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• Growth is forecast to increase slightly from 3.4% in 
2017 to 3.7% in 2018, and 3.8% in 2019, underpinned by 
expansion in many sectors, including agriculture, mining, 
infrastructure construction, and services.

• The African Development Bank’s financial support to the 
Government through the implementation of the minimum 
integrated agriculture package aims to increase invest-
ments, achieve food security and improve nutrition as 
well as boost export earnings. Sustained and inclusive 
growth should be a central part of the policy strategy.

• Eritrea’s commitment to redevelop its infrastructure pro-
vides an opportunity to restore private sector-led growth 
and industrialization. 

 
OVERVIEW

Real gross domestic product (GDP) growth is projected to 
increase slightly from 3.4% in 2017 to 3.7% in 2018, mainly 
driven by investments in the mining sector, infrastructure devel-
opment and services. Government has prioritized investments 
in agriculture, mining and fisheries to achieve inclusive and sus-
tainable growth. GDP is driven by services (59%), with a very 
small manufacturing sector (5.9%). Agriculture, hunting, forestry 
and fisheries constitute 17.2% of GDP.

The budget deficit declined slightly to 13.8% of GDP in 2017 
from 14.0% in 2016. The deficit is projected to decrease to 
12.6% in 2018 and to remain constant in 2019 due to additional 
grants and concessional resources aimed at increasing revenue 
from mining projects and foreign direct investment. Inflation is 
estimated to average 9.0% in 2017 and 2018, slightly up from 
8.9% in 2016, mainly because of food supply insufficiency and 
lack of foreign currency to import essential commodities. 

The growth of exports in 2017/18 has been driven by ores and 
metals, manufacturing goods and agricultural raw materials. 
The current account balance is then forecast to decrease to 
0.3% of GDP in 2018 from 0.7% in 2017. However, it is expected 
to become negative to 1.1% in 2019 because of an expected 
increase in machinery imports for the mining sector and infra-
structure development. 

The Government is committed to addressing development chal-
lenges, and the African Development Bank has provided finan-
cial resources to develop education and agriculture, manage 
natural resources, and modernize the public financial manage-
ment (PFM) and statistics systems. Eritrea is also participating 
in capacity building programmes at the International Monetary 
Fund (IMF) Capacity Building Institute in Tanzania. The Govern-
ment continues to engage with the European Union under the 
European Development Fund 11, and the UN system through a 
co-operation framework (2017-21) with a focus on supporting 
socio-economic development.
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RECENT DEVELOPMENTS  
AND PROSPECTS 

Eritrea’s economic performance has been resilient despite a dif-
ficult external context, UN Security Council sanctions on remit-
tances and a weak business environment. These challenges 
have contributed to slow economic growth of 3.4% in 2017, 
although it is projected to inch up to 3.7% in 2018 and 3.8% 
in 2019. Increased Government expenditure on infrastructure 
development has facilitated a slight growth in exports of agricul-
tural raw materials and manufactured goods. The Government 
has invested in integrated agriculture and infrastructure devel-
opment, particularly in energy and water, to support inclusive 
and sustainable economic growth by generating employment 
for youth and women. The economic outlook is favourable, but 
with challenges. The most immediate issue is maintaining gains 
made in managing the economy in a challenging environment 
while creating fiscal space to boost spending on infrastructure 
and human development. In addition, the Government must 
create a favourable business climate to support investment, 
broad-based growth and job creation.

Agriculture accounts for 17.2% of GDP and provides a livelihood 
for the majority of the population. The sector also accounts for 
about 44% of commodity exports, depending on external fac-
tors. For instance, merchandise exports declined in 2015 by 
24.7%, reflecting weakening export capacity. Agriculture’s low 
performance is partly attributed to the arid or semi-arid climate. 
Large fluctuations in rainfall reduced the output and availability 
of domestic food supplies. In an effort to diversify the econ-
omy and its export base, the authorities are seeking to scale 
up interventions in areas with economic potential such as the 
eastern lowlands which offer significant scope for fishing and 
cultivating fresh flowers and vegetables for foreign markets. The 
authorities have repeatedly affirmed a commitment to address 
challenges that impact heavily on attempts to relieve poverty. 

In 2016, a new programme to scale up implementation of a 
drought-resilience programme has been designed. 

Eritrea needs an improved institutional and policy environ-
ment to attract more private investment and mobilize domes-
tic resources to avoid debt distress. The country is also facing 
medium term structural challenges, including high youth unem-
ployment, migration and environmental degradation, which is 
exacerbated by climate change. In this context, the country 
requires coherent policy objectives and action on several fronts 
to maintain momentum and achieve sustainable and inclusive 
economic growth. Promoting macroeconomic stability is also 
crucial, particularly because Eritrea was hit by commodity price 
falls. The weak business and investment regulatory frame-
work, together with the energy-supply deficit, the scarcity of 
foreign exchange, UN sanctions and inward-looking strategies 
have crippled private sector growth. Other challenges include 
drought and geo-political discord in the Horn of Africa as well as 
sporadic terrorist incidents. The current stock of entrepreneurial 
skills is under-utilized, and the manufacturing sector is operat-
ing below capacity. Job creation is slow, and the economy is 
unable to absorb the large number of young adults. 

The Government, however, is committed to creating a private 
sector-led economy. Partnering with the international commu-
nity, the authorities are creating a skills base among youth; pro-
viding infrastructure, especially roads and renewable energy; 
and dismantling internal controls. As part of financial sector 
reforms, Government is encouraging the business community 
to use commercial banks to effect payments for goods and ser-
vices. The Government continues to enjoy supportive engage-
ment from Middle Eastern countries, such as Saudi Arabia and 
Qatar, and the Far East, as part of its strategy to create markets 
for its goods. 

TABLE 1. Macroeconomic indicators

 2016 2017(e) 2018(p) 2019(p)

Real GDP growth 3.8 3.4 3.7 3.8

Real GDP per capita growth 1.5 1.1 1.4 1.5

CPI inflation 8.9 9.0 9.0 9.0

Budget balance (% of GDP)  -14.0 -13.8 -12.6 -12.4

Current account (% of GDP) -0.1 0.7 0.3 -1.1

Source. Data from AfDB Statistics Department; estimates (e) and predictions (p) are based on AfDB staff calculations.



32018 African Economic Outlook Country Note 

 
Eritrea

Government is also increasingly looking to modernise agricul-
ture to provide the population with new and better opportuni-
ties, particularly youth who consider migrating to Europe and 
other countries in search of better living conditions. The coun-
try needs proper regulatory institutional frameworks, especially 
to support smallholder farmers, and a major injection of both 
public and private finance into all stages of the agricultural value 
chain. This should include both small- and large-scale agribusi-
nesses to ensure that agricultural development generates inclu-
sive growth. 

MACROECONOMIC POLICY

Fiscal policy 
The fiscal system is still being developed, and unpredictable 
financial flows have influenced the contractionary fiscal policy 
stance adopted by the Government. Furthermore, existing leg-
islation does not allow the funding of multi-year projects. This 
requires resources to be sought each fiscal year – a root cause 
of extra-budgetary spending. Thus, the fiscal stance depends 
on financing availability rather than medium-term fiscal sustaina-
bility or demand management. Consequently, Eritrea continues 
to reduce the fiscal deficit that was kept at 13.8% of GDP in 
2017/18 and is projected to decline slightly to 12.4% in 2018/19. 
This was achieved by containing expenditures, aided by rising 

mining and tax revenues, especially from big tax payers like the 
Asmara Brewery. Steps are being implemented to strengthen 
tax revenue, including modernizing PFM and statistics with 
the aim of establishing a medium-term expenditure framework 
(MTEF). The authorities are also strengthening capacity in the 
mining sector through technical assistance from the African 
Legal Support Facility (ALSF).

Tax revenue, excluding grants, is estimated to have increased 
slightly to 8.9 of GDP in 2016/17, up from 8.2% in 2015/16, but 
it is projected to remain at 8.8% in 2017/18. The authorities are 
focusing on increasing the taxation base through private sector 
development and modernization of agriculture. Despite these 
efforts, UN Security Council sanctions continue to force the 
country to operate below its potential because it remains chal-
lenging to facilitate remittance of the 2% recovery and devel-
opment tax. In the past, Eritrea benefited substantially from 
remittances, a major source of much-needed foreign exchange. 
Generally, the sanctions weigh heavily on the country’s ability to 
import goods and services for development, engage in compet-
itive trade, and attract businesses and investments for revamp-
ing development and growing the private sector.

The Government urgently needs to improve domestic revenue 
mobilization to generate resources for implementing its devel-
opment agenda. The authorities are committed to undertaking 

TABLE 2. GDP by sector (percentage of GDP)

2011 2015

Agriculture, forestry, fishing and hunting
of which fishing

17.0

–

17.2

–

Mining and quarrying 
of which oil

–

–

–

–

Manufacturing 6.1 6.0

Electricity, gas and water 1.8 1.8

Construction 16.2 15.7

Wholesale and retail trade; repair of vehicles; household goods; restaurants and hotels
of which restaurants and hotels

19.1

–

19.2

–

Transport, storage and communication 12.2 12.3

Finance, real estate and business services 27.6 27.8

Public administration and defence, security – –

Other services – –

Gross domestic product at basic prices / factor cost 100.0 100.0

Source. Data from AfDB Statistics Department; estimates (e) and predictions (p) are based on AfDB staff calculations.
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administrative reforms to boost tax collection, and the Afri-
can Development Bank has supported the modernization of 
the PFM system and the generation of fiscal data for planning 
and budgeting. In addition, the East Africa Regional Technical 
Assistance Centre, the IMF’s capacity building institute in Tan-
zania, is providing training in PFM, macroeconomic analysis and  
central banking. 

Monetary policy 
The current monetary policy stance is characterized by fixing 
the domestic exchange rate of the Nakfa (ERN) against the US 
dollar. Over an extended period, this approach has resulted in 
a dual exchange rate regime comprising an overvalued official 
exchange rate and a depreciated parallel market rate. The Nakfa 
official rate has since 2016 been continuously pegged at 15.075 
to the US dollar. Following the issue of new currency notes in 
2016, the Nakfa/USD exchange rate has fluctuated between 
ERN20 and 24 on the parallel foreign exchange market. In addi-
tion, foreign exchange shortages have remained a challenge 
for the Government, since the February 2011 proclamation law 
allowing the opening of foreign currency deposit accounts has 
not fully achieved its goals. The Bank of Eritrea (BOE) has taken 
the first steps towards risk-based supervision, by developing 
the framework and circulating risk management guidelines to 
financial institutions. The BOE is at a relatively early stage of 
developing regulatory arrangements for financial sector activity. 

Eritrea has significant supply-side structural rigidities (including 
droughts and foreign exchange shortages) coupled with strin-
gent and repressive financial policies. Both continue to hamper 
implementation of an effective monetary policy and prevent 
efficient functioning of the financial sector. In this context, both 

monetary policy and the financial sector have not supported pri-
vate sector-based, inclusive and sustainable economic growth 
and development. Recently, the Government acknowledged 
that some reforms are too costly and therefore need to be 
reviewed because they are curtailing consumption and invest-
ment. In terms of structural reforms, the authorities adopted a 
new law to combat money laundering and financing of terrorism, 
and have started to monitor the inflow of financial resources as 
well as expenditure. 

Economic co-operation, regional integration  
and trade 
The Government considers regional integration to be an impor-
tant strategy for promoting its economic development agenda. 
Consequently, Eritrea belongs to various regional trading blocs, 
which include the Common Market for Eastern and Southern 
Africa (COMESA), Community of Sahel-Saharan States, and 
the Inter-Governmental Authority on Development. However, 
relations between Eritrea and its neighbours have remained 
strained, which continues to hamper deeper integration in 
regional and international trade institutions and communities. 
Consequently, Eritrea currently has little interregional trade with 
COMESA member countries. In addition, political challenges in 
the Horn of Africa have affected trade, resulting in most busi-
ness enterprises operating below capacity. This prevents Eritrea 
from exploiting its strategic location on the Red Sea as a hub of 
transit trade through its ports at Massawa and Assab.

The trade balance is projected to be -5.1% of GDP in 2018, a 
deficit that is expected to widen slightly to -5.8% in 2019. Eritrea 
has initiated plans to increase fish and sea cucumber exports 
from the Red Sea to markets in Europe and Asia, albeit on a 

TABLE 3. Public finances (percentage of GDP)

2007/2008 2012/13 2013/14 2014/15 2015/16(e) 2016/17(p) 2017/18(p)

Total revenue and grants 
Tax revenue

Grants

21.0

11.6

2.8

14.6

8.2

0.5

14.5

8.2

0.4

14.3

8.1

0.4

14.4

8.2

0.3

15.1

8.9

0.3

15.0

8.8

0.2

Total expenditure and net lending 
Current expenditure

Excluding interest

Wages and salaries

Interest 

Capital expenditure

43.5

32.5

28.8

10.7

3.7

11.0

28.1

22.4

19.7

8.0

2.7

5.7

28.0

21.9

19.4

8.1

2.6

6.1

28.3

22.0

19.2

8.2

3.0

6.3

28.2

21.8

18.9

8.1

3.0

6.4

27.8

21.3

18.3

7.8

3.0

6.5

27.5

21.1

18.0

7.8

3.1

6.4

Primary balance -18.8 -10.8 -11.0 -11.0 -10.9 -9.7 -9.4

Overall balance -22.5 -13.5 -13.6 -14.0 -13.8 -12.6 -12.4

Source. Data from AfDB Statistics Department; estimates (e) and predictions (p) are based on AfDB staff calculations.
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small scale. However, trade is imbalanced as the majority of 
imports are manufactured goods, accounting for about 60% of 
the total. To ensure that Eritrea derives maximum benefits from 
regional integration and co-operation, it needs to undertake 
urgent reforms to strengthen institutions and structural imbal-
ances as well as eliminate the infrastructure backlog to facilitate 
competitiveness. 

Eritrea has been unable to enjoy enhanced trade benefits with 
countries in the Middle East and East Africa, despite its strategic 
location. Structural bottlenecks are a key element holding back 
competitiveness. Electricity costs are the highest in sub-Saha-
ran Africa because of a reliance on batteries and generators, 
while access to electricity is one of the lowest, estimated at 38% 
of the total population. Sustained measures are also needed to 
streamline the complicated and costly regulatory environment, 
harmonize government business inspections, streamline tax 
payments, and improve contract enforcement and access to 
finance. Sectors that would benefit most from deepened inte-
gration include agriculture and agribusiness, manufacturing, 
textiles, and tourism. 

Debt policy 
Fiscal data and estimates by the IMF put Eritrea’s public debt 
at 105.8% of GDP in 2015, 3.0% lower than it was in 2013. 
External debt to official creditors has declined steadily from 
about 41% of GDP in 2010 to an estimated 21.9% in 2014. That 
nonetheless remains above the sub-Saharan African average of 
10.5% (for the last five years). Debt service as a ratio of exports 
has also continued to decline. It fell from about 13.7% in 2011 
to an estimated 11.3% of GDP in 2014, compared to 11% for 
Africa in 2011. 

The Government has continued to minimize non-concessional 
borrowing. Eritrea is classified as a pre-decision point heavily 

indebted poor country (HIPC) beneficiary. However, it has yet to 
commit to an IMF staff-monitored programme to access debt 
relief under HIPC and possibly also the Multilateral Debt Relief 
Initiative. The Government has confirmed that it is in discussions 
with the IMF and World Bank about undertaking a debt sustain-
ability analysis (DSA). A DSA would pave the way for the resto-
ration of annual surveillance of the country’s economic perfor-
mance by IMF through annual Article IV Staff Reports.

ECONOMIC AND POLITICAL 
GOVERNANCE

Private sector 
The private sector in Eritrea is still in its infancy because of the 
weak business and investment environments. Despite this chal-
lenge, the country’s development strategy has focused on pre-
paring conditions for productive investment, sustainable devel-
opment and economic growth that is widely shared across 
segments of society. The high potential of the private sector 
is currently underexploited, although some foreign companies 
from Australia, Canada, China, India, Russia, South Africa and 
UK are exploring and developing the extractive industry. The 
World Bank’s Doing Business Report indicated that Eritrea 
suffers from an acute energy-supply deficit, weak and limited 
telecommunication and information infrastructure, and a skills 
gap. Infrastructure assessments by international agencies high-
light the country’s weak infrastructure. For instance, the World 
Bank’s Country Policy and Institutional Assessment (CPIA) 
rating for 2016 puts Eritrea’s infrastructure development index 
at 2.2 against the average score of 3.3 for Africa. The country 
needs to address challenges such as cumbersome business 
registration and protracted background checks. Other prob-
lems include the scarcity of foreign currency, a nascent banking 
system and low integration with the rest of the Horn of Africa. 

TABLE 4. Current account (percentage of GDP)

2009 2014 2015 2016 2017(e) 2018(p) 2019(p)

Trade balance
Export of goods (f.o.b)

Import of goods (f.o.b)

-22.0

1.0

23.0

-4.2

14.4

18.6

-6.4

9.9

16.3

-5.6

9.5

15.1

-4.8

9.8

14.6

-5.1

8.9

14.0

-5.8

9.0

14.8

Services 0.3 0.3 0.1 0.8 0.9 0.9 0.7

Factor income -0.9 -0.7 -0.4 -0.2 -0.2 -0.2 -0.3

Current transfers 17.1 5.1 4.5 4.9 4.8 4.6 4.3

Current account balance -5.5 0.6 -2.2 -0.1 0.7 0.3 -1.1

Source. Data from AfDB Statistics Department; estimates (e) and predictions (p) are based on AfDB staff calculations.
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Nevertheless, there is an opportunity to build on existing enter-
prises and manufacturing firms by addressing these challenges. 
Given Eritrea’s size and isolation, growth prospects are likely to 
remain concentrated in areas where premiums can be gener-
ated to cover high production costs. Tourism-servicing sectors, 
commercial agriculture and fisheries hold the greatest potential 
for private sector-led development. To facilitate development in 
these areas, Eritrea must improve the efficiency and regulation 
of sectors such as energy, water and telecommunications, to 
improve service provision and reduce costs. The authorities have 
noted the need to strengthen the capacity of the Eritrean Devel-
opment and Investment Bank (EDIB) so it can successfully sup-
port the business community. With easy access to the Middle 
East using international carriers such as Fly Dubai, Egypt Air and 
Turkish Airlines, the country can make use of underexploited 
resources and opportunities in fisheries, floriculture and tourism. 

Financial sector 
Eritrea’s financial sector is small, underdeveloped and domi-
nated by state-owned commercial banks and non-bank finan-
cial institutions. The system grew very little after independence 
but has stalled in recent years as a result of increasing state 
financial sector controls and UN Security Council sanctions. 
The system is also under-capitalized with little competition, as 
there are only a few financial institutions operating. Officially, the 
financial sector consists of the central bank, two commercial 
banks with 28 branches across the country, EDIB, and one 
insurance company. Most operations in the banking sector are 
manually executed, which results in significant inefficiencies in 
delivering financial services. Business transactions are mostly 
cash-based, with limited use of demand deposits and almost 
no term deposits. 

The priorities of the Central Bank are monitoring liquidity, 
enforcing criteria for licensing new banks, strengthening super-
vision and ensuring that property rights are established. In the 
absence of up-to-date data, 2014 estimates of the IMF put the 
ratio of money and quasi-money-to-GDP at about 14.3%, which 
is well below the sub-Saharan African average (36%). In addi-
tion, banking sector assets are equivalent to just 18.4% of GDP. 
Broad money-to-GDP ratios hover around 20-25% of GDP and 
the share of credit to the private sector remains rather small. 

Financial inclusion is lagging. Low bank profitability and high 
operation costs coupled with lack of an ICT infrastructure in 
rural areas hamper the expansion of banking services. Bank 
branches are limited and ATMs are non-operational. Key finan-
cial reforms in 2016 brought in new banknotes. All citizens have 
been encouraged to do business through the banking system, 
and large withdrawals are regulated. The combined effect of 
these actions has been to reduce the size of the parallel market, 

to hinder human trafficking, and bring the misuse of local cur-
rency under control. 

In the 2017 World Bank Doing Business report, Eritrea ranked 
189, down from 185 in 2012. Among sub-Saharan economies, 
Eritrea ranked 48. The report found that the main challenges to 
the business climate were in the categories ‘access to credit’, 
‘cross-border trade’ and ‘construction permits’. The authori-
ties have recognized the need to undertake financial reforms, 
especially of EDIB, give small and medium enterprises access 
to affordable loans, and support private-sector led growth. 
With limited capacity, microfinance has been active since 
2005, serving the rural poor, particularly women, regionally and 
sub-regionally.

Public sector management, institutions  
and reforms 
Eritrea’s efforts to build a sovereign state and a strong economy 
have been tested by weak institutions and limited public-sec-
tor management. Recognizing the critical role of a well-man-
aged public sector, the Government has prioritized institutional 
and human capacity reforms to deliver on the three declared 
priority areas: food security, infrastructure development, and 
human resource development. According to the Government, 
the issues to be addressed include strengthening sector sys-
tems to get mandated institutions to deliver quality services, 
fixing productive infrastructure, and preparing quality regulation 
and policies. To achieve these objectives, the Government aims 
to strengthen staffing in sector ministries, identify and mobilize 
resources from additional sources, and produce credible mac-
roeconomic data.

Additional public sector reforms under consideration include 
enhancing civil servant capacity, office equipment, and ICT con-
nectivity. The Government is working with development part-
ners to conduct management training to improve social service 
delivery. To ensure results are monitored, sector ministries are 
updating the results frameworks provided in the national indic-
ative development plan (NIDP). The Government launched a 
capacity-building programme in October 2016 to address chal-
lenges in producing macro-statistics and strengthen the public 
financial management system, particularly in the Treasury and 
budget departments. These efforts will be supplemented by EU 
support to statistics collection and by UNDP support to public 
administration across several ministries.

The Government is relying on various programmes and projects 
to address institutional and human resource capacity gaps. The 
skills development project for employment and entrepreneur-
ship, PFM and statistics, and ALSF will provide the required 
skills for Government to manage public revenues, expenditures 
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and debt within agreed fiscal targets. The IMF East Africa 
Regional Technical Assistance Centre has provided several 
capacity-building programmes over the years in PFM for Eri-
trea’s regional staff and in risk-based supervision for the Central 
Bank. As a knowledge broker, the African Development Bank is 
partnering with the Government to establish a dynamic and reli-
able public sector with institutions that ensure value for money 
in service delivery. 

Natural resource management  
and the environment
Land and water are very scarce in Eritrea and both are vital for 
rural populations. Land degradation is closely intertwined with 
rural poverty. The causes can be attributed to deforestation 
for cropping and fuel wood collection, pressure on grazing, 
extensive and severe soil erosion, inappropriate farm and land 
management practices, and depleted water resources. Climate 
change has already exacerbated the situation, making agricul-
ture increasingly risky. 

The national environmental action plan (NEAP) indicates that 
electricity supply, which amounts to about 1.2% of national 
energy consumption, is limited to the capital and other small 
cities and towns. Access to electricity is still limited to 38% of 
the population, and very unequal. 98% of people living in the 
capital, Asmara, have access to electricity but only 8% of rural 
areas do (compared with Sub-Saharan Africa’s average of 13% 
for rural electrification). The Government has requested support 
from the African Development Bank and the EU to develop the 
energy sector as part of its strategy to lower operating costs 
and encourage private sector development. 

Most city and town sewerage plants and industries discharge 
partially treated or untreated wastewater directly into surface 
watercourses. The Government plans to safeguard the quality 
of water resources in the future by identifying, controlling and 
regulating sources of pollution. 

Land degradation threatens the overall environment of Eritrea. 
Semi-arid to arid climates and slightly saline soil mean that 
salinization occurs naturally. Low and erratically distributed 
rainfall limits the capacity of the remaining vegetation to restore 
cover in degraded areas. Government has ratified the 1994 
United Nations Convention to Combat Desertification and allo-
cated resources to climate change in some of the most affected 
regions. It has also signed the Paris Agreement and submitted 
its intended nationally determined contribution (INDC) on 22 
April 2016. The INDC outlines Eritrea’s vulnerability to climate 
change and sets an unconditional target to reduce emissions by 
39.2% (relative to business-as-usual levels) by 2030, and a con-
ditional target of 80.6% if additional finance becomes available. 

These strategies and policies are being reviewed to ensure that 
they are consistent in all key sectors. The Government is involv-
ing students in tree-planting programmes during the holiday 
seasons; the Ministry of Agriculture is focusing on water-con-
servation programmes that include constructing check and 
micro dams. 

Political context 
Eritrea has had a one-party political system led by the People’s 
Front for Democracy and Justice (PFDJ) since independence 
in 1993. While there have been no national elections and the 
president has appointed governors to head the regions, local 
elections have taken place at all sub-Zoba levels (sub-regional). 
In 2014, the Government announced it would draft a new con-
stitution, but its status is unknown. The unresolved UN sanc-
tions and security problems pose serious challenges to Eritrea’s 
development by undermining regional integration, peace and 
stability in the Horn of Africa. These issues collectively shape 
the inward-looking policies of the country and draw human and 
financial resources away from vital sectors of the economy.

To strengthen its engagement with the international com-
munity, Eritrea is a signatory to a number of key international 
agreements, treaties and obligations. It has adopted develop-
ment frameworks, including the 2030 Agenda for Sustainable 
Development and the African Union Agenda 2063. Eritrea has 
also been admitted to the International Organisation for Migra-
tion council. The Government submitted its second Universal 
Periodic Review (UPR) report to the UN Human Rights Council 
(UNHRC) and accepted 92 of UNHRC’s 200 recommendations, 
which it has already commenced implementing. As part of Gov-
ernment’s commitment to transparency and accountability, the 
authorities are working closely with the EU and UN to address 
human rights issues. 

SOCIAL CONTEXT AND  
HUMAN DEVELOPMENT

Building human resources 
Eritrea is one of the few countries that entered the Sustainable 
Development Goal era having made steady progress towards 
selected Millennium Development Goals, especially in health 
and education. Despite a thin local and international support 
resource base, Government prioritized primary health care pro-
vision, with significant results. Adult literacy – the share of the 
population aged 15 years and above that can both read and 
write – improved from 52.5% in 2002 to an estimated 73.8% 
in 2017. Maternal mortality has gone down significantly, from 1 
590 per 100 000 live births in 1990 to 501 in 2015; it is projected 
to drop further to 485 deaths per 100 000 live births in 2016, 
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with an estimated annual rate of reduction of 4.6%. Commend-
able progress has also been made on child survival, because 
under-five mortality fell by an annual average of 4.8% between 
1990 and 2016. This progress is critical for implementing the 
Global Agenda for Sustainable Development to which Eritrea 
has formally assented.

Poverty reduction, social protection and labour 
Despite recent growth, Eritrea remains one of the least devel-
oped countries in the world. The Ministry of National Devel-
opment (National Statistics Office) estimated in 2016 that the 
country has a population of 3.75 million, with a fertility rate of 
4.8 per woman. Anecdotal evidence indicates that poverty is 
still widespread. 65% of the population live in rural areas and 
80% depend on subsistence agriculture for their livelihoods. 
This impacts negatively on human development, as evidenced 
by human development statistics. In 2016, Eritrea’s Human 
Development Index was 0.351, below the 0.466 average for 
countries in the Low Human Development group and below 
the 0.475 average of countries in Sub-Saharan Africa. The 
last household survey and participatory poverty assessment, 
undertaken in 2003, estimated that about two-thirds of the pop-
ulation were living below the poverty line. However, it may be 
questioned whether this result can be applied to the current sit-
uation because 2003 followed a particularly bad drought year, 
and agricultural production has been favourable ever since. At 
the same time, economic growth has slumped and rainfall has 
been scarce. Given the lack of reliable poverty data, it is difficult 
to confirm national poverty levels.
 
Eritrea has established several mechanisms to secure the social 
welfare of all citizens, particularly the disadvantaged. With the 
support of Eritreans in the diaspora, Government has offered 
support to families hit hard by the war. Government also provides 
monthly monetary and in-kind support to martyr’s families and 
their children. Several savings and micro-credit facilities have 
focused on women-headed households, aiming to empower 
them economically. A pension fund has also been established.

Given the country’s limited natural resources and arable land, 
the labour force is Eritrea’s most promising source of growth. 
Labour protection is enshrined in the constitution to ensure that 
no person shall be held in slavery or servitude, nor shall any 
person be required to perform forced labour not authorized by 
law. The constitution further provides for the National Assembly 
to enact laws securing the social welfare of citizens, the rights 
and conditions of labour, and other rights and responsibilities.

Going forward, Government needs to mobilize young people 
to augment the workforce, especially in agricultural production. 
To raise labour productivity and competitiveness, Eritrea must 

scale up the provision of extension services, further distribute 
improved seeds and other agricultural inputs, and promote the 
development of human capital. All are needed to generate busi-
ness and encourage investment based on greater access to 
land and water for agriculture, and improved communications 
infrastructure. 

Gender equality 
While gender equality and women’s empowerment have 
received Government support since independence, challenges 
still persist. Parity between boys and girls in primary education 
has been achieved, and gender disparities in secondary edu-
cation enrolment have been reduced. However, girls are less 
likely than boys to progress to higher education, particularly in 
science and technology. The Gender Parity Index was 0.89 for 
elementary, 0.77 for middle and 0.71 for secondary level. 

Inequalities also exist in accessing economic opportunities. Eri-
trea is ranked 27 out of 52 countries in the African Develop-
ment Bank Gender Equality Index, which reflects women’s low 
performance in dimensions of economic opportunity, law and 
institutions. There are also few women in public service and in 
decision making positions generally, as well as limited gender 
expertise in the country. Fuel scarcity has adversely affected 
women. Women and children, the main collectors of fuelwood, 
travel an average of 10 km and spend about 3 hours searching 
for fuel wood. As a result they are exposed to risks as well as 
high opportunity costs. 

THEMATIC ANALYSIS: 
INFRASTRUCTURE FINANCING 

Overview of current infrastructure
The NIDP 2014-18 identifies infrastructure, notably transport, 
energy and water, as critical to achieving the plan’s objec-
tives. Infrastructure development is critical to the Government’s 
efforts to maintain sustainable socio-economic development. 
However, Eritrea’s infrastructure is inadequate in terms of both 
quality and quantity. The telephone network remains under-
developed, since only 6% of the population have access to a 
mobile telephone. Less than 1% of the population has access to 
internet services. The African Infrastructure Development Index 
2016 ranks Eritrea 48 out of 54 countries, with low performance 
in transport and energy, in addition to ICT. 

Eritrea scored 2.2 against an average of 3.3 for Africa on the 
World Bank’s Country Policy and Institutional Assessment in 
2015. On the energy front, production is limited. As noted, 38% 
of the population have access to electricity but disparities are 
flagrant; only 8% of rural Eritreans but 98% of Asmara residents 
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have access to electricity. The road infrastructure is in a poor 
state and its governance is weak. Currently, there are estimated 
to be about 5 964 km of roads. The main roads were con-
structed more than 60 years ago; 622 km are paved, 345 km 
gravelled and 462 km are earth. The balance of 4 535 km are 
rural roads in the regions, which is not economically sustainable 
because they carry 98% of freight and passengers. 

Finance landscape 
The Government is responsible for building the economic infra-
structure because in most cases the investment required is high 
and difficult for Eritrea’s private sector to assume. However, the 
Government has limited capacity to finance infrastructure devel-
opment. The main sources of infrastructure financing are grants 
from development partners, concessional loans from interna-
tional finance institutions, self-financing by public enterprises, 
and limited Government financing from domestic revenues. 
Financing is needed for capital investment in new infrastruc-
ture and to upgrade infrastructure; complementary initiatives 
that support the operation and management of infrastructure; 
and ongoing maintenance. Fiscal deficits and a tight position 
have reduced the Government’s capacity to finance economic 
infrastructure investment from domestic revenues or through 
borrowing. The NIDP 2014-18 underpins the country’s vision 
to achieve private sector-led economic growth by end 2030. 
The plan focuses on investments in five strategic areas — at 
an estimated cost of USD 3.3 billion over the five-year period — 
to increase productivity, boost economic growth, and improve 
social inclusion, particularly among the youth.

Challenges
Key challenges include inadequate institutional capacity, evident 
in the lack of energy information management systems required 
for energy supply and demand analysis, and planning; lack of 
co-ordination and information sharing between Government 
institutions and private sector and civil society organizations; 
lack of planning and appropriate research and development 
capacity; the absence of civil aviation legal instruments; and 
an absence of procedures and standards to support the reg-
ulatory framework and environment. Good legal and regulatory 
frameworks and a strong regulatory agency are necessary if the 
objectives of the strategic plan are to be achieved. The finan-
cial resources necessary to implement the plan are substantial, 
and Government alone cannot be expected to invest in the pro-
gramme. Investors and partners need to be attracted by making 
infrastructure programmes both viable and competitive. 

An excellent civil service is an indispensable component of 
infrastructure, as any development plan needs qualified profes-
sionals to implement it. In this respect, since independence the 
Government of Eritrea has worked to develop the social infra-
structure of health and education. The aim is to equip all Eri-
treans with health, knowledge, skills and commitment to start 
building the nation. Recruitment and promotion systems in the 
Government administrative machinery for planning, implement-
ing and evaluation strive to keep pace with demand. The sector 
ministries, which prepare the sector action plans, still struggle 
to fulfil their duties. Besides the normal civil service function of 
running the public service and regulatory duties, they have the 
challenging task of creating and operating infrastructure devel-
opment programmes. An efficient and effective civil service 
is, hence, a prerequisite for effective planning and economic 
development, and the Government is committed to achieving 
this objective.

Innovative solutions  
and policy recommendations
The Government has limited capacity to finance infrastructure 
development. Fiscal deficits and a tight fiscal position continue 
to limit its capacity to finance economic infrastructure invest-
ment from domestic revenues or through borrowing. To boost 
financing for infrastructure, the Government has mobilized 
resources from development partners. In 2011, the World Bank 
provided USD 30.3 million to rehabilitate the Massawa and 
Assab ports. This operation enabled the Government to sub-
stantially increase the productivity of Port Massawa. Bulk cargo 
handling increased by 71% from a base of 850 tons per ship per 
day in 1997 to 1 457 tons in 2015, which was well above the 
target of 1 100 tons. The EU has provided about Euros 200 mil-
lion for a renewable energy project while China has financed the 
rehabilitation of diesel-powered generators and provided solar 
technology in various parts of the country. 

Going forward, the Government needs to review its infrastruc-
ture financing strategy and ensure that the public-private part-
nership law is drafted to facilitate private sector participation 
in infrastructure financing. In addition, the Government should 
mobilize resources from The Emerging Africa Infrastructure 
Fund, a public-private partnership, to reduce infrastructure 
financing gaps. The Government should further dismantle 
some of its controls to create an enabling business and invest-
ment environment to facilitate private capital flows, especially 
in the telecommunication, energy, and transport infrastructure 
sub-sectors. This strategy will create much needed fiscal space 
in the country’s budget and also reduce internal competition for 
resources, allowing Government to focus on long-term develop-
ment initiatives.


