with the support 
of development donors, of which the major ones are the World Bank, the AfDB and the EU.  The 
Government has developed the Ethiopian Rural Travel and Transport Sub-programme, which 
addresses the travel and transport needs of the poor at the village level. 
 
2.2.20  Public investment and institutional reform in the road sector have resulted in 
improvements, both in terms of coverage and condition of the road network. The proportion 
of the network in good condition increased from 30 percent at the beginning of SDPRP to 45 
percent in 2004/05 while the road network density increased from 29 km/1,000 sq km to 33.3 
km/1,000 sq km. Despite the improvement, the road infrastructure in Ethiopia remains 
amongst the least developed in Africa (see table 1).  In order for Ethiopia to achieve the 
MDGs a scaling up in road infrastructure investment is necessary.  The MDG Needs 
Assessment estimates that a maximum of US $ 23 billion in public spending on roads would 
be required. In addition to financing, it will be important to sustain the on-going road 
institutional reform and strengthen the capacity of local contractors and communities to 
undertake road maintenance and road construction. 
 
2.2.21  Water and Sanitation: Water and sanitation coverage in Ethiopia is estimated at 42 
percent, and 18 percent respectively, amongst the lowest in the world. In rural areas, the situation 
is worse, as only 36 percent of the population has access to clean water. As a result, the incidence 
of water borne diseases is extremely high.  The Government of Ethiopia has demonstrated a 
strong commitment to expanding access to water and sanitation as part of its poverty reduction 
efforts. To this end, the GOE has developed sound and coherent water sector policies and 
strategies to guide public, private and community interventions.  Building on the Water Sector 
Policy, the GOE developed the Water Sector Development Programme (WSDP), which has a 
clear focus on achieving the water and sanitation MDG.  Recently, the Government and 
stakeholders developed the National Rural Water Supply and Sanitation Programme, which is a 
sub-component of the WSDP.  The programme is being implemented at the local level.  The 
challenge ahead is for Ethiopia to mobilize adequate resources required for scaling up investment 
in the expansion and rehabilitation of water supply facilities in both rural and urban areas.  Given 
the limited resources for achieving the MDGs, the Government needs to encourage private sector 
investment and mobilize communities to complement public resources.  
 
2.2.22 Power:  Ethiopia possesses vast hydro potential, variously estimated from 15,000 to 
30,000 Megawatts. However, less than 5 percent of this potential is exploited and only 16 percent 
of the population has access to modern sources of energy. Power supply is also unreliable due to 
the poor quality of distribution systems.  Inadequate access to electricity has constrained rural 
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growth by limiting opportunities for rural economic diversification. In the absence of power, the 
overwhelming majority of the rural population relies on fuel wood which has contributed to 
environmental degradation through deforestation. The GOE is firmly committed to the 
development of the power sector as part of its growth agenda. It has developed a long term plan 
for power system expansion, involving significant extension of the network and construction of 
several new generation plants. The Government’s power sector plans are highly ambitious, which 
requires large investment.   Thus, the challenges in this sector are to ensure that expansion plans 
match resources and that institutional and tariff reform keep pace with investment to ensure 
viability and sustainability in the provision of power.  As part of its power sector policy agenda, 
the Government has undertaken to promote private sector participation in power generation, 
transmission and distribution. This is a step in the right direction, as power sector liberalization 
would lead to greater efficiency.  
 

Table 1:  Comparison of Ethiopia’s Infrastructure Indicators with Sub-Sahara 
Africa and Rest of the World  

 
  Road Density 

(km/sq. km of land)
Installed capacity per 
1000 persons (kW) 

Electricity consumption 
per capita (kWh) 

Average telephone 
mainlines per 1000 

  1999 2001 2001 2002 

Sub-Saharan Africa 0.07 105 456 15 
Low income countries 0.18 Na 317 28 

Least Developed countries 0.06 Na 89 7 

Ethiopia 0.03 8 22 5 

Source: World Development Indicators (2004) 

 
2.2.23 The foregoing analysis has illustrated the key structural and sectoral issues and challenges 
that need to be addressed in order to lay a solid foundation for rapid and more inclusive growth 
and the achievement of the MDGs. The issues are elaborated further in the context of the 
assessment of the private business climate, the Government’s new Poverty Reduction Strategy 
and the proposed Bank Assistance Strategy. 
 
2.3       Poverty and the Social Context 
 
2.3.1 Trends in Income Poverty:  The improvement in Ethiopia’s growth performance 
over the past decade has led to a reduction in income poverty reduction. However, poverty 
reduction has not been fast and deep enough.  During the 1995-2000 period, the incidence of 
poverty in Ethiopia, as measured by the head count poverty index, declined marginally from 
46 to 44 percent. According to the recent Household, Income, Consumption and Expenditure 
Survey (2004/05) the incidence of poverty has further declined over the past five years.  The 
proportion of the population living below the absolute poverty line fell from 44 percent in 
1999/00 to 36 percent in 2004/05.  The slow pace in income poverty reduction in Ethiopia is 
attributed to a number of factors. Firstly, Ethiopia’s high population growth (2.4 percent) has 
limited per capita income growth.  Over the past five years, per capita GDP growth rate has 
averaged 2.4 percent, which is hardly sufficient to generate significant reductions in poverty 
reduction. The high degree of volatility in growth and food insecurity has made poverty 
reduction even more challenging. Another factor is the slow progress in structural 
transformation and diversification of sources of growth. For decades, the poor in Ethiopia 
have been entrapped into subsistence agriculture, which is characterized by low investment, 
low productivity and low returns. The poor are also characterized by very low human capital 
which limits income-earning opportunities  
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2.3.2 Non-income Poverty: While progress in income poverty reduction has been slow, 
non-income indicators have shown significant improvement since the mid-1990s. This is 
confirmed by findings of the 2004/05 Participatory Poverty Assessment.  The gains in 
welfare have resulted from a major shift in the pattern of public spending towards pro-poor 
spending, notably education, health and water and sanitation. The national gross primary 
school enrolment ratio increased from 37.4 percent in 1996 to 74.2 percent in 2005. During 
the same period, adult literacy rate increased from 25.8 percent to 37.9 percent.  Similarly, 
the proportion of the rural population with access to clean water and sanitation increased 
from 27.9 percent to 36 percent.  The prevalence of malnutrition is also continuing to decline. 
The proportion of infants suffering from chronic malnutrition declined from 57 percent in 
1999/2000 to 47 percent in 2004/05. Despite these impressive gains in welfare, Ethiopia’s 
human development indicators are amongst the lowest in the world.  For example, the 
maternal mortality rate of 871 per 100,000 is the highest in the world.     
 
2.3.3  Risk and Vulnerability:  Despite the decline in income poverty and improvement in 
broad welfare, vulnerability remains high in Ethiopia.  Nearly 40 percent of the population is 
vulnerable and the risk of falling back into poverty is high. The elderly and large families 
with high dependency ratios are particularly vulnerable.  The major source of vulnerability is 
the high frequency of droughts which affects agricultural production, livestock and water 
supply (see Box 4). The price volatility of staples and coffee is another risk factor.  Disease 
related risks are also significant in Ethiopia. It is estimated that 23 percent of the population 
is at risk of malaria. Pregnant women and young children are the groups most vulnerable to 
with malaria due to their lower immunity. Over the past two decades HIV/AIDS has emerged 
as a major risk factor. About two million people (15-49 years) are estimated to be exposed to 
HIV/AIDS. Exposure is higher in urban areas, with rates of 15 percent. The existing 
strategies in Ethiopia for coping with the risks are by and large inadequate. The coping 
strategies at the household level typically involve sale of livestock and reduction in health 
and education expenditure. Such coping strategies hinder capital accumulation leading to loss 
of future income, thereby perpetuating poverty.  
 

Box 4: The Challenges  of  Food Security 
Ethiopia experiences frequent droughts causing structural food shortages. As a result of the high frequency of 
droughts, about 10-15 percent of the population survive on humanitarian food aid.  Food aid, over the past ten 
years, has averaged US $ 450 million per annum, which is equivalent to about 50 percent of development aid to 
Ethiopia.  While food aid has assisted in reducing the incidence of child malnutrition, it also has a distortionary 
effect on agricultural marketing and pricing.  Although Ethiopia has had three consecutive years of good harvest, 
Ethiopia’s south-eastern border with Kenya and Somalia is currently experiencing a major drought that has 
particularly affected pastoralists who represent the majority of the population in these areas. In January 2006, the 
GOE launched a Joint Government and Humanitarian Partner appeal seeking US $ 295 million covering food 
and non-food emergency assistance.  The GOE has in collaboration with development partners, developed a 
multi-sectoral Productive Safety Net Programme (PSNP), which seeks to address he needs of the chronically 
food insecure households. The programme involves a shift from an exclusive focus on food relief to productive 
activities.  The package of safety nets includes the building of household assets, cash transfers to households and 
public works. The programme only targets four out of nine regions i.e 5 million people which is well below the 
total needs of food insecure households in the country. The coverage of PSNP will be expanded in 2006 to 
include an extra 3 million people. Several donors led by the World Bank are supporting the PSNP. In parallel 
with the PSNP the Government has started implementation of a voluntary resettlement programme. The target is 
to resettle 440, 000 households over three years.    

 
Policy Challenges in the Social Sector 
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2.3.4 Education:  Despite the impressive gains in primary school enrolment, the education 
sector in Ethiopia faces major challenges. One major challenge is the low quality of education. 
The quality of education has suffered due to limited resources to support the phenomenal 
expansion in gross primary school enrolment.  In 2004/05, the average pupil-teacher ratio in 
Ethiopia was 70:1, amongst the highest in Sub-Sahara Africa.  Therefore, while continuing to 
expand school enrolment ratios, attention should be given to raising the quality of education.  This 
will require investing in quality enhancement programmes, such as curriculum development and 
expansion in supply of trained teachers to reduce the high pupil-teacher ratios. At the same time, 
efficiency in the use of resources needs to be enhanced.  The other challenge is to ensure balanced 
development across all tiers of the education system, and in a manner that adequately responds to 
evolving labour market needs. It is also important that private providers of education are 
encouraged to complement government’s efforts towards the achievement of the education MDG. 
The existing inequities in access to education between different socio-economic groups and 
regions need to be addressed as well. Special attention needs to be given to girls and other 
disadvantaged socio-economic groups such as pastoralists.   
2.3.5 Health: The Government is committed to improving the health of Ethiopia’s population, 
which is essential for well being and growth in productivity.  The priority in the GOE’s current 
health sector strategy is to strengthen the provision of preventative and primary health care 
services, with a focus on diseases that afflict the poor such as malaria and Tuberculosis.  Donor 
support to the sector is being provided within the framework of the twenty year Health Sector 
Development Programme (HSDP).  The third phase of HSDP was launched recently following 
completion of HSDP II. A major component of HSDP III is the Health Service Extension 
Programme, which seeks to strengthen community based delivery of basic services and expand the 
outreach.13 Other key initiatives include the introduction of basic health service packages, special 
programmes to address malaria and HIV (partially financed from Global Funds), and launching of 
a National Child Survival Programme. The GOE has made good progress in the immunization of 
children, surpassing the SDPRP I Targets.14 Despite these positive efforts, major challenges lie 
ahead. Spending on health services in Ethiopia is only US $ 6 per capita, which is far less than the 
Sub-Sahara Africa average of US $ 9.  The share of health expenditure in Ethiopia’s recurrent 
spending of 5 percent is well below the Abuja Summit target of 15 percent. Clearly, the expansion 
of health services to meet the MDGs and ensure sustainability in service delivery would require 
substantial financial resources.15  Ethiopia will also need to address the shortage of health workers 
to ensure effective delivery of basic health services.   
 
 
 
 
2.4. Priority Cross-Cutting Issues and Linkages with MDGs  
 
2.4.1 Population:  Ethiopia’s population is growing at 2.4 % per annum, which is higher than 
the average for Sub-Sahara Africa (2.1 %). The underlying factors include the persistently high 
fertility rate (currently 5.6 children per woman) and declining mortality rates. Ethiopia’s high rate 
of population growth and the associated high dependency ratios pose a major threat to Ethiopia’s 
long development prospects. As a result of the high population growth rate, the country’s natural 
                                                 
13 More than 3,000 health extension workers (the majority are women) have been trained to 
run health posts. 
14 During SDPRP 60.8 % immunization coverage (DPT3) was achieved compared to the target 
of 55 %.  
15 The health sector MDG costings estimates the requirements at about US $ 8 billion. 
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resources, particularly land, has come under severe stress.  Land degradation arising from 
population pressure has contributed to diminishing soil fertility. Most affected are the densely 
populated highlands where arable land is increasingly in short supply. The high population growth 
rate has also constrained the Government’s ability to effectively provide basic services, making 
the attainment of the MDGs even more challenging.  
 
2.4.2 Recognizing the strong linkage between population and development, the GOE developed 
a National Population Policy in the early 1990s.  The objective of the policy is to ensure that the 
population growth rate is harmonized with economic development, and thereby improve welfare. 
Although the necessary institutional framework exists, policy implementation has been weak, 
partly due to insufficient political commitment and weak implementation capacity.  However, the 
Government recognizes that unless population issues are addressed the on-going poverty reduction 
efforts would be undermined.  Thus, the GOE has in the PASDEP committed to implement the 
National Population Policy.  The medium term targets include reducing the current total fertility 
rate to about 4 by 2015 and increasing the prevalence of contraceptive use from the current 23 % 
to 45 % by 2009/10. The Government’s renewed commitment to addressing population issues is, 
indeed, commendable. Undoubtedly, the challenge will be to ensure strong policy implementation 
and proper coordination and mainstreaming of population planning activities into development 
programmes across sectors and levels of government. 16 In view of the importance of population 
control, more donor assistance and engagement in this area will be vital.    
 
2.4.3 Gender: Although women’s rights are entrenched in the constitution and a coherent 
gender policy framework exists, gender inequity persists in Ethiopia. Women are still very 
lowly represented in politics and decision making. Only 8 percent of parliamentarians are 
women and the overwhelming majority of women in the civil service (71 percent) are 
involved in lower jobs.   The UNDP 2005 Human Development Report ranked Ethiopia 
number 134 out of 146 countries in terms of the Gender-related Development Index (GDI). 
Cultural factors and discriminatory practices towards women, such as female genital 
mutilation in large parts of the country and early motherhood have perpetuated gender 
inequity.  Even though the new federal and regional land legislation provides for equal access 
to land, women have difficulty owning land in many parts of the country due to the fact that 
traditional taboos override laws. 17  
 
2.4.4 The Government is committed to mainstreaming gender in its development strategy 
and implementation process in order to attain the gender equity MDG. The GOE recently 
developed the National Action Plan for Women Empowerment, which is a vital part of its 
poverty reduction strategy.  In addition, laws are being reviewed to address gender inequities 
and other violation of women rights. The Government is also piloting gender budgeting with 
the aim of making budgetary allocations more gender sensitive. While these are positive steps, 
more efforts in promoting gender equity are required. The Government recognizes the 
challenges and has devised policy measures and actions aimed at unleashing the potential of 
women of women in all key areas. These actions form part of the National Action Plan for 
Women Empowerment.  Key objectives are to: (i) mainstream and promote gender concerns in 
                                                 
16 The major donors that are providing support to the GOE in the area of population and 
reproductive health include UNFPA and the World Bank.   
17 The constraints that women typically face in various domains have been analysed in the 
Bank’s Country Gender Profile, 2005 and the AfDB/ILO Study: Support for Growth-oriented 
Women Entrepreneurs in Ethiopia.  
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broad policy processes including the PASDEP and MDGs; (ii) strengthen gender analysis and 
make the PASDEP monitoring and evaluation system gender sensitive and; (iii) strengthen the 
newly created Women Affairs Office (WAO) and identify entry points and activities for 
enhancing gender mainstreaming across government policies and programmes. The Bank is 
among the development partners supporting the Government in its implementation of the 
National Gender Action Plan. The Bank funded Institutional Support Project (UA 1.03 
million) seeks to strengthen the capacity of the WAO.  Given that the impediments to gender 
equality are rooted in tradition and culture, greater public and institutional awareness is 
necessary to ensure the success of these initiatives.  
 
2.4.5 Environment:  Ethiopia faces major environmental problems, some of which stem from 
rapid population growth, inappropriate land management practices, and unplanned urban growth. 
The environmental problems in Ethiopia include soil erosion, deforestation, and water resource 
depletion, threat to bio-diversity and fisheries resources, human habitat degradation and 
pollution.18 The Government recognizes the huge challenges that environmental problems poses 
for sustainable development and is committed to the implementation of its National Environmental 
Policy and National Environmental Action Plan. During SDPRP I the Government undertook 
several initiatives to enhance the mainstreaming of environment in the development process. The 
Environmental Protection Agency developed Environmental Impact Assessment Guidelines to be 
used in all economic sectors such as agriculture, industry, mining and roads. Currently, regions are 
developing environmental laws based on prototypes developed by the Federal Government. Based 
on the Country Environmental Assessment, the Government has designed further actions and 
interventions to strengthen environmental management. The interventions form part of the 
PASDEP and sector strategies. The interventions proposed over the PASDEP period include: (i) 
enhancing the capacity of environmental units and regional environmental bodies to ensure 
environmental sustainability of development initiatives; (ii) developing the capacity of cities and 
regional governments to protect the environment through partnerships; (iii) developing a federal 
strategy and standards and laws to deal with urban problems of solid waste management and waste 
water management. The challenge is to ensure that environmental policies and strategies are 
mainstreamed in all development programmes and laws enforced to improve the prospects of 
attaining the MDG related to sustainable development. Furthermore, greater attention needs to be 
given to institutional development and to increase investment in natural resource management.    
  
2.4.6 Good Governance:   The GOE has been implementing programmes aimed at improving 
governance as part of its overall poverty reduction strategy. Nevertheless, Ethiopia continues to 
face major governance challenges, particularly with respect to voice and accountability and rule 
of law where its performance ranks lowly even in comparison with the rest of Sub-Sahara Africa 
(see Figure 1 below).         
 
 
 
 
 
 
 
      Figure 1. Ethiopia’s Governance Indicators Compared to those  
       Of Sub-Saharan Africa, 2004 (Percentile ranking) 
 
                                                 
18 The rate of deforestation is estimated at 12 percent per annum. 
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     Source: http:/info.worldbank.org/governance 
 
2.4.7  While civil society in Ethiopia is playing an increasingly important role, especially in 
innovating new approaches to basic service delivery, its voice is still limited. The low level of 
engagement of civil society in Ethiopia is attributed to a number of factors which include weak 
capacity and lack of a clear and predictable legal framework governing relations between Civil 
Society Organizations (CSOs) and government.  The Government recognizes the role of civil 
society and the need to mobilize all stakeholders to attain common national goals. However, there 
is  need to strengthen the capacity of civil society and other stakeholders so that they can 
effectively participate in the development process, including the monitoring of public expenditure 
and service delivery at the local level in order to promote greater accountability in use of 
resources.  Further progress in democratization is also necessary to support broad based 
development, building on the progress that has been achieved to date.   
 
2.4.8  Ethiopia has a relatively strong public sector and the incidence of corruption is remarkably 
low by Sub-Sahara African standards. However, the rapid pace of the decentralization process in 
the context of weak capacity has put pressure on existing accountability arrangements.  The 
problems of accountability in Ethiopia include delays in expenditure reporting (especially at 
regional and woreda level), weak monitoring of expenditure outcomes, and delays in closure of 
accounts and unpredictability in fiscal flows to lower tiers of the Government. The Government 
has shown a strong commitment to civil service reform, including public expenditure 
management reform, which is part of its broader National Capacity Building Programme.19  The 
progress made in this area is, indeed, encouraging.  The Medium-Term Fiscal Framework has 
been institutionalized and a budget calendar adopted. Other measures taken include the 
introduction of a new budget classification system and the computerization of the budget 
information system to improve expenditure reporting. Budget and accounting reforms are being 
rolled out to the lower tiers of government.20  Nevertheless, there are still major challenges ahead. 
These include improving the timeliness of closure of federal and regional accounts, strengthening 
the oversight role of parliament, and improving the dissemination of information to the public. 
However, in order for the on-going civil service reform to yield results, it is important that there is 
a clear separation between the civil service and the ruling party.      
                                                 
19 The World Bank and several donors are providing support for capacity building of the civil 
service and decentralization through the Public Sector Capacity Building Programme    
20 The 2004 HIPC expenditure tracking study for Ethiopia found that Ethiopia has made 
further progress in improving its Public Financial Management System and has now met 9 out 
of the 16 benchmarks. 
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2.4.9  The rule of law and a well functioning and independent judicial system are vital for 
sustained growth and poverty reduction. A strong and independent judiciary is necessary to 
provide checks and balances between the various branches of government. The poor also need to 
be made aware of their legal rights and have access to affordable legal services. The legal system 
and judiciary in Ethiopia is weak in these respects.  The GOE is committed to judicial reform, and 
has taken a number of actions in recent years. These include training of personnel in the judiciary 
and improvement in court facilities. The laws of the country are also undergoing modernization to 
suit the rapidly changing social and economic environment.  A Base Line Justice Study was 
completed in 2005 on the basis of which a more comprehensive justice reform programme will be 
developed. Furthermore, the GOE has created the Human Rights Commission and the 
Ombudsman. In order to facilitate the smooth functioning of these institutions, they need to be 
properly resourced, and allowed to operate without undue political interference.  
 

Box 5 
Decentralization:  An Instrument for Improving  Service Delivery and Governance   

 
Ethiopia has embarked on a radical state transformation process aimed at enhancing the capacity of the state to 
deliver public services effectively and efficiently and in an accountable manner. The process involves the devolution 
of authority for decision making, expenditure, and public administration to regions, woredas, and municipalities. The 
rationale behind decentralization is to bring accountability and decision making closer to the people to ensure that 
planning, priority setting and delivery of basic services is responsive to local needs. Given the vertical imbalance 
between the expenditure responsibilities assigned to regions and woredas and own generated resources, an inter-
governmental fiscal transfer systems has been developed. Transfers to regions are in form of unconditional grants and 
are formula driven.  The formula is equity oriented and takes into account expenditure needs, levels of development, 
and revenue capacity.  Under Ethiopia’s decentralized governance structure, woredas constitute the primary unit for 
implementing development programmes and delivering basic services.  The range of fiscal transfer instruments has 
been broadened to include special programme grants, such as food security and PSCAP.  The woreda block grant 
system was introduced recently to enable woredas access resources necessary for discharging their mandates. As 
expected, the decentralization process in Ethiopia is proving highly challenging in light of the weak institutional and 
human capacity at the lower tiers.  The deepening of decentralization in the context of weak capacity has put pressure 
on existing fiduciary arrangements, resulting in delays in fiscal reporting.  The Government’s decentralization agenda 
will focus on among other areas, capacity building at sub-national levels; establishing the legal framework for inter-
governmental functional assignment; refining the existing inter-governmental fiscal transfer instruments; improving 
predictability in the funding of local government mandates; and enhancing public financial management systems to 
reduce the fiscal risk.  The Government recognizes the need to strengthen accountability for the use of resources and 
ensure effectiveness in service delivery. To this end, actions will be taken to improve reporting systems, harmonize 
the legal frameworks, integrate public financial management systems and strengthen central government oversight.   
 
 
2.4.10 Core Labor Standards/Employment:  The level of unemployment in Ethiopia is high 
and poses major challenges in the context of poverty reduction. In 2004/05, the rate of urban 
and rural unemployment was estimated at 20 percent and 14 percent respectively. The rise in 
urban unemployment reflects the urban economy’s limited capacity to absorb the rapidly 
expanding urban work force. The unemployment problem is particularly severe amongst the 
youth as employment opportunities for school leavers are limited. It is encouraging that 
Government has now developed an urban growth agenda to create conditions for increased 
investment and job creation. This will need to be supported by measures fostering greater 
labour mobility.  Ethiopia has to date ratified seven International Labor Organization (ILO) 
conventions on core labor standards.  The ratified conventions relate to the right to organize 
and to collective bargaining, equal remuneration, non-discrimination in employment, freedom 
of association, and minimum age and child labor.  Nevertheless, the incidence of child labour 
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in Ethiopia is widespread (e.g in rural plantations) reflecting the weak capacity to enforce the 
conventions and legislation relating to serious forms of child labour and minimum age.           
 
2.4.11 Regional Integration : Ethiopia is land-locked and relies on regional port facilities for 
the flow of its imports and exports. Furthermore, Ethiopia shares the use of the Nile Basin 
resources with several countries. Regional integration and cooperation is, thus, essential for 
Ethiopia’s development efforts. Ethiopia is a member of IGAD and COMESA and a key 
player in the Nile Basin Initiative.  It is also a member of the Steering Committee of NEPAD. 
Ethiopia needs to exploit the opportunities created by its membership in these regional 
institutions to effectively support its on-going development efforts. Progress on some aspects 
of regional integration has been slow. In particular, Ethiopia has not yet ratified the COMESA 
free trade protocol due to revenue loss concerns.  Ratification of the COMESA free trade area 
protocol would enable Ethiopia to benefit from expanded trade with other COMESA 
countries. The potential benefits from regional infrastructure projects are also high.  The Bank 
is well positioned to assist Ethiopia and its neighbors within the wider East African Region 
and the Horn of Africa exploit this potential for their common good. In fact, the Bank is 
already involved in a number of regional integration projects.21  However, to be sustainable, 
regional integration efforts needs to go in tandem with efforts by IGAD, AU and the 
international community to end and prevent conflicts.  Currently, Ethiopia is involved in a 
conflict with Eritrea while neighboring Somalia is still conflict ridden.      
 
2.4.12 Private Sector Business Climate:   The potential of the private sector in Ethiopia to 
contribute significantly to growth and exports and to create employment opportunities has not 
been realized.22 The Government acknowledges the importance of the private sector as the engine 
of growth, and has embarked upon major reforms to create an enabling environment for private 
sector investment. The 2002 Investment Climate Assessment (ICA) for Ethiopia points to 
improvements in a number of areas as a result of the reforms.23 Notable improvements include the 
reduction in the time taken for business registration and streamlining of custom clearance 
procedures. During SDPRP I, Government initiated further policy measures to promote the private 
sector.24 This has resulted in strong growth in services, trade, industry, and construction. Specific 
export-oriented sectors have benefited from GOE’s selective incentives.  The incentives, which 
include the allocation of leased industrial premises and tax concessions, have yielded encouraging 
results, particularly in the case of horticulture. The example of horticulture demonstrates that with 
the right incentives, private sector investment in Ethiopia can, indeed, pick up.  Second, the 
Government has passed the urban land legislation to improve access to leased land and make it 
possible for land to be used as collateral. Furthermore, the Government has taken steps to promote 
greater market competition.  A competition law was enacted and the Competition Commission has 
been established to enforce pro-competition laws and policies. Various mechanisms for dialogue 
with the private sector have also been established.   
 

                       Figure 2 
                                                 
21 On-going multi-national regional projects include:  A Water Resource Planning Study and a 
power project under the Nile Basin Initiative and the Ethiopia-Djibouti Power Interconnection 
Project.    
22 The current level of private investment in Ethiopia amounts to 11 percent of GDP, which is 
well below the average for Sub-Sahara Africa (16 percent). 
23 The 2002 ICA was updated in 2004. 
24 The number of days required to register a business has been reduced from 44 days to 32 
days. Access to telecommunication services for businesses has also improved significantly. 
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   Source: World Bank, Doing Business Report, 2005 
 
2.4.13  While recent efforts are encouraging, it is still difficult to do business in Ethiopia. 
Ethiopia is ranked 101 out of 155 countries (World Bank 2005 Doing Business Report) in terms 
of performance in doing business which looks at issues including starting a business, dealing 
with licences, hiring and firing, registering property, getting credit, protecting investors, paying 
taxes, trading across borders, enforcing contracts and closing business. It is estimated that it 
takes 30 steps and 420 days to enforce contracts.  Moreover, although licensing requirements 
have been streamlined, the cost of compliance is 1,746 times Ethiopia’s per capita income.  
 
2.4.14 Clearly, more vigorous efforts are required to improve the business climate in Ethiopia. 
The constraints that need to be addressed include high taxation, lack of clarity in property rights 
and transferability of land lease, the weak judiciary which impedes contract enforcement, 
limited access to bank financing, and weak infrastructural and support services to businesses. 
Low labour productivity is another impediment that needs to be addressed.25  It is also 
important that the GOE provides a level playing field to ensure that all enterprises are treated 
fairly. 26 
 
2.4.15 Micro-enterprises and small and medium-scale businesses constitute the largest segment 
of the private sector. The informal sector has expanded rapidly, and is an important source of 
income and employment opportunities for a vast number of Ethiopians in major urban 
centres.27 Given the importance of this sector for broad based growth, the GOE needs to 
vigorously promote its expansion and growth through the provision of support services and 
improved access to credit and the removal of barriers to business. Given that the vast majority 
of Ethiopians still live in rural areas, assistance programmes are required to stimulate rural 
commercial activities, in particular agri-business, which has a large untapped potential. 
 
2.5  Ethiopia’s Development  Potential and Constraints 
 
                                                 
25 The ICA revealed that productivity per worker in Ethiopia’s manufacturing sector is half 
that of China. This large productivity differential far outweighs Ethiopia’s labour cost 
advantage, making Ethiopia less competitive.           
26 Party affiliated enterprises and commercial public enterprises enjoy preferential treatment 
even though their operations are less efficient.    
27 The size of the informal sector in Ethiopia is estimated at 40.3 percent of GNP. 
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2.5.1  The foregoing sections of this CSP have identified the key development challenges 
and issues facing Ethiopia. The constraints to Ethiopia’s development are, indeed, many and 
varied. They include inadequate infrastructure, low agricultural productivity, structural food 
insecurity, environmental degradation, and weak human and institutional capacity. Yet 
Ethiopia possesses enormous but largely untapped natural resource potential, which offers 
possibilities for growth and poverty reduction. One of Ethiopia’s major resource endowments 
is its rich and large arable land, of which only about 15% is currently under cultivation.  The 
large amounts of in-land water resources in particular, offer considerable scope for the 
expansion of irrigated agriculture, fish production and hydroelectric power generation.  
 
2.5.2  Currently, less than 5% of total irrigable land area is under irrigation. Moreover, as 
already noted, less than 5% of the large hydroelectric power potential is exploited. With proper 
inter-power connection, the energy generated in Ethiopia could serve the wider region, thereby 
enhancing the country’s export earnings and strengthening regional integration and 
cooperation. Ethiopia also has abundant human resource, which needs harnessing through 
education and skills development to accelerate growth.    
 
2.6 Medium Term Outlook and Prospects for Attaining the MDGs 
 
2.6.1 Macro-economic and Financial Prospects: The GOE is committed to maintaining a 
sound macro-economic framework over the medium-term through prudent fiscal and 
monetary policies. Annex VII presents the medium term projections of selected macro-
economic indicators. 28   
 
 2.6.2 The average annual growth rate over the 2005/06-2009/10 period is projected at 7 
percent in the PASDEP, which is considered the minimum required for attainment of the 
income poverty MDG. However, the attainment of growth and other macro-economic targets 
will largely depend on strong policy performance and exogenous factors, particularly 
weather conditions and terms of trade. The adequacy and predictability of external aid would 
also be a major factor, given Ethiopia’s heavy dependence on external aid.  Progress in 
addressing governance concerns would be crucial in determining Ethiopia’s ability to 
mobilize adequate volumes of external aid, which would in turn allow the GOE to contain 
the growth in domestic borrowing to ensure macro-economic stability.     
 
2.6.3  As recognized in the MDG Report on Ethiopia and the G8 Gleneagles Declaration a 
scaling up of efforts both on the government and donor side is required if the country is to 
attain the MDGs.  Sustaining high growth to achieve the MDGs would require a scaling-up 
of investment in infrastructure and human capital coupled with strong policy effort. 
Currently, Ethiopia’s domestic resource mobilization effort is low reflecting the narrow tax 
base and low domestic savings rate. The savings ratio for Ethiopia has averaged 4.5 percent 
over the past decade, well below the average savings rate for Sub-Sahara Africa (8 percent). 
Underlying the low saving ratio are the low incomes of the Ethiopia population, weak 
economic base and weak financial intermediation.  Due to low domestic savings, the volume 
of resources available to finance growth enhancing investment is inadequate. The 
investment-savings gap in Ethiopia averaged 18.5% of GDP during the 2001/02-2004/05 
                                                 
28 The PASDEP base line projections were revised downwards by the IMF. The baseline 
projections contained in the IMF Staff Report for the 2005 Article IV Consultation are less 
optimistic.    
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period. As foreign investment in Ethiopia is still relatively small, the investment-savings gap 
has been financed largely through external assistance. Therefore, the prospects for attaining 
the MDGs also depend on the success of the domestic resource mobilization effort. Greater 
reliance on domestic resources and increased flow of private foreign investment would in the 
longer run allow Ethiopia to exit from excessive foreign aid dependency.    
 
2.6.4  The MDG Needs Assessment Synthesis Report show that the public sector financing 
requirements of attaining the MDGs far exceed the resources that Ethiopia can at present 
realistically mobilize from both domestic and external sources. The requirements are 
presented in Annex XI. 29 Thus, it is essential that external aid to Ethiopia is scaled up in line 
with the Monterrey and Gleneagles commitments.  Clearly, scaling up of aid alone would not 
be sufficient to meet the MDGs.  There has to be adequate institutional capacity to ensure that 
the aid is utilized effectively, which would require major progress in institutional reform and 
the building of state capacity.  The success of Ethiopia’s efforts to accelerate growth would 
also depend on expanded access to external markets. Hence the on-going efforts to integrate 
Ethiopia into the global market in the context of accession to the World Trade Organization 
have to be intensified. The table below depicts Ethiopia’s progress toward the MDG and 
assesses the likelihood of attaining the MDGs.   

 
Table 2: Recent Trends and Required Rates of Change to Meet Selected MDGs  
 Trends Since the  

Mid 1990’s (% p.a.) 
Trends During  

2000 -2005 (% p.a.) 
Required rate of change 
To reach MDG (% p.a.) 

Poverty head count rate  -0.73 -2.5 -3.8 
Food poverty head count 
index 

-2.4 -3.4 -3.2 

Gross primary enrolment 
rates 

12.4 5.0 3.8 

Under five child mortality -1.0 -0.5 -2.7 
Access to clean water  1.0 6.5 6.5 
Source: Ethiopia MDG Report, Ministry of Finance & Economic Development & UN Country 
Team, 2004 
 
2.6.5  The above table and Annex XII show that on current trends, only few MDGs are 
likely to be attained. The MDG that would be achieved ahead of time is universal primary 
education and gender equality in enrolment in primary education. However, with the right 
policies, good governance and adequate resources, the attainment of other MDGs is not 
impossible.  
       
3.       THE GOVERNMENT’S POVERTY REDUCTION STRATEGY  
 
3.1       Objectives and Key Elements of the Government’s Poverty Reduction Strategy 
 
3.1.1 The Government has prepared its second PRSP called the PASDEP, spanning the 
2005/06-2009/10 period.  The PASDEP builds on the achievements and lessons from SDPRP I 
implementation, and provides a medium-term development framework for attaining the MDGs 
and aligning donor support to Ethiopia’s long term development goals.  The updated poverty 
reduction strategy is underpinned by a more ambitious and bolder growth agenda that seeks to 

                                                 
29 The lower bound MDG Cost estimates indicate that annually US $ 7 billion would be 
required in order for Ethiopia to attain all the MDGs.       
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maximize the country’s growth potential and promote diversification of sources of growth.  The 
PASDEP recognizes the multi-dimensional nature of poverty and adopts a two prolonged 
approach focusing on growth and human development.  
 
3.1.2 The key objectives and broad pillars set out in the PASDEP include: (i) growth 
acceleration through commercialization of subsistence agriculture,   private sector development,  
infrastructural development and export promotion; (ii) food security and vulnerability; (iii) human 
development; (iv) capacity building, governance and decentralization and; (v) cross-cutting 
issues.   The following are selected PASDEP targets.   
  

Box 6:  Selected PASDEP targets 
 
GDP Growth 

 
 Annual Real GDP growth averages 7 percent over the PASDEP period  

 
Improved Welfare  
 

 Infant Mortality rate reduced from 97 per 1,000 live births to 45 per 1,000 live births by 2009/10 
 Maternal Mortality rate reduced from 871 to 600 per 100,000  live births by 2009/10 
 Primary School Enrolment rate increases from 79 percent to 100 percent by 2009/10 
 Halving the incidence of malaria and TB  
 Water supply coverage increased from 42.2 percent to 84.5 percent by 2009/10 

 
Reduced Poverty and Inequality 
 

 Proportion of the population living below poverty line reduced from  36 to 25 percent by 2009/10 
      

  
 
 
 
 
 
 
 
 
 
 
                  
3.2 Description of the Poverty Reduction Strategy in PASDEP 
                  
             I  Growth Acceleration  
 
  Agricultural Transformation 
 
  3.2.1 The focus of the strategy is on accelerating agricultural transformation through 
commercialization while promoting food security. The  package of interventions envisaged under 
PASDEP for achieving this goal include:  (a) improvement of rural infrastructure, particularly 
roads linking farms to markets; (b) development of agriculture credit markets; (c) strengthening of 
extension and other agriculture services, tailored to specific categories of farmers, crops and 
agricultural zones such as pastoral areas; (d) promotion of small scale irrigation and water 
harvesting and; (e) improvement in the land tenure system through the issuance of land ownership 
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certificates in all regions. The strategy maintains the thrust of the ALDI while recognizing the 
need for a differentiated approach that adapts interventions to the potential and specific needs of 
the different agro-climatic zones and economic activities for greater efficiency.   
 
    Infrastructure Development 
 
3.2.2  The PASDEP recognizes weak infrastructure as a key impediment to private sector led 
growth and poverty reduction. Accordingly, the PASDEP calls for a major scaling- up of 
investment in infrastructure comprising roads, power, water and sanitation and 
telecommunication.  
 
3.2.3   Roads:   The PASDEP road sector programme objectives are to expand and 
improve Ethiopia’s road network through new construction and restoration/ maintenance of 
existing roads with the aim of strengthening connectivity between growth potential areas and 
markets, improving access to remote areas, and reducing vehicle-operating costs. In addition 
to road investments, the efforts in the sector will include further sector institutional and policy 
reforms to ensure the proper maintenance of the expanded road network. The focus of the 
planned investments will be on the rehabilitation/upgrading of federal and regional roads, new 
construction of federal, regional and low class roads, and periodic maintenance of 8,505 km of 
federal roads and 5,300 km of regional roads; and institutional support to the Ethiopian Roads 
Authority and regional and woreda road authorities.  
 
3.2.4 Power Sector:  The Government’s strategy for the power sector seeks to expand 
power supply with the objective of: (i) improving access to electricity for the rural population; 
(ii) improving reliability of power supply to businesses and manufacturing firms in urban 
areas though reduction in system losses and frequency of outages and; (iii) stimulating the 
development of non-farm activities in peri-urban areas and small towns. To achieve these 
objectives, generating capacity would be increased from the existing 791 MW to 2,842 MW 
by 2010. A major component of the GOE’s power expansion programme is the rural 
electrification programme called the Universal Electrification Access Programme (UEAP). 
The UEAP is expected to increase access to grid electricity in rural areas from less than 5 
percent to 20 percent by the end of the PASDEP period.  It will involve installation of 
transmission and distribution lines to increase the distribution capacity. The programme 
includes the construction of nine power generating stations. The investment in the power 
sector will be complemented by sector reforms geared to; (i) promote private sector 
participation in power generation, transmission, distribution and sale of electricity; and (ii) 
enhance the financial viability of the sector through greater commercialization, tariff reform, 
and strengthening of the regulatory framework. 
 
3.2.5 Water and Sanitation:  Improved access to clean water and sanitation is essential for 
inclusive growth and poverty reduction. As such, the Government is firmly committed to 
accelerating implementation of existing sector strategies and policies to ensure the attainment 
of the water and sanitation MDGs.  The PASDEP seeks to scale-up investment in the 
expansion and rehabilitation of both rural and urban water supply and sanitation facilities. The 
efforts to improve sanitation will be supported by hygiene promotion activities under the 
Health Extension Programme.  The strategy also focuses on capacity building and institutional 
strengthening in order to improve service delivery within a decentralized framework. The 
PASDEP target is to raise water supply coverage from 34.5 percent of the population to 77.5 
percent in rural areas and from 42.2 percent to 84.5 percent nationally.  With respect to 
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sanitation, the target is to increase rural coverage from 17.5 percent to 79.8 percent and urban 
sanitation coverage from 50 percent to 89.4 percent.  
 

 3.2.6 Telecommunication:  The Government’s efforts in the telecommunication sector will 
focus on upgrading telecommunication services and expanding the network. The objective 
will be to improve coverage of telecommunication and internet services and lower the cost 
further. The availability of cheaper telecommunication services will in turn contribute to 
improving the business climate in the country. The Government will promote competition 
through down stream liberalization of service provision including internet service provision. 
The target is to increase telephone penetration from 5 lines per 1,000 persons to 15 lines per 
1,000 at the end of the PASDEP period. 
 
   Private Sector Development 
 
3.2.7  The strategy presented in PASDEP seeks to improve the business investment climate.  
The focus will be on improving infrastructure, further deregulation of investment, implementing 
the action plan for privatization of existing public enterprises and improving access to urban land 
for foreign investors and local entrepreneurs, including provision of industrial estates. 30  In 
addition, the legal and regulatory regimes governing the private sector will be strengthened to 
ensure transparency and efficiency in the functioning of markets and enforcement of commercial 
contracts.   
 
  II   Human Development 
 
3.2.8   Health Sector:  The GOE will continue on-going efforts to improve the coverage and 
quality of health services with a focus on prevention and cure of poverty related diseases such as 
malaria and T.B. and health problems that affect women and children.   The key elements of the 
PASDEP strategy for the health sector include: implementation of the Health Services Extension 
Programme; enhancing the capacity of woreda and kebele health offices; expansion of primary 
health care facilities; strengthening the training of health sector workers; scaling up investment in 
health service delivery ensuring efficient utilization of financial and human resources; and 
improving the health sector monitoring and evaluation system. The output targets under PASDEP 
include: increasing the potential health service coverage from 64 percent to 100 percent by the 
end of the PASDEP.  The on-going efforts to combat HIV/AIDS will be intensified through 
among other measures, the expansion of community mobilization campaign and expansion and 
integration of voluntary testing and counseling into all health centres.  
 
3.2.9 Education Sector:   The objectives of the strategy are to expand enrolment at all levels of 
education, promote equity in access, improve the quality of education and enhance efficiency in 
the use of resources.  The Government’s goal is to achieve universal primary education by 2015. 
The sector goal with respect to technical and vocational education is to provide demand driven 
education and training that reflect the skills required for gainful employment or self employment. 
The Government’s interventions for achieving the sector goals will include the rehabilitation and 
construction of class rooms, the provision of adequate school text books and other materials, 
recruitment of additional school teachers and strengthening of the school inspectorate functions.  
Measures will be taken to increase girls’ enrolment and retention at all tiers of the education 
system. Special support will be provided to female students from poor households. Enrolment in 
universities will also continue to be expanded.    
                                                 
30 The target is to privatize at least 40 enterprises per year through different modalities     



 

 

24

 
 III   Governance 
 
3.1.0 The Government recognizes that good governance is essential for sustainable 
development, and has developed a policy matrix containing key actions in the area of  
decentralization, judicial and legal reform, civil service reform and capacity building, urban 
management, public expenditure management, participation, democratization  and human rights.  
 
  The objectives and key actions planned to be undertaken include the following:-  
 

 Improvement in  accountability and efficiency  in service delivery through the adoption of 
performance management systems and the deepening  of business re-engineering 
processes;  

 Adoption of new laws and strengthening of the judiciary and law enforcement agencies; 
 Building capacity of Parliament and Civil Society Organizations; and 
 Strengthening the Human Rights Commission.  

 
3.3  Assessment of the Government’s Medium-Term Poverty Reduction  Strategy 
 
3.3.1 The Bank participated in the joint donor review and dialogue around the PASDEP. The 
thrust of the poverty reduction strategy set out in the PASDEP was found appropriate and relevant 
to the enormous development challenges the country faces. The PASDEP provides an adequate 
and comprehensive framework for guiding pro-poor development in Ethiopia to achieve the 
MDGs.  It has been informed by sound poverty diagnosis based on the 2004/05 Welfare 
Monitoring Survey, the 2004/05 Household Income and Consumption Expenditure Survey and 
the 2004/05 Participatory Poverty Assessment. The PASDEP provides continuity to the poverty 
focus of SDPRP. Given the centrality of growth to poverty reduction, the renewed growth agenda 
is commendable. The PASDEP growth agenda involves a more selective approach that focuses 
efforts on promoting dynamic economic activities, particularly in areas of high growth potential 
(including growth corridors) to accelerate growth.    
  
3.3.2 The PASDEP results framework contains relevant policy actions and indicators and 
targets, which are annualized to allow regular monitoring and feed back. However, the number of 
indicators is rather excessive and rationalization of the indicators would be necessary to make the 
PASDEP monitoring process manageable. Moreover, some of the output targets (especially in 
infrastructure) were found by the Bank and other development partners too ambitious in view of 
capacity and budgetary resource constraints and past performance.    
 
3.3.3 While the policy objectives set out in the PASDEP are sound, the consensus amongst 
donors was that more detailed and prioritized action plans for achieving them were needed, 
especially in agriculture and private sector development. The need for a clearer articulation of 
how the priority cross-cutting issues such as population would be mainstreamed in development 
programmes was also brought to the attention of the GOE.   
 
3.3.4 Although the PASDEP recognizes the private sector as a potential source of financing pro-
poor programmes, concrete plans for promoting private sector participation in service delivery 
were not clearly spelt out in the document. While the PASDEP’s focus on governance is welcome, 
there is need to strengthen the governance strategy and build broad consensus around it.  
 
3.4 Challenges and Risks 
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3.4.1  Ethiopia faces major challenges in the implementation of the PASDEP. One key 
challenge is the ability of the GOE to mobilize adequate domestic and external resources for the 
PASDEP’s implementation.  DPs recognize the urgent need to scale up aid to Ethiopia, but the 
resolution of the country’s political problems will be a key factor.  Ethiopia’s vulnerability to 
exogenous shocks and related macro-economic risks is another major challenge. The lack of a 
balance of payment support instrument has constrained the ability of donors to flexibly assist the 
GOE mitigate the impact of external shocks as they occur.  In the longer run, however, economic 
diversification and structural transformation is the only way that risks posed by exogenous factors 
could be minimized. 
 
3.4.2 Weak institutional and human capacity poses a significant challenge and risk to the 
implementation of Ethiopia’s PASDEP and the attainment of MDGs.  To address this challenge, 
the Government is implementing a multi-sectoral National Capacity Building Programme.  The 
World Bank and several other donors are supporting the programme through the PSCAP. It is, 
however, recognized that the impact of PSCAP will take a long time to be realized. In the short-
term, the problem of weak civil service incentives will need to be addressed urgently to ensure 
that Ethiopia retains the skilled manpower needed for front line service delivery and  productivity 
gains.  Political instability and the military stand off with Eritrea are also major risks for the 
implementation of the PASDEP. There is need for an early resolution to Ethiopia’s internal 
political crisis as continued political instability could undermine the Government’s efforts to 
reduce poverty (see para 2.1.2).   A permanent solution to the border conflict with Eritrea also 
needs to be found as resumption of military conflict could adversely affect Ethiopia’s progress 
towards poverty reduction by diverting budgetary resources to armaments. 
 
3.5  Partnership Framework 
 
3.5.1 Ethiopia has been in the forefront of the harmonization and alignment agenda for some 
years.  The first step towards harmonization and alignment was the adoption of sector wide 
approaches in education, health and roads in the mid 1990s.  SDPRP provided the impetus for 
deepening the harmonization and alignment agenda around Ethiopia’s country owned poverty 
reduction strategy.  A strong partnership between the Ethiopia and donors has since emerged 
based on a shared commitment to improving the quality of aid through harmonization and 
alignment. The Development Assistance Group (DAG) is the main structure for coordinating 
donor activities and harmonizing dialogue with the government at various levels. Consistent with 
the Paris Declaration, DAG donors are aligning their strategies behind Ethiopia’s poverty 
reduction strategy and have harmonized the dialogue processes.  The donors are also adopting 
more flexible aid delivery instruments in order to reduce the transaction costs.   
 
3.5.2  Until the recent political crisis, eight donors, including the Bank were providing DBS to 
Ethiopia through a harmonized and coordinated process.31  DBS emerged as the main instrument 
for harmonizing door support for Ethiopia.32  DBS donors were undertaking joint budget support 
review missions based on a common performance assessment framework. They adopted joint 
diligence reviews to underpin DBS, including the Joint Aid and Budget Review (JBAR).  In a 

                                                 
31 The DBS Donors are World Bank, AfDB, Canada, DFID, Ireland, Sweden, Germany, and 
EU. 
32 The volume of DBS had risen from US $ 183 million in 2002/03 to US $ 377 million in 
2004/05 
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joint response to the political problems in Ethiopia, DBS donors recently developed the Protection 
of Basic Services Grant (PBS) as an alternative instrument to DBS.  
 
3.5.3  Ethiopia has developed the Harmonization Action Plan which translates the Rome and 
Paris Declarations on Harmonization, Alignment and Aid Effectiveness into a country level 
operational framework. The DAG is discussing a draft Memorandum of Understanding on 
harmonization that includes indicators for measuring progress towards harmonization, alignment 
and aid effectiveness. 
 
3.5.4   The Bank’s field presence has facilitated its participation in the various dialogue fora 
both at the sectoral and multi-sectoral level. With the strengthening of the staffing of the Ethiopia 
Country Office and increased country focus of the Bank’s new organizational structure, Bank 
contribution to the on-going dialogue processes including sector working groups and the JBAR is 
expected to be enhanced.  The Bank is striving to harmonize operational modalities with other 
DPs and align to government systems to the extent that its internal procedures can allow.33       
   
4.   BANK GROUP ASSISTANCE STRATEGY 
 
4.1 Portfolio Management and Lessons from Previous CSP 
 
   Existing Bank Group Portfolio  
 
4.1.1 As at 31st May 2006, the Bank Group active portfolio in Ethiopia consisted of 19 
(nineteen) operations broken down into 14 (fourteen projects and 5 (five) studies. The existing 
portfolio covers the agriculture sector, public utilities, the social sector, transport and multi-
sector.  The on-going operations involve commitments of UA 376 million in loans and grants.   
  Portfolio Performance   
 
4.1.2 The overall implementation performance of the Ethiopia Bank portfolio remains  sound, 
though the start-up of projects continue to be slow due to delays in loan and grant effectiveness. 
Apart from delays in entry force of agreements and in disbursement effectiveness, other generic 
portfolio issues include delays in procurement and in submission of project audit reports. The 
weak capacity in regions and woredas has impacted the implementation of some of the on-going 
projects, notably in the social sector. The problems of capacity are manifested in delays in 
consolidation of project accounts and delays in providing justifications for the use of revolving 
funds, thereby causing delays in disbursements.  The GOE has on its side complained of 
inflexibility by the Bank and cumbersome procedures which contribute to delays.         
  
4.1.3   Out of the eighteen projects that were rated in the 2006 Country Portfolio Performance 
Review only two projects are categorized as problematic with respect to implementation progress 
and development objectives. The two problematic projects are the Rural Health Services Project 
and the Education III Project. Implementation of these projects has been seriously delayed due to 
capacity problems at the local level and weak supervision and oversight by the respective Federal 
sector ministries coupled with inappropriate procurement procedures. The Bank and the 
Government have agreed on an action plan to ensure that the two problematic projects are 

                                                 
33 The Rural Water and Sanitation Programme, which is being co-financed with several donors 
including the World Bank, Netherlands and UNICEF, provide a good example of effective 
coordination and harmonization at the programme level.      
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completed quickly. The action plan is currently under implementation and is being monitored 
closely.       

  
 4.1.4 The Bank has stepped up efforts to improve portfolio performance in order to enhance 
development effectiveness of its operations on the ground. For example, in the agriculture 
sector, an extensive multi-disciplinary sector portfolio review was undertaken early 2005 
culminating in a Sector Portfolio Improvement Plan. This initiative has proved useful and will 
be encouraged in other sectors. The Government and the Bank have also developed a Country 
Portfolio Improvement Plan following a joint portfolio performance review.  ETCO is expected 
to play a major role in the efforts to improve the portfolio. To this end, its staffing has been 
strengthened to ensure timely and effective support to implementing agencies and quicker 
response to emerging implementation issues.  While the audit backlog has been reduced, the 
Bank will continue to closely engage the Government on the issue of audits to ensure 
improvement in compliance with the Bank’s audit requirements.   
 
   2002-2004 CSP Implementation Experience 
 
4.1.5   The sectoral priorities approved by the Boards under the previous CSP were   agriculture, 
roads and water and sanitation.  In addition to the sectoral interventions, provision was made for a 
Policy Based Loan in form of direct budget support. The ADF IX allocation for Ethiopia 
amounted to UA 125 million, including a grant component of UA 33.90 million. The assistance 
strategy approved by the Board was fully implemented. As at 31st December 2004, the Bank had 
approved seven projects, three studies, and a policy based loan.  The total amount approved for 
projects under ADF IX was UA 125 million and UA 60 million for the Poverty Reduction 
Support Loan, which was in form of DBS. Apart from the PRSL which was disbursed in May 
2005, the remaining operations are still in early stages of implementation and it is too early to 
assess their impact.    

 
 Lessons Learnt from Past Projects and Previous CSPs  

 
4.1.6 Projects in Ethiopia have been implemented in the context of weak institutional 
capacity in some sectors, which has contributed to implementation delays as noted in 4.1.2. The 
lack of a field presence by the Bank was also a constraint in the past. However, despite 
implementation delays, projects financed by the Bank in Ethiopia have contributed to the 
country’s development efforts, including the improvement in economic infrastructure.   
 
4.1.7    Recognizing capacity constraints in Ethiopia, the Bank has given due attention to 
capacity building in the design of its projects. Nevertheless, there is scope for more capacity 
building in Bank Group financed operations, which should be well coordinated with other donor 
funded activities for sustained impact.  Admittedly, the rapid pace of decentralization in 
Ethiopia and its implication for Bank Group financed projects was not fully anticipated. This 
also applies to programmes financed by other donors.  Several important lessons have merged 
from an assessment of the Bank’s experience that have been taken into account in the design of 
the strategy, and that will inform the programming of new operations in Ethiopia to enhance 
development effectiveness.    
 

• Most of the earlier projects, and indeed the CSPs, lacked clear performance indicators 
and benchmarks making it difficult to assess the impact on the ground. Thus, there is 
need for the Bank and the Government to systematically incorporate result frameworks 
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in all its interventions. This CSP marks the beginning of systematic efforts to enhance 
the result orientation in the Bank Group country programming process. 

 
•  There is need also to strengthen the self-assessment and lesson learning process and 

ensure that lessons are systematically fed into the design of new programmes and 
policy dialogue. This underscores the need for timely preparation of Project 
Completion Reports.    

 
• The Bank has undertaken a number of important economic and sector work (ESW) in 

recent years (examples are the Agriculture Sector Review which influenced the Bank’s 
sector strategy during the last CSP and the Country Gender Profile).  However, there is 
need for the Bank to deepen its ESW in Ethiopia and to strengthen its engagement in 
policy dialogue (especially on issues of rural growth, private sector development and 
governance) based on a solid analytic base.   

 
• The Bank should strive to promote greater efficiency in project implementation (to 

minimize delays) and build in greater flexibility in implementation modalities and 
choice of instruments.  

 
• The impact of the on-going decentralization process for the management of Bank 

Group supported programmes needs to be carefully studied and factored into the design 
of new projects and implementation modalities.  

 
4.2  Country Context and Strategic Selectivity  
 
   Country Context 
 
4.2.1 Although the constraints and challenges to poverty reduction highlighted in this CSP are 
formidable, they are by no means insurmountable. Ethiopia has shown a strong commitment to 
poverty reduction,  but as earlier noted, accelerated progress towards this goal will hinge on; (i) 
strong policy reform efforts and; (ii) the adequacy of  external resource flows.  In absolute terms, 
Ethiopia is amongst the largest recipients of aid in Sub-Sahara Africa. However, in per capita 
terms, aid flows to Ethiopia amount to only US $ 13, which is significantly lower than the average 
for Sub-Sahara Africa (US$ 23).  This means there is ample scope for a major scaling-up of aid to 
Ethiopia to accelerate progress towards the MDGs, in line with the July 2005 Gleneagles 
Commitment.  However, the willingness of donors to scale up will largely depend on progress on 
the governance front.   
 
4.2.2 Ethiopia has embraced the harmonization and alignment principles set out in the Paris 
Declaration on Aid effectiveness. These require, among other things, that donor assistance be 
aligned with the country’s PRSP and greater selectivity in the choice of areas of interventions 
amongst development partners and a focus on results. The PASDEP provides a framework for 
mobilizing, coordinating and directing donor resources towards the Government’s key priority 
areas for poverty reduction. The results framework embedded in the PASDEP will enable joint 
monitoring of progress towards shared poverty reduction goals and measurable outcomes and 
ensure mutual accountability. 
 
   Strategic Selectivity 
 



 

 

29

4.2.3  Guiding Principles: The Bank’s proposed strategy for the 2006-2009 period is part of 
a multi-donor effort to support the PASDEP’s implementation. The assistance strategy builds 
on previous CSPs, and is guided by the Bank’s Vision and ADF X Guidelines.  It also 
embodies principles set out in relevant international development initiatives, such as the Rome 
and Paris Declaration on Harmonization and Alignment, the Commission for Africa, and the 
Gleneagles Declarations. In addition, the proposed Bank Group Strategy has been informed by 
the strategic orientations of NEPAD, especially the regional integration dimension and the 
focus on good governance. 
 
4.2.4 Selection Criteria:  Although Ethiopia’s development needs are immense, the Bank 
cannot intervene in all the PASDEP pillars and priority areas.  This requires that both the 
Bank and the GOE be selective in the choice of CSP pillars and sectors of Bank Group 
intervention to ensure developmental impact. The main criteria the Bank has used in selecting 
the CSP pillars within the PASDEP are: alignment with the priorities expressed by the 
Government and stakeholders during the consultative process, relevance to the growth agenda, 
the degree of involvement of other development partners, continuity in on-going Bank support 
and the potential for inter-sectoral linkages and synergies.  
 
4.2.5  Strategic Focus:  Based on the above criteria, this CSP is proposing that Bank 
assistance focus on three mutually reinforcing pillars in the PASDEP: infrastructure 
development, agricultural transformation, and governance. Although support for the human 
development pillar is not envisaged over the medium-term, the Bank will remain engaged in 
the social sector through the two on-going health and education projects and will continue to 
participate in joint sector reviews. The two social sector projects are expected to be completed 
by the end of 2007.          
 
Box 7: 2006-2009 CSP STAKEHOLDER CONSULTATIONS 
 
The CSP Preparation mission was conducted in October, 2005 during which initial discussions were held with 
the Government, development partners, NGOs and the private sector. The discussions centered around the CSP 
strategic objectives and choice of priority pillars within the PASDEP. During the CSP Dialogue Mission of May, 
2006, more extensive consultations based on the draft CSP, were conducted with key stakeholder. The GOE and 
stakeholders validated the proposed Bank strategy which was found to be coherent and consistent with the 
PASDEP priorities.  They noted that infrastructure and agriculture sectors are key areas for growth and that Bank 
intervention in support of these pillars was vital.  Donors welcomed the Bank’s proposed support for good 
governance and its plans for participating in the PBS. The consultations with the private sector representatives 
were also very enriching. The private sector representatives were of the view that the Bank needs to be more 
visible in terms of engagement with the business community in Ethiopia. This would allow a better appreciation 
of their needs. It was also felt that more effort by the Bank is needed to influence the private sector development 
agenda in Ethiopia, which would create opportunities for bankable projects for financing from the Bank’s private 
sector window. At the same time, the private sector representatives emphasized the importance of promoting 
small and medium scale enterprises in order to expand urban employment opportunities. The civil society 
representatives met by the CSP Dialogue Mission welcomed the initiative taken by the Bank to consult them. 
They were of the view that the Bank needs to systematically engage civil society in Ethiopia, and more clearly 
define how the Bank plans to support the non-governmental sector. Civil society encouraged the Bank to be more 
proactive in promoting the role of CSOs to build their relationship with the Government and enhance their 
capacity. 
 
 
4.3 CSP  Objectives and Pillars   
 
 Objective 1:  Accelerate Growth 
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4.3.1  The Bank strategy for accelerating growth will focus on infrastructure development and 
agricultural transformation.  The Bank has been financing infrastructure and agriculture sectors for 
a long time and needs to build on this operational experience to sustain the development impact.  
The Government and Stakeholders, indeed, believe the Bank should continue to be engaged in 
these areas, particularly infrastructure, which requires substantial investments that multi-lateral 
financial institutions are better placed to finance.               
 

Pillar I :  Infrastructure Development 
 

 
4.3.2 The deficiencies in infrastructure affect growth by limiting access to markets, raising the 
cost of doing business and lowering the returns to private investment. To address these 
deficiencies, Ethiopia is scaling-up investment in infrastructure, as part of its efforts to promote 
private sector led growth and make significant inroads into poverty. The magnitude of the 
investment involved is large and the support of development partners, especially the Bank and the 
World Bank will be crucial for realizing the GOE’s ambitious infrastructure plans. The magnitude 
of the infrastructure gap is such that the Bank needs to focus its support on all key infrastructure 
sectors of roads, power, water supply and sanitation.     
 
4.3.3 Roads:   The focus of Bank Group intervention in the road sector would continue to be 
on the rehabilitation and upgrading of major corridor roads linking high agriculture potential 
areas (e.g coffee growing areas) to domestic and export markets. Interventions in the road 
sector will complement agriculture sector interventions and on-going private sector promotion 
efforts for enhanced impact on growth.  
 
4.3.4 Power:  Continuity in Bank support to the sector is necessary in the context of the 
GOE’s infrastructure scaling up agenda.   Bank intervention in the power sector will support 
(i) the Universal Electrification Access Programme to help increase rural electricity access 
from less than 5 percent to 15 percent and national access rates from 16 percent to 30 percent 
by 2010; and (ii) investments in additional power generation capacity and interconnection 
with the power systems of neighbouring countries, to promote regional integration. The 
planned interventions in the power sector will also complement private sector development 
efforts to ensure improved competitiveness and broad based growth of the economy  
 
4.3.5 Water and Sanitation: Given current low water and sanitation access rates, improvement 
in water supply and sanitation is a key priority for growth and poverty reduction in Ethiopia. Thus, 
the Government is committed to scaling-up efforts in this area in order to accelerate progress 
towards the water related MDGs. The overall target is to increase the proportion of the population 
with access to water from 42.2 percent to 84.5 percent, and from 18 percent to 58 percent for 
sanitation by 2015. Furthermore, it is recognized that increasing access to water and sanitation will 
also impact positively on the achievement of other MDGs such as reducing extreme poverty and 
hunger, promoting gender equality, reducing child mortality and improving maternal health.   
 
4.3.6 Bank support for programmes in water and sanitation will be provided within the context 
of the Government’s decentralization programme as well as through the framework of the Bank’s 
Rural Water Supply and Sanitation Initiative (RWSSI). The focus of Bank assistance to the sector 
will be on the rehabilitation and expansion of rural and urban water supply facilities. Bank 
assistance will be anchored on the WSDP and will include capacity building for the regions, town 
water service providers and rural communities.  
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   Linkage of Bank Infrastructure Support to Private Sector Development  
 
4.3.7 The Bank will complement its infrastructure lending with policy dialogue to improve the 
environment for private sector investment.  In infrastructure, possible entry points include 
exploring the prospects for Public-Private Partnerships (PPPs) in power generation, private sector 
maintenance of urban roads, and management of public utilities. Policy based loans and the 
performance based country allocation through the CPIA would be used to leverage the reforms 
needed to create a more favourable business climate in Ethiopia that would ensure a positive 
private investor response to public investment in infrastructure. Several donors are supporting 
private sector development in Ethiopia, including the World Bank. The World Bank’s on-going 
support for private sector development in Ethiopia is focusing on privatization and capacity 
building of private sector support institutions. The World Bank will also be financing a Financial 
Sector Capacity Building Project aimed at strengthening capacity in key areas of the financial 
sector to ensure efficient and increased allocation of resources to the private sector.     
 

Pillar II :  Agricultural Transformation 
 

 
4.3.8 Given the challenges that Ethiopia faces in agricultural  transformation, continuity in Bank 
support to the agriculture sector is essential to lay the foundation for sustained growth and poverty 
reduction (refer to para 2.2.16).  Small scale irrigation and livestock development will be the 
priority areas within the agricultural transformation pillar. The Bank has been dominant in the 
irrigation sub-sector and continued support is critical given the recurrent droughts and the need to 
promote stable rural growth.  Both small scale irrigation and livestock development will 
complement the Bank’s focus on infrastructure, particularly the Rural Water Supply & Sanitation 
Programme.  However, the planned interventions in the agricultural sector will only start in 2008 
(under ADF XI), as by then some of the on-going studies and projects would have been 
completed. This would also allow adequate time for preparation of new projects to ensure quality- 
at- entry.  
 
 
 
    Objective 2: Promote Good Governance 
 

Pillar III:  Good Governance 
 

 
4.3.9 As discussed in 2.4.6, Ethiopia faces major challenges on the governance front. The 
key priorities for promoting good governance in Ethiopia include: strengthening democratic 
institutions and the judiciary; strengthening civil society; promoting human rights and 
promoting local accountability. Several donors, including the World Bank, are already 
providing support for good governance under the PSCAP34. The democratization process is 
being supported by several bilateral donors as well as the EU and UNDP.  The Bank has yet to 
finance a stand alone governance operation in Ethiopia. Given the centrality of governance for 
 sustainable development, it is important the Bank is actively engaged on governance issues in 
Ethiopia.  Based on the recommendations of the Ethiopia Country Governance Profile and 
consultations with other development partners, the immediate priority for the Bank’s good 
                                                 
34 PSCAP is a multi-sectoral programme, covering judicial reform, tax reform, civil service 
reform, decentralization and public expenditure management. 
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governance support would be to strengthen accountability and transparency in service delivery 
at the regional and woreda level by improving expenditure reporting, procurement and 
auditing systems. Bank support for good governance will be designed within the framework of 
the PASDEP, the Protection of Basic Services Grant and the PSCAP.   
 

Table 3: 2006-2009 CSP Results Framework 
 

Longer Term/Higher Order  
Country Outcomes (PASDEP) Pillars)  

Expected Outcomes to be influenced 
by 2006-2009 CSP 
 

Intermediate Outcome Indicators  
 

Pillar I:   Infrastructure Development     
• To improve efficiency and 

capacity of the road transport 
system to support social and 
economic development.  

Improved access to all weather 
motorable roads to enhance market 
connectivity, reduce transport costs, 
and improve access to basic social 
services.         

A minimum of 200 kilometres of roads 
upgraded through Bank financed road 
sector projects.     

• To improve water and 
sanitation coverage to 
promote broad- based 
growth.  

Increased water supply coverage from 
42.2 % to 84.5 % by 2009/10.  
Increased sanitation coverage from 17 
% to 80 % by 2009/10.  
Water fetching distance reduced from 
5.5 km to 1.5 km by 2009/10. 
 

Construction of 23,000 water points, 
10,000 demonstration latrines and 
6,900 communal latrines. Non-
functional services reduced from 33. 
5% to 15 % through rehabilitation of 
1,550 water points.          

• To improve access to 
electricity and enhance 
efficiency in supply and 
thereby promote economic 
diversification and higher 
output growth. 

Increased access to electricity from 16 
% to 30 %.  
Reduction in system losses and 
frequency of power supply disruptions.  
   

Increase in the number of small towns 
and villages and size of population 
connected to the grid.  Expansion in 
hydro-power generation capacity. 
Progress in power sector reform, 
including tariff reform and 
commercialization of EEPCO.   
 

Pillar II:  Agricultural Transformation     
• To enhance 

commercialization of 
agriculture while continuing 
support for food security.   

Improved livestock quality and 
increased meat production and 
livestock exports.   
Increased crop production and 
diversification to higher value crops 
through expanded small- scale 
irrigation infrastructure and water 
harvesting.    

Reduction in the prevalence of animal 
disease and expansion of marketing 
facilities. 
 
 
Expansion in the area under irrigation. 
  

Pillar III:  Governance  

• To improve accountability 
and transparency in service 
delivery and empower sub-
national entities and citizens. 

Improved pro-poor expenditure 
reporting and fiduciary controls (e.g 
audit and procurement systems at 
regional and woreda level). 
 

Improved timeliness of closure of 
accounts and audits reports.  
 
Number of staff trained in 
procurement.     
 

• Improve delivery of basic 
services in order to enhance 
the welfare of the poor. 

 
• Empower sub-national levels 

of government and citizen 
representative groups to 
improve responsiveness to 
local needs     

Improved delivery of basic services at 
local level. 
 
 
Enhanced capacity of woredas, local 
communities and citizen 
representatives in planning service 
delivery and monitoring the use of 
resources.   
 
 
 

Increase in block grant transfers to 
finance basic services at local level.     
 
 
Progress in capacity building.  
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 Non-Public Sector Assistance Strategy    
 
4.3.10 The Bank’s private sector Department has yet to finance a private sector project in 
Ethiopia, partly due to the weak business investment climate in the country. Further 
improvement in the private business climate would, therefore, significantly open up 
opportunities for bankable private sector projects. Given the central role of the private sector 
in promoting growth, the Bank Group will continue to undertake investment 
identification/promotion missions to Ethiopia while pushing for further reforms. The sectors 
with good prospects for direct private sector lending and equity participation by the Bank 
include the financial sector (e.g leasing and insurance companies), export-oriented 
manufacturing and agri-business.    
 
4.4 THE REGIONAL DIMENSIONS OF BANK GROUP ASSISTANCE  
 

The Bank will during the 2006-2009 programming cycle provide support for regional 
integration projects involving Ethiopia and other countries. The focus on regional integration 
is in line with the Bank’s mandate to promote regional integration in the wider context of 
NEPAD. Several projects involving Ethiopia are already in the NEPAD infrastructure pipeline 
awaiting preparation. These include the Ethiopia-Kenya Power Inter-connection Project. In 
addition, Ethiopia will benefit from technical assistance under AFRITAC. Currently, the Bank 
is undertaking the preparation of the East African Regional Strategy Paper that will identify 
opportunities for Bank assistance to regional integration activities in the Eastern African 
Region and the Horn of Africa.   

 
4.5 Resource Implication of Bank Group Assistance 
 
4.5.1 The Bank’s ADF country resource allocation is performance based.  Based on the 2005 
CPIA scores, Ethiopia was categorized in the middle of the third quintile.  This implies a 
moderately satisfactory policy performance.  Ethiopia was placed in the second quintile with 
respect to portfolio management performance. The performance based country allocation for 
Ethiopia under ADF X amounts to UA 284.5 million.35  
 
4.5.2 The 2005 CPIA revealed policy areas in which Ethiopia’s performance requires 
significant improvement to move to a higher quintile. The weaknesses identified in the CPIA 
and the related monitorable performance indicators and benchmarks are shown in the 
following table.          
 
 Table 4: Reference Framework for Monitoring Country Performance 
 
CPIA2005Weaknesses    
 

Objectives, Reforms and 
Actions 

Performance Indicators and 
Benchmarks 
 

Means of Verification 
 

Structural Policies 
Trade Policy& Regional 
Integration  
 

Ratify the COMESA trade 
protocol to promote regional 
trade.  

Ratification of COMESA Trade 
Protocol  

COMESA Reports 

                                                 
35 This amount represents a 32 percent increase over the ADF IX allocation (UA 185million), 
including UA 60 million for Policy Based Loans.  
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Financial Sector Enhance soundness of banking 
system. 

Reduction in commercial bank NPL 
Ratio declines from 20 %, end 
2005/06 to below 15 % by 2008/09. 
Capital adequacy ratio maintained at 
10%   in line with Basel I core 
principles. 

NBE Reports/PASDEP 
Annual Progress 
Reports/Financial Sector 
Reform Progress Reviews. 

 Increased contestability the in 
banking system. 

Market share of private banks in total 
deposits rise from 26 % to 30 % by 
2007/08 
Increase in the private sector credit  
to GDP ratio from 20 %, end 2004/05 
to 24.8 % by  2008/09.  

 

NBE Reports/PASDEP 
Annual Progress 
Reports/Financial Sector 
Reform Progress Reviews.  

 Deregulate the banking further 
to allow foreign banks 

Number of licensed foreign banks. NBE Reports/Financial 
Sector Reform Progress 
Reviews. 

Gender Equality Promote gender equity.    Adoption and implementation of the 
National Gender Action Plan. 
Progress in Gender Budgeting.   

PASDEP Annual Progress 
Reviews 

Property Rights and  
Governance 

Protect property rights and 
improve security of land tenure.  

Improve the registration of property 
rights and revise land laws to increase 
security of land tenure and allow 
transfer, sale and mortgage of 
properties by 2009/10. 

PASDEP Annual Progress 
Reviews  

Transparency and 
Accountability  

Enhance accountability to 
citizens.  
 
Improve public dissemination of 
information. 

Increase in number of woredas 
regularly publishing fiscal data and 
service delivery outcomes. 
Enactment of access to information 
legislation   

PBS/PSCAP 
Reviews/JBAR 
 
PASDEP Annual Progress 
Reviews/Institutional 
Governance Reviews  
  

Portfolio Management Performance 
Projects at Risk  Ratio stands at  
11 % Delays in loan 
effectiveness are prevalent 

Improve portfolio management  Reduce PAR from 11 % to 5 % by 
2008/09 

CPRR 

     Reduce average time for loan 
effectiveness from 8 to 6 months by 
2008/09  

CPRR 

 
   Choice of Instruments 
 
4.5.3  While Bank assistance during the CSP cycle will largely be in form of projects, 
provision for a PBL in form of budget support has been included in the strategy in the event of 
resumption of DBS resumes.   Meanwhile, the World Bank and other DBS donors have 
developed an alternative instrument, called the Protection of Basic Services Grant (PBS)36. 
The rationale for this instrument is to protect the provision of basic services in the absence of 
DBS, which had evolved into an important source of funding of the provision of basic services 
to the poor. PBS will provide resources directly to regions and woredas in the form of 
earmarked grants to provide additionality to the GOE’s own block grant transfers.  It includes 
rigorous mechanisms for monitoring the use of funds at the local level and ensuring that 
resources for local service delivery are allocated in a fair, equitable and transparent manner. 
The key governance dimensions of the PBS include improved service delivery, empowerment 
of local citizen representatives, the strengthening of financial accountability at the local level, 
and building the capacity of civil society to monitor budget allocations and execution at the 

                                                 
36 The World Bank’s PBS of US $ 155 million was recently appraised and negotiated.   DFID 
has pledged Sterling Pounds 100 million. CIDA, EU and Ireland will commit funds for the 
PBS during the next fiscal year.       
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local level.  Given its strong focus on governance, the PBS will serve as an instrument for 
channeling Bank support for good governance and improving the delivery of basic services to 
the poor. The PBS will complement the on-going Bank projects that are being implemented at 
the local level, particularly the RWSSI and the social sector projects.  The PBS is a major 
multi-donor initiative and the Bank’s participation in this operation would further the aid 
harmonization effort.           
     
4.5.4    Non-Financing Activities 
 
  Bank non-lending activities will include policy dialogue and selected economic and 
sector work. The ESW programme will seek to sharpen the knowledge base required for 
improving quality at entry of Bank Group operations and policy dialogue.  Amongst other 
activities, the Bank plans to update its agriculture and rural sector review in 2007, which will 
include a mapping of on-going donor assistance in the country. The Bank is also expected to 
take the lead in assisting the Government develop an Agriculture Sector Development 
Programme.        
 
5. RESULTS-BASED MONITORING AND EVALUATION  
 
5.1 Monitoring of CSP Outcomes and Bank Group Performance    
 
5.1.1 Managing for results is a key principle underlying this CSP. Annex III presents the 
CSP Results Framework showing linkages between expected CSP outcome indicators and the 
PASDEP goals and MDGs. The Bank will use Ethiopia’s existing PRSP Monitoring and 
Evaluation System as a basis for measuring Bank contribution towards the PASDEP goals and 
MDGs. The data and information for the PRSP M&E system is generated through statistical 
surveys by the Central Statistical Authority (e.g HICES) and from various sectoral monitoring 
and evaluation systems (e.g in health, education and roads) and various review processes 
including the annual PRSP progress reviews, Joint Budget and Aid Reviews and annual joint 
GOE/donor sectoral reviews. These periodic performance reviews provide feedback on 
programme and policy implementation and budget execution and progress towards the agreed 
targets. The Government and development partners have agreed on a set of indicators and 
benchmarks for jointly reviewing progress, which are contained in the overall PRSP Policy 
Matrix. Furthermore, the Bank will ensure that monitoring and evaluation systems are built 
into all projects. The Bank will also conduct a mid-term review of the CSP, which would allow 
adjustments to be made to programme implementation as necessary. At the end of the CSP 
cycle, a CSP Completion Report will be prepared.   
 
5.1.2 Monitoring capability: The Government, in collaboration with donors has prepared an 
Action Plan for strengthening the existing Monitoring and Evaluation System aimed at 
enhancing the capability to track progress towards national poverty reduction goals and the 
MDGs.   The Action Plan includes measures to improve data collection, enhance linkages 
between sectoral M&Es, strengthen the poverty analytic capacity and the capacity of the 
Government to monitor and update actions and indicators in the PASDEP Policy and Result 
Matrix.  The DAG has established a pooled fund for financing the M&E Action Plan. 
Although the Bank is not contributing to the pooled fund, it is assisting the Central Statistical 
Authority under the International Comparison Programme (ICP).    
 
5.2    Managing  Risks 
 



 

 

36

5.2.1 The major risks to the implementation of the proposed Bank Group strategy for Ethiopia 
during the 2006-2009 period are divided into two categories: (i) political and security and, (ii) 
capacity risks.  
 
   Political and Security Risk 
 
5.2.2 The prevailing political tensions in Ethiopia pose a risk to the Bank Group strategy, 
particularly the provision of direct budget support. DBS is more susceptible to political 
governance issues than other types of aid, and requires a great degree of mutual confidence and 
trust between donors and recipient governments. This is demonstrated by the recent decision by 
DBS donors to suspend budget support to Ethiopia.   However, the Bank considers the political 
risk to its strategy manageable, given that its development assistance will be provided mainly 
through the project instrument.  Nevertheless, the Bank will continue to be vigilant in ensuring 
that adequate fiduciary controls are in place and project resources and benefits are not diverted to 
other purposes.  
 
   Capacity Risk 
 
5.2.3 Ethiopia’s weak institutional and human capacity is a major challenge and a risk factor in 
the implementation of the Bank Group assistance strategy.  To mitigate this risk, capacity building 
will continue to be emphasized in the design of new operations.  The Bank’s programme would 
also benefit from capacity building interventions of other development partners under the PSCAP. 
             
 
5.3  Issues Requiring Dialogue 
 
   The Bank’s dialogue with the Government over the medium term will centre on policy 
areas where Ethiopia’s performance is weak, as revealed in the 2005 CPIA.  The dialogue will be 
conducted jointly with other donors within the framework of existing dialogue mechanisms, 
including the thematic working groups. The priority issues that the Bank would address in its 
dialogue are outlined below:- 
 

• Governance:  The Bank’s dialogue will focus on issues of accountability, enhanced 
civil society participation in the development process, improved access to information, 
and judicial reform.  The dialogue will be conducted on the basis of the GOE’s 
PASDEP Governance Matrix.  

 
• Private and Financial Sector Reforms:  The Bank will focus attention on the 

implementation of the privatization action plan, the removal of remaining barriers to  
business and reduction in the time taken in the enforcement of contracts. With respect 
to the financial sector, the focus of the dialogue will be on; (i) ensuring that the 
supportive legal and regulatory framework for the financial sector is strengthened; (ii) 
increasing the share of private banks in the banking business and opening the financial 
sector to foreign banks.  

 
• Land Reform:   The Bank will focus on the need for further land reforms to remove 

uncertainties over the security of land tenure, allow the use of land as collateral for 
bank loans, and establish a clear judicial framework for protection of property rights     
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• Utilities Supply Tariff Structure: The Bank will continue to dialogue with the 
GOE on power and water tariff reform in order to ensure financial sustainability in 
the provision of utilities and viability of planned investments.   

 
6.   CONCLUSION AND RECOMMENDATIONS 
 
6.1  Conclusion 
 
6.1.1 Since the last CSP, Ethiopia has strengthened its poverty reduction efforts.  Nevertheless,  
Ethiopia continues to face major challenges in attaining the MDGs.  These challenges have been 
made more difficult by Ethiopia’s high vulnerability to exogenous shocks.  However, the GOE 
remains firmly committed to poverty reduction. This CSP has demonstrated that given the 
widespread poverty in Ethiopia and the daunting development challenges, a scaling up of external 
assistance to Ethiopia is imperative.  It is in this context that the Bank has developed its assistance 
strategy for Ethiopia covering the 2006-2009 period.   
 
6.1.2 Consistent with the Paris Declaration on Harmonization, this CSP is aligned with the 
PASDEP and will be implemented in a coordinated manner with other development partners.   
The Bank’s medium-term assistance strategy for Ethiopia will support growth to ensure faster 
progress towards the MDGs. The focus will be on three mutually reinforcing pillars within the 
PASDEP namely; infrastructural development; agricultural transformation; and governance.  The 
Bank recognizes that without major governance reforms the environment for accelerated growth 
would be undermined. Thus, the Bank will work closely with other development partners in 
assisting the Government improve governance. The Bank will also strengthen the dialogue with 
the Government on the growth agenda and further strengthen portfolio management to ensure 
development effectiveness of its assistance to Ethiopia.     
 
6.2  Recommendations 
 
   The Boards of Directors are invited to approve the proposed assistance strategy for 
Ethiopia which focuses on three interrelated pillars: (i) Infrastructure development; (ii) 
Agricultural Transformation and; (iii) Governance. The Boards are also invited to take note of the 
indicative country allocation of UA248.5 million (including UA 127.2 million in grants) as 
determined by the 2005 CPIA.  
 
 



 

 

 
ANNEX 1 

MAP OF ETHIOPIA 
 
 

 
 
 
Disclaimer: This map has been provided by the ADB Group’s staff exclusively for the convenience of the readers of the report. 
The denominations used and the boundaries shown on this map do not imply, on the part of the Bank Group and its affiliates, 
any judgement on the legal status of any territory or any endorsement or acceptance of such boundaries. 
 
 
 



 

 

Annex  II

APPROVED
SOURCE LOAN DISB UNDISB LOAN

YEAR OF DATE AMOUNT AMOUNT AMOUNT PERCENT CLOSING
No APPROVED PROJECT FUNDS SIGNED Million UA Million UA Million UA DISB DATE

AGRICULTURE
1 1975 Southern rangeland Livestock ADF 20.02.1976 4.59 4.59 0.00 0.00 30-Jun-94
2 1977 Amibara Irrigation ADF 18.08.1977 4.25 4.25 0.00 100.00 31-Dec-87
3 1979 Finchaa Sugar Study ADB 16.05.1979 4.85 4.85 0.00 100.00 31-Dec-85
4 1980 Wush Wush Tea ADF 12.12.1980 7.36 7.36 0.00 100.00 31-Dec-95
5 1981 Addis Ababa Fuelwood ADF 25.06.1982 6.62 6.62 0.00 100.00 31-Dec-94
6 1982 Bebeka Coffee Plantation ADB 06.05.1982 10.00 10.00 0.00 100.00 31-Dec-94
7 1982 Agriculture Line of credit ADF 02.08.1983 7.33 7.33 0.00 100.00 30-Jun-90
8 1984 Gelena irrigation TAA 05.11.1984 1.10 1.10 0.00 100.00 11-Jul-95
9 1984 Dairy Rehabilitation & Dev. ADF 28.01.1985 5.01 5.01 0.00 100.00 31-Dec-95

10 1985 Small-scale irrigation ADF 09.05.1985 5.36 5.36 0.00 100.00 31-Dec-95
11 1985 Awash Basin Water Supply TAA 09.05.1985 1.19 1.19 0.00 100.00 30-Jun-94
12 1985 PADEP (Sidamo/Gamo/Gofa) ADF 07.05.1986 5.44 5.44 0.00 100.00 31-Dec-95
13 1986 Tepi Coffee Development ADB 24.04.1987 4.68 4.68 0.00 100.00 31-Dec-98

ADF 24.04.1987 16.05 16.05 0.00 100.00 31-Dec-98
14 1987 Amibara Drainage I ADF 27.08.1987 14.78 14.78 0.00 100.00 31-Dec-97
15 1988 Finchaa Sugar Project ADB 25.04.1989 78.25 78.00 0.25 99.68 31-Dec-99

ADF 14.02.1989 14.46 14.46 0.00 100.00 31-Dec-99
16 1989 South East Rangelands ADF 01.12.1989 18.28 18.28 0.00 100.00 31-Dec-00
17 1989 EVDSA Institutional Building TAF 01.12.1989 2.56 2.56 0.00 100.00 31-Dec-93
18 1989 Wush Wush II ADF 14.02.1990 6.42 6.42 0.00 100.00 30-Jun-99
19 1990 Meat Plan Feasibility Study TAF 21.02.1991 1.02 1.02 0.00 100.00 31-Dec-97
20 1991 Omo-Ghibe Master Plan Study TAF 31.12.1991 5.07 5.07 0.00 100.00 31-Dec-97
21 1991 Birr-Koga Irrigation Study TAF 24.12.1991 2.48 2.48 0.00 100.00 31-Dec-97
22 1992 Amibara Drainage II Study TAF 22.01.1993 0.54 0.36 0.18 66.67 31-Dec-95
23 1997 National fertilizer Project ADF 21.02.1998 36.43 36.43 0.00 100.00 30-Jun-02
24 1998 National Livestock Dev. Project ADF 10.09.1998 27.00 13.57 13.43 67.50 30-Jun-06
25 2000 Pastoral Area Development Study TAF 15.12.2000 0.71 0.53 0.18 74.65 30-Apr-05
26 2001 Koga Irrigation Project ADF 19.07.2001 32.59 7.00 25.59 21.48 31-Dec-06

2001 Koga Irrigation Project TAF 19.07.2001 1.33 0.51 0.82 38.35 31-Dec-06
27 2001 Genale-Dawa Master Plan Study TAF 16.11.2001 3.93 1.70 2.23 43.26 31-Dec-06
28 2003 Rural Finance Intermediation ADF 16.07.2003 27.17 3.61 23.56 13.29 30-Jun-08

2003 Rural Finance Intermediation ADFGrant 16.07.2003 8.00 0.28 7.72 3.50 30-Jun-08
29 2003 Awash River Basin Control  ADF Grant 21.07.2003 1.83 0.40 1.43 21.86 31-Dec-08
30 2003 Livestock Development Master Plan ADF Grant 10.8.2003 2.34 0.00 2.34 0.00 31-Dec-08
31 2003 Agric. Support Programme ADF 5.11.2003 21.24 1.03 20.21 4.85 31-Dec-10

2003 Agric. Support Programme ADFGrant 5.11.2003 17.70 0.46 17.24 2.60 31-Dec-10
32 2004 Fisheries Development Study ADFGrant 8.12.2004 0.92 0.00 0.92 0.00 31-Dec-08

SUB-TOTAL 408.88 292.78 116.10

TRANSPORT
33 1977 Jimma-Chida Road ADF 13.12.1977 6.45 6.45 0.00 100.00 16-Jul-85
34 1980 Rural Roads (Sidam, Bale) ADF 22.06.1980 7.11 7.11 0.00 100.00 30-Jun-85
35 1981 Rural Roads (Gondar and shoa) ADF 30.12.1981 10.94 10.94 0.00 100.00 31-Dec-97
36 1984 Gore-Tepi Road ADF 10.02.1984 15.69 15.69 0.00 100.00 31-Dec-94
37 1989 Assab Port Development ADF 29.05.1989 8.58 8.58 0.00 100.00 31-Dec-94

ETHIOPIA: LIST OF BANK GROUP OPERATIONS

As at 31 May 2006



 

 

PUBLIC UTILITIES
47 1975 Addis Ababa Sewerage I ADF 16.01.1976 4.60 4.60 0.00 100.00 31-Dec-79 Completed
48 1979 Rural Electricity ADB 16.05.1979 1.50 1.50 0.00 100.00 30-Jun-84 Completed

NTF 16.05.1979 5.00 5.00 0.00 100.00 30-Jun-84 Completed
49 1979 Assab Water Supply ADF 27.02.1980 6.13 6.13 0.00 100.00 31-Dec-90 Completed
50 1986 Power transmission Lines ADB 24.04.1987 9.37 9.37 0.00 0.00 30-Jun-98 Completed

ADF 24.04.1987 24.90 24.90 0.00 100.00 30-Jun-98 Completed
51 1979 Addis Ababa Sewerage II ADF 16.05.1979 6.63 6.63 0.00 100.00 30-Jun-94 Completed
52 1982 Six Centers Water Supply ADF 02.03.1983 13.58 13.58 0.00 100.00 31-Dec-97 Completed
53 1983 Eight Centers Water Supply ADF 04.05.1984 11.60 11.60 0.00 100.00 31-Dec-97 Completed
54 1984 Telecommunications I ADB 05.11.1984 24.01 24.01 0.00 100.00 31-Dec-95 Completed
55 1985 Chemoga-Yeda Hydro Study TAA 07.05.1986 0.55 0.55 0.00 100.00 30-Jun-94 Completed
56 1989 Five towns Water Supply TAF 29.05.1989 1.44 1.44 0.00 100.00 31-Dec-95 Completed
57 1989 Addis Ababa Master Plan TAF 01.12.1989 1.09 1.09 0.00 100.00 30-Apr-97 Completed
58 1990 Aleltu Hydro Feasibility Study TAF 21.02.1991 1.58 1.58 0.00 100.00 30-Jun-98 Completed
59 1991 12 Towns Water Supply Study TAF 19.03.1992 1.79 1.79 0.00 100.00 31-Dec-97 Completed
60 1992 Addis Ababa Water III Study TAF 12.05.1993 2.39 2.39 0.00 100.00 31-Dec-99 Terminated

ADF 12.05.1993 3.05 3.05 0.00 100.00 31-Dec-99 Terminated
61 1992 Telecommunications II ADB 14.04.1993 23.79 23.79 0.00 100.00 30-Jun-02 Completed

ADF 14.04.1993 3.44 3.44 0.00 100.00 30-Dec-02 Completed
62 1992 Nothern Ethiopian Power trans. ADF 14.04.1993 20.11 20.11 0.00 100.00 31-Dec-98 Completed

TAF 14.04.1993 26.72 26.72 0.00 100.00 31-Dec-98 Completed
63 1993 Hydro-Power feasibility Study ADF 06.09.1994 2.35 2.35 0.00 100.00 30-Jun-01 Completed
64 2001 Rural Electrification Project ADF 14-03-2002 37.67 13.60 24.07 36.10 31-Dec-05 On-Going
65 2002 Harar Water & Sanitation ADF 08.11.2002 19.89 1.20 18.69 6.03 31-Dec-08 On-Going

2002 Harar Water & Sanitation ADF Grant 08.11.2002 1.12 0.00 1.12 0.00 31-Dec-08 On-Going
66 2005 Rural Water  Supply & Sanit ADF Grant 25.02.06 43.60 0.00 43.60 0.00 31-Dec-11 On-Going

SUB TOTAL 297.90 210.42 87.48

SOCIAL SECTOR
67 1983 Primary Teachers & Sec. Education ADF 13.06.1983 14.98 14.98 0.00 100.00 31-Dec-95 Completed
68 1992 Basic Educ., Tech. & Voc. Training ADF 22.01.1993 4.53 4.53 0.00 100.00 31-Dec-99 Completed
69 1998 Education III ADF 19-09-1998 32.00 14.88 17.12 46.50 31-Dec-04 On-Going

TAF 19-09-1998 0.30 0.00 0.30 0.00 31-Dec-04 On-Going
70 1998 Primary Health Care ADF 26.11-1998 29.67 11.08 18.59 37.34 31-Dec-04 On-Going

SUB TOTAL 81.48 45.47 36.01

INDUSTRY 
71 1987 Legal Dembi Gold Project ADB 19.11.1987 16.55 16.55 0.00 100.00 31-Dec-95 Completed
72 1989 Lega dembi Gold Study TAF 30.01.1990 2.02 2.02 0.00 100.00 31-Dec-99 Completed
73 1993 Biklai Phosphate Study TAF 26.01.1994 2.60 1.22 1.38 46.92 31-Dec-01 Completed

SUB TOTAL 21.17 19.79 1.38

MULTI-SECTOR
74 1992 ERRP ADF 14.05.1992 86.62 86.62 0.00 100.00 31-Dec-97 Completed
75 1993 SAL I ADF 09.07.1993 63.54 63.54 0.00 100.00 30-Jun-96 Completed
76 2000 Privatisation Technical Assistance TAF 15-03-2001 3.00 1.91 1.09 63.67 31-Dec-05 On-Going
77 2001 SAL II ADF 16-1-2001 60.00 60.00 0.00 100.00 30-Jun-04 Completed
78 2001 Capacity Building for MoFED TAF 15-01-2002 0.52 0.28 0.24 53.85 31-Dec-05 On-Going
79 2004 Support for Women Affairs Office ADF Grant 12.05.2004 1.05 0.26 0.79 24.76 31-Dec-07 On-Going
80 2004 PRSL ADF 12.01.2005 60.00 60.00 0.00 100.00 31-Dec-05 Completed

SUB TOTAL 274.73 272.61 2.12

GRANT TOTAL  1286.73 1022.45 264.28 79.46



 

 

ANNEX III 
2006-2009 CSP RESULTS FRAMEWORK 

Expected Results 
Bank Group Strategy/Activity Country 

Issues/Obstacles 
RMC Development Goals 

PASDEP  CSP 
Ongoing Proposed 

Other Donors 
MDGs 

CSP Outcomes to be 
influenced by the 

Bank 

PASDEP  Results to 
which the CSP will 

contribute  
  

Pillar 1:      Infrastructure Development for Growth Acceleration   

Weak road 
infrastructure impedes 

growth by raising 
transaction costs, 
limiting access to 

markets, and eroding 
competitiveness.   

To improve efficiency and 
capacity of the road transport 
system to support social and 

economic development. 
PASDEP priorities include:   
upgrading, construction and 
maintenance of roads linking 

high agricultural potential areas 
to markets.       

Improve major  link/ 
corridor  roads to  
enhance market 

connectivity, reduce 
transport costs, and 
improve access to 

basic social services 
for the poor 

Related Projects:  
Transport:  

Wachi Maji Road 
Rehabilitation Project 

 
Butajira- Hossaina-

Sodo Road 
 

Sectoral Policy 
Dialogue through 

Road Sector Working 
Group   

Jimma-Mizan Road 
Upgrading Project 

(213 km) under ADF 
X   
 
 
 

Continued dialogue to 
ensure adequate road 

maintenance 
financing.   

Major donors 
supporting the 

PASDEP programme 
include World Bank 

EU, U.K, OPEC, 
BADEA,  

Japan, Ireland, 
Norway and Saudi 
Development Fund  

   
  

Goals 1 ( Eradicate  
extreme poverty and 

hunger) 
Contributes to other  

MDGs     

Improved access to all 
weather motorable 
roads by upgrading 

the conditions of 
major link roads  

Increase in road 
density from 

33.6km/1000km2 to    
 54.1 km/1000km2 by 

2009/10  
Increase proportion of 
roads in good and fair 
condition from 64 to 

84 % by 2009/10 

Currently, less than 5 
% of hydro potential is 
exploited. Low access 

to electricity (16 %) 
limits opportunities for 

rural diversification 
and urban growth. 

Erratic supply affects  
business 

competitiveness.     

To expand access to electricity 
for underserved rural population 
through UEAP and expansion of 

hydro generation  capacity  

Improve access to 
electricity by 

supporting rural 
electrification and 
expanding hydro 

generation capacity  
 

Related Projects 
Power 

Rural Electrification 
Project  I 

 
On-going Policy 

dialogue on tariff and 
institutional  reform 

Rural Electrification II 
Project   

 
Halele Werabesa 

Hydro Power Project   

Donors in the power 
sector include World 

Bank,   
EIB and Italy 

  
 

All MDGs Extension of grid to   
underserved areas.     
Expansion in hydro 
power generation 

capacity 
Progress in sector 

reform, including tariff 
reform, and 

commercialization of 
EEPCO 

Access to electric 
power  extended from 

16 to 50 % by 
expanding low 

medium and high 
voltage lines and 

extension of grid from 
7,927 to 12,201 killio 

metere 
 

Low access to clean 
water and low 

sanitation coverage 
impedes productivity, 

growth and well being. 
Low coverage of clean 

potable water and 
sanitation is a major 
cause of water borne 
diseases in Ethiopia    

       

Expand access to water and  
coverage of sanitation to 

achieve  MDGs with women and 
children as main beneficiaries 

Improve access to 
potable water within 

easy reach and 
expand sanitation 

coverage.  

Related Projects 
Water 

Harar Water Supply 
Project 

Rural Water Supply & 
Sanitation 

Programme  (already 
approved) 

 
Urban Water and 

Sanitation 
Programme  (ADF XI) 

World Bank EU, 
Netherlands, 

UNICEF, UNDP, 
DFID, AFD & 

FINNIDA  

Target 10. Halve by 
2015 the proportion 
of people without 
access to drinking 

water and sanitation. 
All  health related  
MDGs depend on 
improved water 

supply and sanitation 

Access rates to water 
and coverage of 

sanitation increased 
through rehabilitation 
and construction of 
water supply and 

sanitation schemes 
 

Enhanced capacity of 
woredas, communities 
and urban authorities 

for water service 
delivery 

Increase in potable 
rural water access 
rates increase from 
36 % to 77.5 % by 
2009/10. National 

water supply 
coverage rise from 

42.2 % to 84.5 % by 
2009/10. Coverage    

of sanitation increase 
from 17 % to 80 % for 

rural areas.  
   



 

 

ANNEX III 
2006-09 CSP RESULTS  FRAMEWORK  

Expected Results 
Bank Group Strategy/Activity Country 

Issues/Obstacles 
RMC Development Goals 

PASDEP  CSP 
Ongoing Proposed 

Other Donors 
MDGs 

CSP Outcomes to be 
influenced by the 

Bank   

PASDEP results to 
which the CSP will 

contribute 
Pillar II:       Agricultural Transformation for  Growth Acceleration  

 Low productivity, poor 
rural infrastructure,  

(including irrigation), 
limited 

commercialization, 
over reliance on 

rainfed agriculture, 
water stress, 

environmental 
degradation, high 

incidence of animal 
diseases,  weak land 

tenure system    

To accelerate the 
transformation from subsistence 

to a more market oriented 
agriculture while continuing 
support to pro-poor basic 

agriculture geared towards 
security and sustainable rural 

livelihoods  

 Promote  small scale 
irrigation and 

livestock 
development   to 

support 
commercialization, 
food security and 

domestic and export 
market expansion   

Related Projects:  
Agric. Sector Support 
Programme ,  Koga 
Irrigation & National 

Livestock 
Development  

 
 
 

Sectoral Policy 
Dialogue through the 
 Rural Development 

Working Group    

Support to small scale 
irrigation and 

livestock development 
to be complemented 

by infrastructure 
development 

(including rural water, 
power and roads).     

 
Strengthen dialogue 

on rural growth 
including improved 
land policies and 

further liberalization of 
input and output 

markets.  
 

 Strengthen analytic 
work   

Major donors include 
World Bank, IFAD, 
FAO, USAID, Italy  

 
 
 
 
 
 

Same as above  

Goals 1 ( Eradicate  
extreme poverty and 

hunger) 
 
 
 
 
 
     

 Increased crop 
production and 

diversification through 
expanded irrigation 
facilities and water 

harvesting.    
  

Improved quality of 
animals and increased 
meat production and 

livestock exports    
  

Increase in number of 
private traders 

involved in marketing  
  

Increased agricultural 
productivity, 

diversification to 
higher value crops, 

greater     
commercialization 

and enhanced food 
security   

 Pillar III:   Governance   
 

Weak accountability in 
basic service delivery 

at local level, and 
limited citizen and civil 
society participation     

 

 
To improve transparency and 

accountability of public 
institution and  empower sub-
national levels of government 

and citizens  

 
Promote good 

governance focusing 
on local accountability 

mechanisms. 

 
  

 
Good Governance 
Programme/PBS  

 
Governance policy 

dialogue around the 
PASDEP Matrix    

 
World Bank PSCAP 

and PBS. Other 
donors include CIDA, 

SIDA, EU, UNDP  
DFID, DCI and 

France  

 
All MDGs 

 
Improved expenditure 

reporting, judiciary 
controls, and 

procurement at the 
regional and woreda 

level.   

Accountability and 
transparency in local 

service delivery 
strengthened through 
improved expenditure 
reporting and results 

monitoring. Enhanced 
  participation of 
citizens and civil 

society in 
development process 

at all levels.     
 



 

 

Annex IV 
 

ETHIOPIA: COMPARATIVE SOCIO-ECONOMIC INDICATORS 
 

Year Ethiopia Africa
Develo-

ping
Countries

Develo-
ped

Countries
Basic Indicators  
Area ( '000 Km²) 1 104 30 307 80 976 54 658
Total Population (millions) 2005 77.4 904.8 5 253.5 1 211.3
Urban Population (% of Total) 2005 15.5 38.9  43.1  78.0
Population Density (per Km²) 2005 70.1 29.9  60.6  22.9
GNI per Capita (US $) 2004  110  811 1 154 26 214
Labor Force Participation - Total (%) 2003 43.7 43.4 45.6 54.6
Labor Force Participation - Female (%) 2003 42.0 41.1 39.7 44.9
Gender -Related Development Index Value 2003 0.355 0.460 0.694 0.911
Human Develop. Index (Rank among 174 countries) 2005 170 n.a. n.a. n.a.
Popul. Living Below $ 1 a  Day (% of Population) 2000 44.2 45.0 32.0 20.0

Demographic Indicators
Population Growth Rate   - Total (%) 2005 2.4 2.1 1.4 0.3
Population Growth Rate   - Urban (%) 2005 3.8 3.4 2.6 0.5
Population < 15 years  (%) 2005 44.5 41.5 32.4 18.0
Population >= 65 years  (%) 2005 2.9 3.4 5.5 15.3
Dependency Ratio (%) 2005 90.3 81.4 57.8 47.8
Sex Ratio (per 100 female) 2005 99.0 99.8 102.7 94.2
Female Population 15-49 years (% of total population) 2005 25.6 26.7 27.1 25.0
Life Expectancy at Birth - Total (years) 2005 48.1 51.2 64.1 76.0
Life Expectancy at Birth - Female (years) 2005 49.1 52.0 65.9 79.7
Crude Birth Rate (per 1,000) 2005 39.8 36.8 22.8 11.0
Crude Death Rate (per 1,000) 2005 15.8 15.0 8.7 10.4
Infant Mortality Rate (per 1,000) 2005 94.3 83.6 59.4 7.5
Child Mortality Rate (per 1,000) 2005 162.9 139.6 89.3 9.4
Total Fertility Rate (per woman) 2005 5.6 4.8 2.8 1.6
Maternal Mortality Rate (per 100,000) 2005  871 622.9  440  13
Women Using Contraception (%) 2000 8.1 26.6 59.0 74.0

Health & Nutrition Indicators
Physicians (per 100,000 people) 2002 2.7 38.2 78.0 287.0
Nurses (per 100,000 people) 2002 19.7 110.7 98.0 782.0
Births attended by Trained Health Personnel (%) 2002 9.7 43.7 56.0 99.0
Access to Safe Water (% of Population) 2005 42.2 64.5 78.0 100.0
Access to Health Services (% of Population)* 2000 55.0 61.7 80.0 100.0
Access to Sanitation (% of Population) 2002 6.0 42.4 52.0 100.0
Percent. of Adults (aged 15-49) Living with HIV/AIDS 2003 4.7 6.4 1.3 0.3
Incidence of Tuberculosis (per 100,000) 2003 507.0 406.4 144.0 11.0
Child Immunization Against Tuberculosis (%) 2004 82.0 78.2 82.0 93.0
Child Immunization Against Measles (%) 2004 71.0 68.8 73.0 90.0
Underweight Children (% of children under 5 years) 2005 47.0 39.0 31.0 …
Daily Calorie Supply per Capita 2003 1 858 2 439 2 675 3 285
Public Expenditure on Health (as % of GDP) 2002 2.6 2.7 1.8 6.3

Education Indicators
 Gross Enrolment Ratio (%)
      Primary School       -   Total 2004/05 79.0 96.7 91.0 102.3
      Primary School       -   Female 2003/04 61.0 89.3 105.0 102.0
      Secondary School  -   Total 2002/03 20.0 43.1 88.0 99.5
      Secondary School  -   Female 2002/03 14.0 34.6 45.8 100.8
Primary School Female Teaching Staff (% of Total) 2003/04 34.0 44.1 51.0 82.0
Adult Illiteracy Rate - Total (%) 2005 62.1 35.0 26.6 1.2
Adult Illiteracy Rate - Male (%) 2005 47.7 26.9 19.0 0.8
Adult Illiteracy Rate - Female (%) 2005 62.0 42.9 34.2 1.6
Percentage of GDP Spent on Education 2000 4.8 4.7 3.9 5.9

Environmental  Indicators
Land Use (Arable Land as % of Total Land Area) 2005 10.0 6.0 9.9 11.6
Annual Rate of Deforestation (%) 2000 0.84 0.70 0.40 -0.20
Annual Rate of Reforestation (%) 2000 10.0 10.9 … …
Per Capita CO2 Emissions (metric tons) 2005 0.09 1.0 1.9 12.3

Source :  ADB Statistics Division databases; UNAIDS; World Bank Live Database and United Nations Population Division; Country Reports
Notes:            n.a.     Not  Applicable ;  …  Data Not Available. * : latest data available within 1995-2000
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Annex V 
 

The Impact of the Recent Oil Price Shock On Ethiopia 
 
Ethiopia is a net oil importer, but the share of oil in imports is higher than in comparator 
countries. Thus, Ethiopia is amongst the net oil importing Sub-Saharan African countries 
most adversely affected by the recent oil price shock. To put this into perspective, in 2004/05, 
the oil import bill increased to US $ 601 million from US $ 370 million, an increase of almost 
62 percent.     
 
As a result of the oil price shock, the share of oil imports in Ethiopia’s GDP and total import 
value is expected to reach 11 percent and 23 percent respectively at the end of the 2005/06 
fiscal year.  The escalation in the oil import bill is one of the major factors that has caused a 
deterioration in Ethiopia’s balance of payment position.  
 
The GOE fixes the retail price of petroleum products, subject to periodic adjustments. The 
world petroleum price has been steadily increasing from 2003, after a period of relative price 
stability. However, the increase in fuel pump prices in Ethiopia has not kept pace with the 
rising trend in petroleum import prices. This means that households have been protected to 
some extent from the oil price shock. The increases in nominal expenditures due to the direct 
and indirect effects of the retail price increases in 2004 have been estimated to be equivalent, 
on average, to 3.9% of total household expenditure (11% of non-food expenditure 
 
The Government has been covering the differential from the Fuel Stabilization Fund (FSF). 
Because of the steady rise in oil import price, the FSF was exhausted in 2005. The Ethiopian 
Petroleum Enterprise, the state owned fuel importer, has resorted to borrowing from the 
Commercial Bank of Ethiopia (CBE) to meet the differential between rising fuel import prices 
and pump fuel prices.  In so doing, the EPE had accumulated a debt of US $ 78 million to the 
CBE which represents a fiscal risk as this is a contingency liability to the Government.  The 
GOE recognizes that continued subsidization of fuel in the context of limited budgetary 
resources is not fiscally sustainable. 
 
Interestingly, a recent study led by the World Bank on the impact of the oil price shock in 
Ethiopia concluded that a large proportion of the petroleum product subsidies benefits 
(especially kerosene) accrue to people in higher income categories in urban areas by virtue of 
their relatively large fuel consumption. This suggests that fuel subsidies in Ethiopia may not 
constitute a pro-poor policy.  The Government has started adjusting the price of fuel upwards 
to ensure fiscal and monetary stability.       
 
 



 

 

 
INDICATION OF EXISTING DONOR INTERVENTION IN ETHIOPIA           Annex VI 

 
   

Areas of  Intervention  

Growth Human Development Governance  Vulnerability/ 
Other crossing Issues 

Donor Rural Dev. & Natural 
Resource 
Management 

PSD/Financial 
Sector  Power Roads Water 

& Sanitation Social sector  Decentralization/Justice/Empo
werment/public sector HIV 

AfDB Irrigation, rural 
finance/natural 
resource 
management 

Privatization Rural electrification Corridor roads Rural water supply  Rural health services and 
primary education 

  

 World Bank Pastoral/Natural 
Resource 
Management 

Private 
sector/financial 
sector capacity 
building/urban 
development 

 Rural Electrification Corridor roads  Rural & Urban Water 
Supply 

HSDP and ESDP 
Malaria   

 Local government 
accountability in service 
delivery/civil service/ICT 
reform/justice (PBS and 
PSCAP) and Urban 
Development 

HIV/ Social safety nets/gender 

EU Natural Resource 
Management 

Private sector/SME Hydro Power 
Generation (EIB) 

Corridor and 
Regional Roads ( 
through sector 
budget support) 

Rural Water Supply - Decentralization/civil service 
reform (PSCAP) 

Social Safety Nets 

USAID  Pastoral Dev & Agric 
Marketing.  

Private 
sector/financial 
sector 

 Rural roads   Decentralization  and 
democratization 

Food security 

DFID - Private sector Dev  Rural roads  Basic social service 
delivery 

Public sector reform/local govt 
accountability 

HIV/AIDS/Gender/Environment  

Canada Natural Resource 
Management & Food 
Security 

Private sector    Basic social  service 
delivery 

Local govt 
accountability/parliament/capac
ity building, judicial reform 

Gender, Environment & Food 
Security 

Italy Agric Private sector     Health   
Japan  Agric. Private sector  Corridor roads X Health and education   
Germany X Privatization/urban 

development 
 X    Environment 

Ireland 
Development 
Cooperation 

 Micro-finance  Rural Roads X X Decentralization, civil society 
empowerment and 
democratization 

Productive Safety Nets  and 
gender 

Sweden   Private sector 
capacity building 

   HSDP and ESDP Public sector reform/capacity 
building/democratization 

Gender 

Netherlands     Rural Water Supply HSDP and ESDP   
Norway   X    Democratization/empowerment Environment 



 

 

France     Water Supply  Justice Reform  
UN  Natural Resource 

Management 
Capacity building to 
private sector 
(UNDP)  

  Rural Water Supply 
(UNICEF)  

Education (UNICEF) WHO 
(Health)   

Democratization & Justice 
System (UNDP)  

Population/Reproductive 
Health (UNFPA)  

 
 Areas of Intervention and Coordination 
 
The above table has not captured all the existing donor activities in Ethiopia because of data limitation on donor flows.  However, it gives a broad indication of areas where 
donors are actively involved and complementarity with the Bank’s areas of intervention.      
 

• Multilateral financial institutions are dominant in infrastructure sectors. The three largest donors in roads are World Bank, EU and the Bank. Road interventions are 
coordinated within the framework of the RSDP. EU’s on-going support to roads is in form of sector budget support. The Bank and World Bank collaborate closely in 
infrastructure, notably water and sanitation, power and roads.  

• Bilaterals have a strong focus on human development and cross-cutting issues such as governance, population and HIV/AIDS.   Bilaterals, the EU as well as UNDP are 
active in promoting democratization and enhancing civil society voice. Some of the development programmes financed by bilaterals are area based. 

• Donor assistance to Ethiopia is increasingly being provided through joint and harmonized frameworks and budget support.  For example, support to public sector 
capacity building is through the PSCAP, which is in form of a SWAP.          

 
Status of Donor Country Strategy & Programming Documents 
 

• The World Bank had originally planned to prepare the new results-based Country Assistance Strategy (CAS) for FY 06-FY 08,  but this has been deferred in order to 
allow time for the Government and stakeholders to reach  consensus on a strengthened governance agenda.  Instead the World Bank has prepared an Interim CAS 
covering a period of 18 months.  The Interim CAS was approved by the World Bank Board on 25th May 2006.    The main focus of the Interim CAS is on 
governance, but it also provides for a continuation of efforts to promote long term growth by building infrastructure (power, roads and water and sanitation) and 
managing vulnerabilities and improving the provision of basic services.             

• Ireland Development Cooperation has just completed its 2005-2007 CSP.  
• EU is preparing its new Country Strategy Paper for approval by June 2006 
• DFID is finalizing its new Country Strategy Paper. Likely to focus on agriculture and food security. DFID has indicated that it might also intervene in population and 

environment, as not many donors are involved in these areas.        
 
 



 

 

 
ANNEX  VII 

ETHIOPIA 
SELECTED MACRO ECONOMIC AND FINANCIAL INDICATORS  

 
 
Indicator 

 
2002/03 

 

 
2003/04 

 

 
2004/05 

 

 
2005/06 

Proj. 

 
2006/07 

Proj. 

 
2007/08 

Proj. 
GDP current market prices 
(million Birr) 
 
Real GDP Growth Rate (%) 
 
Consumer Price (period average)  
 
Gross Domestic Saving/GDP (%) 
 
Gross Domestic Invest/GDP (%) 
 
Resource Gap (%) 
 
Domestic Revenue/GDP (%) 
 
Expenditure & Net Lending (%) 2/  
 
Fiscal Balance/GDP (%) 
  -excluding Grant (cash basis)  
  -including Grants (cash basis) 
 
Domestic Financing/GDP (%) 
 
Broad Money (% Change) 
 
Exports f.o.b (% change)  
 
Imports c.i.f (% Change) 
 
Ext. Current Account Balance/GDP 
(%) incl. official transfers 
Ext Current Account Balance/GDP 
(%) exc. Official transfers 
 
Domestic Debt/GDP (%) 
 
NPV of external debt-to-exports ratio 
(% of GDP) 3/  
 
Gross Official Reserves (in months of 
imports of goods and non-factor 
services)   
 
  
 

 
68,144 

 
-3.3 

 
15.1 

 
7.5 

 
22.7 

 
-15.2 

 
16.4 

 
29.1 

 
 

-14.8 
-8.1 

 
2.4 

 
10.9 

 
6.7 

 
9.5 

 
 

-2.2 
-9.8 

 
 

39.0 
 

150.0 
 
 

3.5 
 
 
 
 

 
83,892 

 
11.1 

 
8.6 

 
4.1 

 
21.3 

 
-17.2 

 
16.6 

 
24.1 

 
 

-10.2 
-5.5 

 
2.6 

 
14.7 

 
24.4 

 
39.3 

 
 

-5.1 
-10.9 

 
 

35.0 
 

126.2 
 
 

3.7 
 
 
 

 
96,676 

 
8.8 

 
6.8 

 
3.6 

 
26.3 

 
-22.7 

 
16.0 

 
25.4 

 
 

-10.7 
-6.1 

 
3.5 

 
19.6 

 
36.2 

 
40.4 

 
 

-9.1 
-15.8 

 
 

34.8 
 

107.8 
 
 

3.9 
 
 
 
 

 
113,611 

 
5.2 

 
10.8 

 
7.6 

 
28.1 

 
-20.4 

 
18.1 

 
28.4 

 
 

-10.7 
-6.1 

 
4.0 

 
19.5 

 
27.7 

 
11.4 

 
 

-7.5 
-13.1 

 
 

32.7 
 

102.2 
 
 

3.0 
 
 
 
 

 
126,769 

 
5.4 

 
6.0 

 
8.2 

27.3 
 

-19.1 
 

16.8 
 

27.4 
 
 

-11.1 
-5.8 

 
3.5 

 
16.3 

 
9.1 

 
4.1 

 
 

-4.3 
-10.8 

 
 

32.8 
 

105.1 
 
 

3.1 
 
 
 
 
 

 
141,405 

 
5.5 

 
6.0 

 
8.6 

 
27.2 

 
-18.7 

 
16.5 

 
27.0 

 
 

-10.5 
-5.1 

 
3.3 

 
14.1 

 
6.5 

 
7.7 

 
 

-2.9 
-10.2 

 
 

32.7 
 

108.8 
 
 

3.0 
 
 
 

 
Sources: Ethiopian authorities and Fund Staff estimates (see IMF Staff Report for the 2005 Article IV consultation)  

1. Data pertains to the July 8-July 7 Fiscal Year 
2. Excluding Special Programmes 
3. NPV of external debt-to-exports ratios are after enhanced HIPC debt relief, additional bilateral debt relief and topping up of HIPC 

Initiative based on the DSA for the HIPC Initiative completion point in April 2004  



 

 

 
Annex VIII 

Ethiopia  
 National Accounts 

(Figures in millions of birr at 1999/2000 prices) 
 

Sector 2000/01 2001/02 2002/03 2003/04 2004/05 
Agriculture & Allied 
activities 

32,650 31,892 28,179 33,171 37,187 

Industry 7,817 8,213 8,665 9,254 9,865 
Manufacturing 3,600 3,535 3,561 3,752 3,939 
Mining & Quarrying  288 326 350  378  408 
Electricity and Water 1,379 1,512 1,577 1,688 1,789 
Construction 2,550 2,839 3,176 3,437 3,729 

Services 25,122 25,247 26,087 27,605 29,212 
  Trade & Related Services 7,547 7,608 7,694 8,194 8,686 

Hotels & Restaurants  
Transportation & 
Communications 

1,322 
3,101 

1,333 
3,210 

1,348 
3,470 

1,436 
3,713 

1,522 
3,973 

Banking & Insurance 1,237 1,232 1,291 1,368 1,457 
Real Estate & Ownership  4,461 4,637 4,815 5,012 5,213 
Public Administration & 

Defence 
3,809 3,301 3,268 3,333 3,433 

Education  1,642 1,766 1,966 2,182 2,422 
Health    639    729    734  793   857 

Domestic and others  1,186 1,247 1,310 1,375 1,444 
Private households with 

employed persons 
176 183 191 198 206 

Total GDP at 1999/2000 
factor costs of Which 

64,948 64,749 62,299 69,345 75,522 

Non-Agriculture  32,939 33,459 34,751 36,859 39,078 
      

 
     Sectoral Share of GDP in percentage  
 
 

Agriculture and Allied 
Activities   

50.0 49.0 45.0 48.0 49.0 

Industry  12.0 13.0 14.0 13.0 13.0 
Services 38.0 38.0 41.0 39.0 38.0 
Total  100.0 100.0 100.0 100.0 100.0 
      

 
Source: Ministry of Finance and Economic Development 
 
 
 
 
 
 
 
 
 
 



 

 

 
 
 

ANNEX IX 
ETHIOPIA 

Summary of Government Finances 
(Amounts in million Birr)  

  
 2002/03 

Act 
2003/04 

Act 
2004/05 

Act 
2005/06 
Budget  

2006/07 
Projection 

Total Revenue and Grants 15,702 17,918 20,031 28,633 27,980 
Tax Revenue 8,244 10,906 12,265 15,692 16,955 
Non Tax Revenue 2,906  3,010 3,202 5,902 4,334 
External Aid Inflows: Grants 4,553  4,001 4,565 7,039 6,691 
Total Expenditure & Net Lending 19,840 20,232 24,551 34,699 34,789 
Recurrent Expenditure 13,529 11,961 13,036 16,000 17,690 
    Defence Expenditure   2,341 2,452 2,920 3,000 3,000 
     Poverty targeted Expenditure   3,672  4,045 4,839 6,153 6,980 
     Interest Payments  1,219  1,080 1,011 1,385 1,674 
     Emergency Assistance 2,890    699 721 586 586 
    Others 3,406  3,685 3,545 4,876 5,451 
Capital Expenditure 6,313 8,271 11,515 18,698 17,099 
Of which poverty targeted 4,921 6,130 9,175 13,148 14,578 
Special Programmes  655    272   224 - 362 
Overall Balance including grants -5,526 -4,572 -5,789 -6,066 -7,323 
Overall Balance excluding grants -10,079 -8,573 -10,354 -13,105 -11,145 
Financing  
External  
Gross Borrowing 
HIPC Debt Relief  
Total  Net  Domestic Financing 

5,526 
3,865 
3,608 
531 

1,661 
 

4,572 
2,400 
2,555 
678 

2,172 

  5,789 
  2,384 
   2,507 
     728 
    3,405 

 

  6,066 
  2,065 
  2,030 
1,015 
4,001 

7,323 
2,886 
2,829 
1,128 
4,437 

 
Poverty Reduction Spending   as a 
percentage of GDP) 

12.6 12.1  14.5 17.0 17.0 

      
 

Sources:  Ministry of Finance & Economic Development and IMF Staff Estimates and Projections (See IMF Staff 
Report for the 2005 Article IV Consultation) 

 



 

 

Annex X 
ETHIOPIA 

Balance of Payments Projections  
(In millions of U.S Dollars, unless otherwise indicated) 

 
 2002/03 2003/04 2004/05 2005/06 

Proj. 
2006/07 

Proj. 
      
Trade Balance -1,374 -1,986 -2,815 -3,003 -3,075 
Exports of Goods    483    600 818 1,044   1,139 
Imports of Goods 1,856 2,587 3,633 4,047   4,215 
Non factor Services (net)    167    314   277   392     507 
Net Income    -66    -64  -36  -17    -11 
Private transfers (Net)    495    671   811   952 1,125 
Current Account Balance 
excluding official transfers 

-778 -1,065 -1,763 -1,676 -1,454 

Official transfers (net) 600    567    750  722 879 
Current Account (including official 
transfers\  

-178 -499 -1,031 -955 -575 

Capital account balance (including 
errors and omissions) 
Foreign Direct Investment 
Other Investment (net)  
Official long-term loans 
Errors and omissions  

454 
 

14 
349 
360 
45 

725 
 

20 
439 
407 

0 

    912 
 

     50 
     464 
      409 
       0 

598 
 

70 
369 
428 
0 

705 
 

 70 
199 
525 

0 
Overall Balance 
 

275 227 -101 -357 130 

Financing  
 

-275 -227 101 357 130 

Central Bank (net increase  
   

-236 -334 -544 290 -130 

Reserves (increase -) 
 

-266 -420 -205 291 -130 

Liabilities increase  
Fund Credit (net) 
Commercial bank increase (net 
increase) 
Changes in arrears 
Debt Relief (Paris Club II and III) 

30 
 

-108 
 
 

183 

86 
 

25 
 
 

25 

151 
 

71 
 
 
- 

-1 
 

67 
 
 
- 

-11 
 

9 
 
 
- 

Debt Relief (Paris Club II and III)  183 25    
      
Financing Gap 
Exceptional financing  
Traditional debt Relief 
HIPC relief 

0 
- 
- 

254 
146 
27 

208 
208 
0- 

206 
204 
23 

251 
251 

0 

Residual Gap 0 0 0 0 0 
Gross Official Reserves ( in 
months of imports of goods and 
non-factor services) 

3.5 3.7 3.9 3.0 3.1 

MDRI (IMF) - - - 114 - 
 

                 Source :  Ethiopian authorities and IMF staff estimates and projections 
 



 

 

Annex XI 
 
    Sectoral MDG Costs  
   (in millions of constant 2005 US dollars)   
    
 

 
 Sector 

Total 
sectoral costs 

 

Sect oral 
share in total 

cost  
(%) 

Upper Bound  Lower Bound  

Education 16,274 16.1 9,583 6,650 
Health Services 11,501 11.3 8,374 8,374 
HIV/AIDS 8,097 8.0 6,000 2,224 
Water and sanitation 7,070 7.7 4,468 4,468 
Food security 1,691 1.7 1,691 

 1,691 
Agric & Rural  Dev. 6,838 6.7 5,129 4,914 
Urban dev 6,298 6.2 4,145 3,972 
Population 226 0.2 158 158 
Gender  111 0.1 76 76 
Private sector Dev. 3,555 3.5 2,702 2,589 
Roads 27,540 27.2 23,018 15,664 
Irri/hydro/water  6,378 6.3 5,549 3,776 
Telecom 3,339 3.3 3,005 2,045 
Power 600 0.6 568 387 
Rail Way 1,841 1.8 1,657 1,128 
Grand Total  
(Million USD) 101,361 100.0  76,123 58,116 

 
 Source:  Ethiopia MDG Synthesis Report, December 2005 
 

Notes:  Amounts include treasury and donor financed components only. The lower 
bound scenario incorporates cross-cutting efficiency savings that reduce total costs 
by over 20 percent   



 

 

Ethiopia Millenium Development Goals:  Progress and Prospects:  Annex XII 
 

Millennium Development Goals-2005 

Goal/Targets   Selected Indicators 2000 Level  Current 
Level 
(2005) 

Target 
(Value)   

Probability of attaining the target  

Goal 1 Eradicate  Extreme 
Poverty and Hunger 

     

Target 1 Halve between 1990 
and 2015 the proportion of 
people living in extreme 
poverty 

Proportion of people 
living below poverty 
line (%) 

44  36 22 Possible with sustained high 
growth. Required minimum 
growth is 7 % 

Target 2: Halve between 1990 
and 2015 the proportion of 
people who suffer from 
hunger 

Prevalence of under 
weight children under 
five (%)    

37 34 25 Unlikely, requires major 
improvement in food security and 
strong nutrition programmes 
targeted at vulnerable households.  

Goal 2-Achieve Universal 
Primary Education  

     

Gross primary school 
enrolment  

Gross primary 
enrolment ratios  

61.1 % 79 % 100% On track and could be achieved 
even before 2015  

Goal 3- Promote Gender 
Equality and Empower 
women 

     

Target 4: Eliminate gender 
disparity in primary and 
secondary education 
preferably by 2015 and in all 
levels  of education not later 
than 2015 

Ratio of girls to boys in 
EPI 

O.76 0.84 1.00 On track 

Goal 4: Reduce child 
mortality  

     

Targt 5: Reduce by two-thirds 
between 1990 and 2015 the 
under five mortality 

Under five mortality rate 
(per 1,000 live births) 

200 150 104 Unlikely at present trend. 
Requires massive improvement in 
health service delivery and out 
reach    

Goal 5: Improve maternal 
Health 
Target 6: Reduce by three 
quarters, between 1990  and 
2015 maternal mortality rate   

 
Maternal mortality rate 
(per 100,000 live births) 

 
871 

 
871 

 
290 

 
Same as above 
 

Goal 6-Combat HIV/AIDS, 
Malaria and other Diseases  

HIV prevalence among  
pregnant women aged 
15-24 years 

 
6.8 

 
4.4 

 
> 4 

Possible with accelerated efforts 
of prevention  

Target 7: Halt by 2015 and 
begun to reverse the spread of 
HIV/AIDS  

     

Target 8: Have halted by 
2015 and begun to reverse the 
incidence of malaria and 
other major diseases 

Incidence of malaria ( 
per 100,000) 

 
7.7 

 
7.0 

 
n/a 

 
Unlikely at present trend. 
Requires scaling up of  the 
malaria roll back efforts    

Goal 7: Ensure 
Environmental Sustainability 

     

Target 9: Integrate the 
principles of sustainable 
development into country 
policies and programmes and 
reverse the loss of 
environmental resources 

Proportion of land  
covered by forests (%) 

15 n/a n.a  

Target 10: Halve by 2015 the 
proportion of population  
without sustainable access to 
safe water and sanitation  

Proportion of population 
with access to an 
improved water source 
(%)  
 
 

27.9 
 
 
 
 
 

35.9 
 
 
 
 
 

60 
 
 
 
 
 

Likely at current trends   
 
 
 
 
  

Source:  MDG Report: Vol 1, MOFED 


