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EXECUTIVE SUMMARY
Country context: Ethiopia has continued to experience relative stability. Following the death of Meles
Zenawi in 2012, there has been a smooth transition of political power to the new Premier, Hailemariam
Desalegn, as the Ethiopian People’s Revolutionary Democratic Front was given another popular
mandate in the May 2015 national elections. The country has also continued to post strong and
inclusive economic growth. The annual real gross domestic product (GDP) growth rate has averaged
10.8% since 2004/05. In addition, the high GDP growth has been relatively inclusive, as it has uplifted
about 20 million people out of poverty and facilitated the achievement of most of the Millennium
Development Goals (MDGs) targets.
The main objective of the government’s development strategy, anchored on its first Growth and
Transformation Plan (GTP I), was to promote inclusive growth through massive public-driven
infrastructure investments. Ethiopia’s Climate-Resilient and Green Economy (CRGE) Strategy,
also built upon the GTP I, recognised the necessity to arrest agro-ecological degradation that threatens
to trap millions of citizens in poverty. The CRGE focuses on four key areas: improving crop and
livestock production practices for higher food security and farmer income while reducing emissions;
protecting and re-establishing forests for their economic and ecosystem services, including as carbon
stocks; expanding electricity generation from renewable sources of energy for domestic and regional
markets; and leapfrogging to modern and energy-efficient technologies in transport, industrial sectors
and buildings.
Aligned to the GTP I by focusing on infrastructure development and promoting good governance
pillars, the Country Strategy Paper (CSP) 2011–15 has been instrumental in facilitating the
government’s achievement of its development objectives. In this context, the Bank has emerged as
one of the country’s largest development partners (DPs) in the infrastructure sector, the third in the
transport sector, and the second in the energy sector. In terms of total disbursements, the Bank was the
fifth largest in the 2013/14 financial year (FY). Furthermore, the Bank has continued to make good
progress in improving aid effectiveness. Notable improvements include alignment of aid to national
development priorities and utilisation of common procedures. A large portion of the Bank’s assistance
(about 72%) has also been disbursed through country systems, a huge improvement over 2010 when
only a third of the disbursements used country systems.
Development challenges and opportunities: Ethiopia’s main development challenge continues to be
generating quality economic growth that will substantially reduce its still high poverty levels,
particularly in rural areas. Despite the marked reduction in the country’s poverty levels, an estimated
23 million of the population continue to live below the poverty line for various reasons. Key among
these are low agricultural sector production and productivity, low domestic resource mobilisation, high
levels of unemployment, especially among the youth, poor quality and inequitable distribution of basic
social services, low access to finance, and a poor private business climate. Notwithstanding these
challenges, Ethiopia has favourable economic opportunities and prospects. The country has abundant
natural resources, a low cost and trainable labour force, an emerging middle class, and a developmental
State with an ambitious vision, commitment, and strong sense of policy ownership.
The new medium term development plan and Bank CSP: Building on GTP I, GTP II aims to
transform Ethiopia into an industrialised middle-income country by 2025. This transformation will be
promoted by pursuing the following three objectives: (i) maintaining an annual average real GDP
growth rate of at least 11%; (ii) pursuing aggressive measures towards rapid industrialisation and
structural transformation; and (iii) ensuring the sustainability of growth by fostering a stable macroeconomic framework and climate resilient green economy. The country is also contextualising and
iii

mainstreaming the sustainable development goals (SDGs) into GTP II. There is a strong link among
the CRGE, SDGs and GTP II, and all are closely aligned with Ethiopia’s Intended Nationally
Determined Contribution (INDC). Ethiopia plans to become a middle-income country by 2025.
Among other things, this will entail significant investment in agricultural transformation, energy,
transport, and improved access to quality basic services. Agro-based industrialisation will be
accelerated and the role of the private sector expanded across all economic sectors. Attaining food
security will be emphasised through GTP II. The Bank’s new CSP will align with and facilitate
attainment of GTP II objectives by continuing to focus on: (i) infrastructure development, especially
energy, transport, and water and sanitation, and (ii) promoting economic governance, with particular
emphasis on facilitating effective and efficient delivery of basic services at local level and business
enabling environment for private sector development. By aligning with GTP II, the new CSP’s twin
pillars are consistent with the objectives and core operational priorities of the Bank's ten year strategy
and will contribute to the attainment of green growth and climate resilience goals, with special
emphasis in the High Fives – light up and power Africa, feed Africa, integrate Africa, industrialise
Africa, and improve quality of life for the people of Africa.
CSP 2016–20 Innovations: The new CSP embodies several strategic innovations, consistent with the
Bank’s TYS inclusive and green growth objectives. In addition to mainstreaming green and inclusive
growth, the CSP will crosscut gender equality. The Bank will support green growth by focusing on the
agriculture, forestry, transport and renewable energy sectors. The Bank will mobilise finance to fund
the design of projects for promoting green growth in one of at least six core areas, namely women’s
employment, greenhouse gas (GHG) emissions, water utilisation, biodiversity, and resource use
efficiency and waste management. The Bank will support the government in developing carbon
accounting rules, and understanding and modelling climate resilience and vulnerability at sector levels.
The CSP 2016–20 will reinforce the Bank’s positioning as a knowledge-based institution and
partner of choice of the government and other stakeholders. Although the Bank’s contribution to
the country’s overall development financing is not the largest, its support can be catalytic and
transformative when financing is combined with knowledge and expertise. To this end, the Bank will
scale up efforts to conduct high-quality analytic works to underpin both its and the government’s
investments, and engage in partnerships with other DPs and other financiers to leverage additional
funds. The Bank will also scale up internal and external dialogue during the new CSP implementation
period with a focus on, among other topics, business climate, regional integration, financial sector
deepening, and GHG emissions.
Bank Resources: Ethiopia’s indicative performance based allocation in the CSP 2016–20 period is
assumed to be about UA 620 million, which includes the last year of African Development Fund
(ADF) 13 (FY 2016), the full ADF 14 cycle (FY 2017–19) and the first year of ADF 15 (FY 2020).
Additional resources of equal amount are also expected from the ADF Regional Operations envelope,
the African Development Bank (AfDB) public and private windows, Special Funds (green climate
funds, Africa50 funds, risk guarantees) managed by the Bank and from other parallel and/or cofinanciers. The Bank’s lending operations will remain few, but of sizeable amounts to improve
operational efficiency and maximise development impact.
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1.

INTRODUCTION

1.1
During the GTP I period (2010/11–
2014/15), Ethiopia achieved significant economic
and social progress. Real GDP grew at an average
annual rate of 10.8%. As a result, Ethiopia is
among the few countries in sub-Saharan Africa
(SSA) on track to meet nearly all MDG targets.
The completion report (CR) of the Ethiopia 2011–
2015 CSP, endorsed by the Board’s Committee on
Development Effectiveness in October 2015,
confirmed that Bank operations have been well
2.
aligned to GTP I and instrumental in contributing
to the country meeting GTP I targets. Yet, Ethiopia
needs to do more to achieve its vision of climate
resilient middle-income status by 2025: reduction
of the country’s still high poverty levels, economic
transformation, and generation of adequate and
sustainable employment opportunities for the large
and growing workforce. To that end, the
government has launched the second five-year
GTP II, which spans 2014/15–2019/20. GTP II is
a continuation of GTP I.
1.2
Ethiopia plans to become a middle-income
country by 2025, for which GTP II is the main
anchor. This entails significant investment in food
security, energy, transport, and quality basic
services. Agro-based industrialisation will be
accelerated and the role of the private sector
expanded across all economic sectors. GTP II is
also framed in the context of the country’s
ambitious plans for sustainable green growth, as
expressed in its CRGE Strategy and INDC.

Department’s (IDEV) CSP evaluations, the
Bank’s Green Growth Framework, government
and DP reports, and the dialogue on the GTP I
implementation and GTP II preparation.
1.4
Cognisant of Ethiopia’s expressed desire to
effectively focus on green growth and manage
climate change-related risks, the new CSP intends
to emphasise the Bank’s contribution to realising
the country’s CRGE Strategy goals.
2. COUNTRY CONTEXTS AND PROSPECTS
2.1
Political Context
2.1.1 Ethiopia is a relatively stable country1 with
an experienced and politically strong government
that has a relatively good grasp of economic
reforms and poverty reduction. Ethiopia is a
federal democratic republic comprising the federal
state and eleven regional states each with
legislative, executive and judicial powers. The
federal parliament is bicameral, consisting of the
Federal Council and the House of Peoples’
Representatives, which is the highest authority.
The Federal Council is composed of
representatives of nationalities, with at least one
member per nationality in the council. The eleven
regional states (nine self-governing regional states
and two autonomous city administrations) are subdivided into zones, woredas (districts), and
kebeles (sub-districts) that are vested with
formally devolved powers and functions2.

1.3
This new CSP (2016–20) is aligned to
GTP II and seeks to support Ethiopia’s inclusive
and green growth objectives, which are fully
aligned with the Bank’s TYS twin objectives and
operational priorities and High Fives. The
proposed CSP is informed by the assessment of the
country’s
development
challenges
and
opportunities, lessons learnt from the previous
CSPs, and extensive consultations with the
government, DPs, private sector representatives
and civil society organisations. It also draws on the
Bank’s economic and sector works (ESW) and
analytical briefs, the Independent Evaluation

2.1.2 The Ethiopian Government (GoE), at both
federal and regional levels, is formed on the basis
of multiparty elections conducted every five years.
The fifth national elections took place on 24 May
2015 and the ruling Ethiopian People’s
Revolutionary Democratic Front won all the
parliamentary seats. African Union observers
declared the elections as generally fair. However,
opposition parties and human rights activists
viewed the election results as an indication of a
narrowing democratic and political space in the
country3. GTP II anticipates capacitating and
widening the political space for the oppositions to
play their role in the democratisation process.
Following the death of Meles Zenawi in 2012,

1

3

BMI: Ethiopia: Country Risk Report, 2015
2 See details in Ethiopia 2016–2020 CSP preparation Background
document No. 4: Political Economy

Ibid
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there was a smooth transition of power to the
current premier, Hailemariam Desalegn, who
retained the premiership in the recently set
government, after the national election.
2.1.3 However, Ethiopia compares less
favourably with some African countries, including
its East African peers, on political stability and
voice and accountability (see Figure 1). The
country’s political stability is further threatened
by, among others, regional insecurity and
fragilities and their resultant spill-over effects.

2.2.2 Growth has been generally broad-based, as
all sectors grew significantly. On average,
agriculture has grown by 8.0%, industry by 12.9%,
and services by 12.9% since 2004/05. This growth,
particularly the boom in the construction sector,
has created jobs.
Figure 2: Real GDP Growth (%) (source: ESTA)
14
12
10
8
6
4
2
0

Figure 1: Political Context, 2013
Score -4.0 (worst) to 2.5 (best) (source: ESTA)
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Ethiopia is currently hosting about 825,000
refugees from neighbouring countries (Somalia,
Sudan, South Sudan, and Eritrea). Ethiopia plays
an important political role in the Horn of Africa
through its engagement in many regional
initiatives. Ethiopia is currently the chair of the
Inter-Governmental Authority on Development
(IGAD), through which it has been playing an
important mediation role in the South Sudan
Conflict. It is also actively engaged in post conflict
reconstruction efforts in Somalia, and general
counter-terrorism initiatives. Looking forward,
widening its political and democratic space, and
addressing regional and local sources of instability
will remain key undertakings for the country4.
2.2
Economic Context
2.2.1 Ethiopia has continued to register
relatively high economic growth over the past
decade, with annual average real GDP growth rate
of 10.8% since 2004/05, one of the highest in
Africa (Figure 2). This has expanded real GDP
from ETB 248.3 billion to ETB 691 billion and
nominal GDP per capita from ETB 1,475 to
ETB 13,883 in the same period. The public sectorled development strategy, with its focus on heavy
investment in infrastructure, has underpinned this
strong economic growth.
4

For details refer to Ethiopia 2016–2020 CSP Preparation
Background document no. 6 Country Fragility Context

2.2.3 However, the high economic growth has
not
been
accompanied
by
structural
transformation. The manufacturing sector
continues to contribute a small share of GDP,
while the full potential of the private sector
remains restricted by various business climate
constraints. The high public investments have
tended to crowd out the private sector, and led to
the widening of the investment-saving gap (17.5%
of GDP in 2014/15) and the external sector gap.
These macroeconomic imbalances have in turn led
to an increase in external borrowing, which is
behind the International Monetary Fund's (IMF)
recent downward rating of moderate risk of
external debt distress. In addition to these adverse
macroeconomic effects, sustainability of growth in
future will be constrained by the low human
capital base, low institutional capacity and low
agricultural sector productivity5. On agricultural
productivity, the high dependency on traditional,
rain-fed farming in small and fragmented
landholdings needs to be addressed. Climate
change is also a major threat to the sustainability
of growth, especially due to its negative impact on
agricultural output as well as the additional cost of
climate resilient infrastructure.
Drivers of Growth
2.2.4 Initially, agriculture was the predominant
sector contributing to GDP growth, accounting for
54.9% of GDP growth in 2004/05. However, in
5

For details refer to Ethiopia 2016–2020 CSP Preparation
Background Document No. 1: Macroeconomic Context
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subsequent periods, its contribution to GDP
growth has consistently declined, reaching 24.9%
in 2014/15. The contribution of the services sector
to GDP growth, on the other hand, rose from
37.5% to 46.1% over the same period. The
contribution of the industrial sector to GDP in
terms of both growth and share has been
increasing, albeit from a low base. The sector’s
growth rate and its share to GDP were 21.7% and
15.2% in 2014/15, respectively. This low level
signals that economic transformation has yet to
take shape. To transform the economy, the GoE
needs to promote greater private investment,
particularly in the strategic priority area of agrobased light manufacturing. Ethiopia is one of the
two African countries piloting the UNIDO led
Inclusive and Sustainable Industrial Development
Initiative. The GoE has selected the leather and
leather products, textiles and garment and agroprocessing subsectors as focus areas of the pilot
initiative, which demonstrates that agriculture still
remains the bedrock of Ethiopia’s transformation
plans6. To address the various obstacles that have
so far negatively affected private sector
investment, the GoE has also embarked on the
construction of industrial parks, including four
integrated eco-friendly agro-industrial parks.
Macroeconomic Management
2.2.5 Assisted by the slowdown in global
commodity prices and pursuing a tight monetary
policy through control of base money growth as
the nominal anchor, the GoE managed to contain
the inflation rate to 9% in September 2015.
Inflation was at two digit levels between 2011 and
2013, reaching a high of 34% in 2012. The GoE
has further focused on strengthening domestic
revenue mobilisation and minimising inflationary
financing to maintain macroeconomic stability.
However, partly due to the on-going El Niño
effect, food inflation has recently risen to two digit
levels (11.1% in October 2015), underscoring the
country’s vulnerability to climate change risks.

ten years, reaching ETB 165.3 billion in 2014/15,
albeit below the average for the East African
countries (18%) in terms of the tax-GDP ratio
(13.4%), and there is still space for mobilising
additional domestic resources to support growth.
2.2.7 Export earnings doubled between 2003/04
and 2010/11, rising from USD 0.6 billion to
USD 3.25 billion; these earnings were more
diversified, although they have lost their
momentum over the last three years, due to a
decline in coffee and gold prices. Over the same
period, imports increased four-fold, largely driven
by capital goods, resulting in the widening of the
current account deficit. The effect on the overall
balance of payments deficit, however, was not
pronounced, as surpluses in services and capital
account had a mitigating effect. Private transfers,
including remittances, also offset the rise in
imports. Reserves hovered around two months of
imports cover. An improved environment for
foreign direct investment (FDI) in the
manufacturing sector and potential electricity
exports have boosted favourable prospects for
export diversification.
2.2.8 The economy remains vulnerable to
external shocks that mainly affect the prices and
volume of coffee, gold and oilseeds exports7.
These challenges, coupled with ambitious high
import content investment plan of GTP II, point to
the need to diversify the country’s export base and
perhaps prioritise some of the public mega projects
at least in the medium term.

2.2.6 Good tax administration and enforcement
measures have contributed to containing the fiscal
deficit within an acceptable threshold, standing at
2.0% of GDP in 2014/15. Tax revenue has been
growing on average by 30% annually over the past

External Debt Sustainability
2.2.9 Ethiopia’s external debt stock has soared
fivefold, from USD 2.8 billion in 2008/09 to USD
19 billion in 2014/15, up from 12.1% of GDP in
2009/10 to 26.2% in 2014/15. In 2014, the GoE
floated a USD 1 billion ten-year international
bond, whose proceeds were used to finance
infrastructure projects. The sharp increase in the
external debt stock has primarily been driven by
huge
import-intensive
public
enterprise
investments. The recent IMF rating of ‘moderate’
risk of external debt distress reflects the rise in
public enterprise debts and the weak export
performance. The increased risk of debt distress

6

7

These focus areas are in line with the Bank’s Agricultural Sector
Strategy.

Ethiopia 2016–2020 CSP Preparation Background Document
No. 1: Macroeconomic Context
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points to the need for the GoE to exercise prudence
in managing its debt levels. The authorities
recognise these challenges and are trying to
address them, by setting up a Ministry for public
enterprises to closely monitor the operations of
public enterprises, increasing economic and export
diversification, channelling non-concessional debt
proceeds towards revenue-earning projects,
initiating a public-private partnership (PPP)
framework to bring active participation of the
private sector, and focusing on domestic resource
mobilisation.
Governance
2.2.10 The World Bank (WB) report on
Governance Indicators for 2014 indicates a drop in
Ethiopia’s ranking below the 25th percentile range
in three out of the six dimensions of governance
(namely regulatory quality, political stability and
voice and accountability). The other three
dimensions were within the 25th to 50th percentile
range (government effectiveness, rule of law, and
control of corruption). Different reports indicate
that corruption remains a challenge8, calling for
the GoE’s prudence to combat corrupt practices.
The 2015 Mo Ibrahim Index of African
governance also shows that Ethiopia ranked 31st
out of 54 African countries, scoring 48.6 out of
100, below the African average of 50.1. The ruling
party, in its recent congress, and the GoE
acknowledged that corruption seems to be
increasing and that there is a need to do more on
economic governance.

adequate for the Bank to support policy-based
operations (PBO). However, the assessment noted
the lack of transparency, which limits the
availability of information on government
performance and the management of fiscal risks.
The timeliness and quality of regional
governments’ reports are also still issues. To
address the remaining issues with low PEFA
scores, the GoE has integrated relevant activities
in the action plan of the Expenditure Management
and Control Program (EMCP).
2.2.12 On civic engagement, GoE recognises the
role of communities and non-state actors in the
development process. In the same line, local
governments
usually
engage
community
representatives at Kebele level in the planning
process. Annual plans are systematically
contextualised with the reality on the ground and
developed in a participatory manner. Key areas of
community involvement include construction and
maintenance of water schemes, natural resources
protection, and local infrastructure development
activities. Nonetheless, non-state actors and
citizen’s representatives complain of inadequate
access to information on government policies and
lack of transparency in the government’s decisionmaking process. Indicative of that, Ethiopia
ranked very poorly (126th out of 144) in
transparency of government policymaking in
2015/16 Global Competitiveness Report (GCR).
Transparency and accountability therefore remain
areas for further improvement.

2.2.11 The Bank’s 2015 Country Fiduciary Risk
Assessment (see annex 7) gave a moderate overall
fiduciary risk level. This assessment is based on
the following: absence of backlog on closing
government accounts; timely submission of annual
audit reports to parliament; and revision of the
chart of accounts in compliance with IMF
guidelines. The 2014 Public Expenditure and
Financial Accountability (PEFA) assessment also
raised the score of A and B to 19 from 15 in 2010
(out of 28 indicators). The number of A-scores in
particular increased to 7 from 3. The same
assessment assures that the Public Financial
Management (PFM) systems are reasonably

Business Climate and Competitiveness
2.2.13 The GoE has been progressively taking
measures to improve the business climate. Key
measures include the simplification of business
registration and trade licensing procedures and the
provision of special incentives for investment in
priority areas. Despite these measures, Ethiopia’s
overall Doing Business 2016 ranking remains low
at 146th out of 189 economies.

The 2015 Index of Economic Freedom ranked Ethiopia 113th out
of 183 on freedoms from corruption, up from 122 nd in 2014. The
Corruption Perception Index of Transparency International ranked

Ethiopia 110th out of 177 countries in 2014 compared to 111th rank
out of 183 countries in 2013.

8

2.2.14 In competitiveness, Ethiopia ranked as low
as 109th out of 144 nations in the 2015/16 GCR.
This was attributed to the low ranking in
infrastructure services and efficiency enhancers
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(i.e., technological readiness, higher education,
and financial market). The 2015/16 GCR
identified the following as the main constraints on
doing business in Ethiopia: access to finance
(10.6% of the respondents), inefficient
government bureaucracy (9.3%), foreign currency
regulation (8.8%), corruption (8.2%), policy
instability (8%), and tax policy (8%). Reducing
hindrances and providing supportive policies to
doing business, including access to finance, should
be prioritised in GTP II.
Infrastructure
2.2.15 Ethiopia has made substantial investments
in infrastructure over the past decade. Major
investment projects have been initiated under
GTP I. These include, in the energy sector, the
Great Ethiopian Renaissance Dam (6000MW),
Gilgel-gibe III (1,870MW) and Genale Dawa III
(254MW) hydropower projects, as well as the
Adama and Ashegoda wind power projects. These
renewable energy projects will contribute to
achieving Ethiopia’s green growth targets while
also earning foreign exchange through electricity
exports. Railway infrastructure projects include
the Addis Ababa-Djibouti (900km), MekelleHara-Gebeya (268km), Hara-Gebeya-SemeraAssayita (229km), and the Awash-KombolchaHara-Gebeya (278km) corridors.
2.2.16 The road network expanded from
48,800km in 2009/10 to 120,000km in 2014/15.
Under the Universal Rural Road Access
Programme, 39,070km of all-weather woreda
roads were constructed. As a result, the proportion
of kebeles connected by all-weather roads
increased from 39% in 2009/10 to the current 68%.
In addition, road density increased from
44.5km/1000km2 in 2009/10 to 109km/1000km2
in 2014/15. Significant progress has also been
made in expanding access to water and sanitation,
although progress on sanitation has been relatively
slower. Ethiopia has already achieved the water
supply MDG targets.
2.2.17 Investments in the information and
communication technology (ICT) sub-sector have
increased the number of telecom services
subscribers from 7.7 million in 2009/10 to
52.7 million in 2014/15 and mobile subscribers
from 6.25 million to 40 million. Similarly, the

population with access (within a 5km radius) to
telephone services has increased from 62.1% in
2009/10 to 96% in 2013/14. Such improvements
in connectivity promote inclusive growth.
2.2.18 In spite of the above-mentioned
infrastructure sub-sectors investments, Ethiopia
still has a huge infrastructure deficit, which
remains a binding constraint on the country’s
sustainable development. In the Bank’s 2008
infrastructure index, Ethiopia was ranked 52nd out
of 53 nations. Even in the 2014/15 GCR
Infrastructure Index, Ethiopia was ranked as low
as 121st out of 140 nations. Consequently,
expanding infrastructure services remains a top
priority under GTP II. Taking into account the
risks posed by climate change, investment in
infrastructure will be done within the framework
of the CRGE strategy and the country’s INDC.
Financial Sector
2.2.19 Banks,
insurance
companies
and
microfinance institutions (MFIs) constitute the
main financial institutions in Ethiopia. The
number of operating banks reached 19 as of June
2015 of which 16 are owned privately. The bank
branches totalled 2,693, with the private sector
accounting for 58.1%. Consequently, the ratio of
bank branches to population was reduced to
33,448.2, reflecting an improvement in financial
services outreach. Total banking system
capitalisation reached ETB 31.5 billion, of which
private banks accounted for 56.5%. The stateowned Commercial Bank of Ethiopia accounted
for 34% of banking system capitalisation.
Meanwhile, total banking system loan
disbursements reached ETB 18.9 billion, of which
55.6% was by public banks and the remainder by
private banks. About 99.6% of the private banks’
new loans and 54.5% of public banks loans went
to the private sector. About 99.8% of outstanding
private banks loans were claims on private
enterprises. While 58.1% of public banks
outstanding loans (excluding credit to government
and interbank lending) were claims on public
enterprises, 41.9% were on private enterprises.
2.2.20 The banking sector performance indicators

show favourable results. The capital adequacy
ratio stood at a comfortable 16.6%, double the
required rate, while profitability was robust and
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non-performing loans were only 2.4%. Growth in
deposits has also been robust, largely driven by the
expansion of branches, which has improved the
outreach of financial services.
2.2.21 There are 35 MFIs, mobilising total
savings of about ETB 14.8 billion in 2014/15, up
by 25.9% a year before. MFIs' total understanding
loans comprised ETB 21.8 billion. Thus, MFIs are
contributing significantly to providing financial
services for promoting economic growth and
poverty reduction in Ethiopia.
2.2.22 However, Ethiopia’s financial sector
remains shallow as it offers a limited range of
products and services, is still closed to foreign
participation, and lacks capital markets. The ratio
of M2 to GDP, an indicator of financial deepening,
remained constant at around 0.28 in the last five
years. Domestic credit as a percentage of GDP
rose slightly to 31.4% in 2014/15 from 27.1% in
2012/13. Credit to the private sector as a
percentage of GDP is only 9.3% in 2014/15,
slightly up from 8.9% in 2012/13. Further,
commercial banks continue to show little interest
in serving early-stage firms and small and micro
enterprises (SMEs) while these are beyond the
domain of MFIs. Because of these challenges and
high collateral requirement, low access to credit by
private sector continues to be a binding constraint
on growth and transformation. Consequently,
Ethiopia ranked 116th out of 144 in the 2015/16
GCR, due to its low ranking in financial sector
development. The value of required collateral
compared with the loan amount is much higher in
Ethiopia (234%) than in the rest of the continent
(160%) and least industrialised countries (164%)9.
As a result of these constraints, Ethiopia’s Country
Policy and Institutional Assessment (CPIA) scores
under the financial sector cluster have consistently
been about average. Under GTP II, the financial
sector will need to be more effective in its
intermediation role. It is therefore an area where
the Bank should enhance policy dialogue and
possibly provide advisory services.
Regional Integration and Trade
2.2.23 Ethiopia is generally committed to regional
integration, as it has ratified the COMESA

Protocol, is a member of IGAD, works to accede
to WTO, and has continued with EPA
negotiations. It has also signed a Memorandum of
Understanding and Transport Corridor Service
Agreement with Kenya and South Sudan. Further,
Ethiopia has bilateral investments, double taxation
treaties, and protection agreements with 40
countries. However, the country’s progress in
enhancing regional trade has been generally slow.
GoE has yet to ratify the COMESA Free Trade
Protocol, scheduled for 2021.
2.2.24 Ethiopia’s
cross-border
trade,
diversification, and trade freedom indices are the
lowest in SSA. In Doing Business 2016, it ranked
166th of 189 nations in trading across borders.
Administrative entry barriers are the major nontariff barriers affecting Ethiopia’s trade with
COMESA members. This, and the anticipated
energy trading, calls for the scaling up of the
Bank’s advisory services to GoE to address these
challenges.
2.3
Social, Poverty and Gender Context
2.3.1. Social
Context:
Massive
public
investment across all sectors has notably improved
access to basic services. Consequently, Ethiopia is
on track to meeting the MDGs on eradication of
extreme poverty, universal primary education,
reducing child mortality, combating the human
immunodeficiency virus (HIV/AIDS), malaria and
other diseases, developing a global partnership for
development, gender equality and women’s
empowerment, and environmental sustainability
(refer to Annex 5). Net primary school enrolment
reached 95.2% in 2014/15. Ethiopia has already
reduced under-five child mortality and infant
mortality rates by two-thirds. In addition, the
country has raised the proportion of its citizens
with access to safe drinking water to 76% from a
mere 14% at the launch of the MDGs. An MDG
target that may not be achieved is reducing
maternal mortality, which has not improved
appreciably since 2010/11. Thus, the GoE plans to
prioritise redressing this problem during GTP II.
Another development challenge is the persistence
of regional disparities, especially in emerging
regions like Afar and Somali.

9

See page 8 in Ethiopia 2016-2020 CSP Preparation Background
Document No.3: Private Sector Profile
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2.3.2. Poverty Context: Poverty, measured by
consumption expenditure, declined from 38.7% in
2004/05 to 29.6% in 2010/11 and is estimated to
have further declined to 23.4% in 2014/1510. The
GoE’s pro-poor policies and spending have
enabled the country to uplift about 20 million
people out of poverty. While agriculture has been
the main driver, large-scale public investments in
the provision of basic services and the introduction
of safety net programmes have also contributed to
reducing poverty11.
2.3.3. However, poverty still remains relatively
high in rural areas. In 2010/11, the proportion of
the population below the poverty line stood at
30.4% in rural areas, while it was 25.7% in urban
areas (Figure 3). The main reason for the higher
incidence of poverty in rural areas is low
Figure 3: Poverty Head Count Index
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agricultural sector productivity. Hence, to
significantly reduce the high levels of rural
poverty, concerted efforts, including innovative
approaches, are needed to address agricultural
sector structural problems. Spatial disaggregation
of poverty also indicates marked disparities among
regions, largely attributed to differences in stages
of development and resource endowments. In
2010/11, the poverty head count index was the
highest in Afar (36.1%) followed by Somali
(32.8%) and Tigray (31.8%), while poverty
estimates were lowest in Harari (11%), Addis
Ababa (28.1%) and Dire Dawa (28.3%).

undernourished and stunted12. Notwithstanding
its high poverty levels, Ethiopia remains one of the
most equitable countries in the world, with a Ginicoefficient of about 0.30.
2.3.5. Gender Equality: Ethiopia recorded about
40% improvement in its gender parity index in
primary school enrolment from 1991 to 2014, and
is near complete gender parity at the primary
school level, for the government worked
effectively to mainstream gender into its policies
and programmes. At the secondary level, gender
parity accelerated from 0.67 in 2007 to 0.82 in the
same period. Adolescent birth rate, which is
indicative of the rights of young women, fell from
109.1 births per 1000 women aged 15-19 in 2002
to 79 in 2013. Women’s access to credit and
technical
services
has
also
increased
tremendously. The data shows that 46.8% of the
clients in MFIs are women and about five million
women have been organised into SMEs and hence
accessed credit. Despite the above-mentioned
positive results, Ethiopia has made slow progress
in realising its gender-based MDGs. Focus areas
requiring greater attention to bridge gender
disparities include improving maternal health
service delivery, expanding women’s economic
opportunities, and increasing women enrolment in
secondary and tertiary level education.
2.4
Environment and Climate change
2.4.1 Ethiopia is prone to frequent droughts,
giving the country less time to recover before the
next cycle, thereby exposing millions to food
insecurity. GoE has implemented a range of legal,
policy and institutional frameworks on climate
change, including the CRGE and INDC.

2.3.4. Ethiopia is also among the poorest
countries in the world, with very low human
development indicators, ranked 174th out of 188
countries. About 23 million Ethiopians live in
conditions substantially below the basic poverty
line and food insecurity remains a major challenge.
About 40% of children under five are

2.4.2 Ethiopia in June 2015 published its INDC
that set out the country’s proposed contribution to
global efforts to limit temperature change to an
average of 2°C. The INDC proposes an ambitious
target of limiting its net GHG emissions in 2030 to
145 Mt CO2e or lower. This would constitute a 255
Mt CO2e reduction from the projected ‘business as
usual’ (BAU) emissions in 2030 or a 64% reduction
from the BAU scenario in 2030. Ethiopia also
intends to undertake adaptation initiatives to reduce

10

12

See MDG Report 2014 Ethiopia; October 2015
See page 3 in Ethiopia 2016–2020 CSP Preparation Background
Document No. 2: Poverty and Social Profile

See Ethiopia Mini-Demographic and Health Survey, 2014
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the vulnerability of its population, environment and
economy to the adverse effects of climate change, in
line with the INDC and CRGE. The GoE has
already internalised its commitment to renewable
energy and does not intend, with or without a future
climate agreement, to construct any fossil fuel
power plants. Its commitment, which is contingent
upon an ambitious multilateral agreement, foresees
an economy that is almost entirely driven by
renewable energy by 2030. The Bank will assist
turning these objectives outlined in Ethiopia’s
INDC into reality, especially through support in
knowledge generation, capacity building and access
to climate finance facilities.

urbanisation also poses a big challenge, as it
demands attention and investments to establish
basic infrastructure (health, education, housing,
roads, water and sewerage and recreational
facilities). Urbanisation without the requisite
infrastructure can create havoc that may result in
poverty, unemployment, crime etc. In most of the
country’s urban centres, there are gaps in the
demand and supply of utility services. The provision
of land for real estate and housing development is
also sluggish and discourages investors. The
effective management of rapid urbanisation is
important for promoting sustainable development.
3.

2.5
Demography and urbanisation
2.5.1 Demography: Ethiopia is the second most
populous country in Africa, with an estimated
population of over 90 million. The country has the
largest youth population in SSA. Children and
young people (0 to 24-year) make up 65.6% of the
total population. At a population growth rate of
about 2.5% per year, the population will double in
just 27 years. Given the declining fertility and
mortality rates, the country’s demography is shifting
to a young population. Ethiopia’s capacity to cope
with a rapidly growing population and its
implications for economic growth, job creation,
food security and service provision is hence a cause
for great concern. Key challenges will be ensuring
effective provision of basic services, reducing
continuing poverty levels, creating sustainable
employment and livelihood opportunities for the
huge and growing population, and keeping the
youth away from recruitment into extremist terrorist
groups in the Horn of Africa.
2.5.2 Urbanisation: Ethiopia is one of the least
urbanised countries in the world. Only 20% of the
population is urbanised. The GoE recognises rapid
urbanisation as both an opportunity and a challenge.
As an opportunity, it promotes a dynamic selfsustaining urbanisation process, an integral part of
the country’s economic structural transformation.
According to the WB’s recent report, although
urban centres comprise 20% of the population, they
contribute 38% of GDP, signalling the vital role
urbanisation plays in diversifying the economy. The
same report notes that towns and cities
accommodated 60% of all new jobs created in the
country between 2005 and 2011. However, rapid

STRATEGIC OPTIONS

3.1
Country Strategic Framework
3.1.1 Ethiopia aims to achieve middle-income
status by 2025 and has formulated the GTP II with
this in mind. GTP II, a continuation of GTP I, has
nine strategic pillars, which are highlighted in Box
1. The main objectives of GTP II are: (i)
maintaining an annual average real GDP growth
rate of at least 11%; (ii) pursuing aggressive
measures towards rapid industrialisation and
structural transformation; and (iii) ensuring the
sustainability of growth by fostering a stable
macro-economic framework and climate resilient
green economy.
1.
2.
3.
4.
5.
6.
7.

8.
9.

Box 1: GTP II Pillars
Sustaining rapid, broad-based and equitable growth
Improving the quality, productivity, and competitiveness
of productive sectors
Transforming domestic private investors into a capable
development force
Bridging the infrastructure service gap by building
capabilities of domestic construction industries
Managing urbanisation
Accelerating human development and technological
innovation
Enhancing democracy and good governance by building
the implementation capacity of the public sector and
mobilising public participation
Promoting women and youth empowerment
Building a climate resilient green economy

3.1.2 The total investment required for GTP II is
estimated at ETB 4.2 trillion (equivalent to USD
200 billion). About 55% of these investments are
expected to be on-budget, of which 5.4% is
expected from external loans. The remaining 45%
will be off-budget, to be implemented by state
owned enterprises (from their own revenue,
domestic and external loans). Given the huge
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magnitude of the required financial resources, the
GoE plans to significantly scale up domestic
savings mobilisation.

with surrounding rural farming communities,
which will help transform farmers, promote the
private sector and generate employment.

3.1.3 The GTP II aims to increase productive
capacity and the efficiency of economic sectors to
reach the economy’s productive possibility
frontier by concurrently improving the quality,
productivity, and competitiveness of the
agricultural and industrial sectors. The plan will
also support the transformation of the private
sector into a capable development force. A new
orientation under GTP II is its focus on
urbanisation. The GoE recognises the importance
of urbanisation as a force for innovation,
diversification, industrialisation, and hence as a
source of sustainable job creation. Proper
management and administration of the on-going
urbanisation to unlock the potential urban areas for
sustained
rapid
growth
and
structural
transformation of the economy is one of the
GTP II pillars.

3.1.5 Expanding infrastructure investments
(roads, energy, rail, telecom, etc.) for sustained
high growth will continue to be a GTP II
operational priority. The transport and logistics
sector will emphasise expanding and modernising
the network, and establishing linkages between
agricultural production and major market centres
(including urban areas, export markets, industrial
zones, etc.), ensuring the safe use of roads,
reducing transport costs and generating
employment opportunities. There are also plans to
build the capacity of the local construction
industry to increase its efficiency and
effectiveness in delivering these projects.

3.1.4 Agriculture and rural transformation
remains a key pillar of GTP II. The major
agriculture and rural transformation targets of
GTP II are increasing crop and livestock
production and productivity, promoting natural
resource conservation and utilisation, ensuring
food security and disaster prevention and
preparedness. By solving the problems of input
supply and technology adoption, the plan intends
to boost agricultural production, focusing on
smallholders, and allowing the sector to play its
role in stabilising the economy and supporting the
transition to agro-based light manufacturing and
agro-allied industrial growth in general. In this
context, the Agricultural Transformation Agency
has identified 31 agricultural commercialisation
clusters. GoE has also designed an ambitious plan
for establishing eco-friendly integrated agroindustrial parks, which will link crop and livestock
production to storage and processing facilities to
move up the agricultural value chain. Four agroindustrial parks have already been identified
around which rural transformation centres will be
set up to serve as aggregation points and an agroindustry investment forum is scheduled for early
2016 to mobilise potential investors. The agroindustrial parks will be equipped with modern
warehouses and market facilities for connecting

3.1.6 The
massive
railway
expansion
programme will continue, with a focus on
completing projects already underway in the three
(Addis-Djibouti, Assayita-Mekelle and AwashWoldia) corridors and six new 2,782km railway
networks connecting five corridors.
3.1.7 In the fifth Road Sector Development Plan,
the GoE plans to double the road network from
120,000km in 2014/15 to 220,000km in 2019/20
and advance the paved road ratio from 13% in
2014/15 to 16% by 2019/20. Key road transport
corridors radiating from Addis Ababa will be
upgraded to tolled expressways, particularly the
Addis-Djibouti import-export corridor. This will
require huge financial outlays and thus the GoE
has started tolling key road corridors and intends
to introduce PPPs in road development. For
inclusion, rural roads will be a focus area as one of
the important infrastructures that contributes to
poverty reduction by facilitating easy access of
agricultural products at low transportation cost to
market, improving access to basic socioeconomic
services and promoting rural-urban linkages.
3.1.8 In the energy sector, GTP II will prioritise
increasing electricity access and maintaining a
sufficient and reliable supply of electricity, as the
backbone for the country’s industrialisation
program. To that end, GTP II seeks to harness
Ethiopia’s vast renewable energy resources
through investment in additional hydropower
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plants and grid expansion. The involvement of the
private sector will be stepped up, facilitated by the
establishment of a PPP framework through the
Bank-funded Institutional Support Project for
PPP. The growth of overall power generating
capacity is projected to reach 17,347MW by the
end of the GTP II, up from the current 2,421MW,
including 2,642MW from non-hydro renewable
energy sources.
3.1.9 Water supply in Ethiopia is characterised
by poor quality, inadequacy, and rationing.
Therefore, the main objective of GTP II is to
provide all rural and urban populations with
adequate and sustainable access to safe water
supplies. Constructing rural and urban sanitation
facilities and ensuring the sustainability of water
supply schemes are the main focus of GTP II.
Programs to promote community awareness about
the construction of household latrines and their use
are important activities in the GTP period. By the
end of GTP II, the GoE plans to provide access to
safe water for 85% of the rural and 75% of the
urban population, consistent with the GTP II
service standard13.
3.1.10 GTP II will promote quality human
development to create a skilled and competitive
workforce for accelerating sustainable economic
development. The main focus of the fifth
Education Sector Development Programme is to
ensure an effective and efficient education and
training system that enhances quality, relevance,
equity and access at all levels. Similarly, the fifth
Health Sector Transformation Plan aims to
promote social wellbeing by providing equitable,
accessible, and quality health services.
3.1.11 The GoE will intensify efforts to deepen
good governance and strengthen institutional
capacity. Actions will continue to be directed at
ensuring good governance, strengthening
transparency and accountability, and combating
corruption and rent seeking through enhanced
capacity of the civil service and citizen
engagement at all government levels. The focus
will be on ensuring the supremacy of the law and
establishing a strong and stable federal system to
ensure citizens’ peace and security. GoE will
13

GTP II’s standard is 40–100 litres per capita per day (depending
on categories of cities) within a radius of 0.25km for urban areas

further undertake full-scale civil service reforms
through the “change army Paradigm”, building an
effective leadership and civil service to strengthen
their competitiveness to ensure citizens’
engagement and participation in the development
process and resultant benefits. GTP II will give
due focus to gender equality and youth to ensure
their participation in building a democratic system,
good governance, and socio-economic and
cultural development processes.
3.1.12 In the ICT sub-sector, the emphasis will be
on expanding and modernising ICT infrastructure,
facilitating the private sector’s contribution in ICT
development, and enhancing legal and regulatory
frameworks.
The
main
focus
in
telecommunications will be the expansion of
demand driven services, the creation of high
capacity and reliable networks, and network
upgrades to improve service quality. Lastly,
efforts will be directed at promoting universal
telecommunication access.
3.1.13 During GTP II, the implementation of the
CRGE Strategy will continue and the post-2015
SDGs related to a green economy will be
integrated in all sector activities. In agriculture,
adapting to climate change and mitigating GHG
emissions will be pursued through the enhanced
productivity of the crop and livestock sub-sectors
and protecting and rehabilitating forests. In the
energy sector, renewable sources of energy such as
geothermal, wind and solar, will form an
increasing share of overall capacity. Leapfrogging
to energy efficient technologies will be a key
objective in the transport sector and the expanded
industry sector. At the end of GTP II, the GoE
anticipates reducing GHG emissions by 147
million metric tons.
3.1.14 GoE is committed to accelerating the pace
of the country’s transformative economic
development. While the Bank and other DPs
welcome this ambitious and bold approach,
concerns have been raised regarding the highly
optimistic targets and related financing
assumptions, the downside macroeconomic risks,
and the implementation capacity challenges that

and 25 litres per capita per day within a radius of 1km for rural
areas.
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such an ambitious plan entails, as already
experienced under GTP I.

traditional sources of finance like PPPs and carbon
finance need to be tapped.

3.2
Challenges and Weaknesses
3.2.1 GoE faces a host of challenges. Its main
challenge is to further reduce the country’s
poverty levels, given the large population still
living below the poverty line. Agriculture, on
which the majority of the population depends, is
characterised by low productivity, as it is still
largely subsistence, rain-fed and fragmented
smallholding, and uses inefficient traditional
technology. Thus, unlocking the sector’s growth
potential will require substantial investments to
address the sector’s structural challenges. The way
forward is to address issues such as land tenure,
rural infrastructure, and access to credit, irrigation
facilities, technology, extension services and
settlement patterns, among others.

3.2.3 Despite the good progress made in
expanding infrastructures, the quality and
coverage of infrastructure services remain
broadly low, even when compared with its
African peers. Currently, only 15% of households
(about 2.58 million) are connected to grid
electricity. The paved road density is also among
the lowest in SSA. Only one in two households in
Ethiopia has access to improved sources of
drinking water17. According to the 2015/16 GCR,
Ethiopia fares low in the quality of overall
infrastructure, quality of roads, and quality of
electricity supply when compared with Kenya and
Mauritius, for example. In terms of mobile
telephone subscription, Ethiopia is almost in the
very bottom ranking of 142nd out of 144 countries.
On innovation environment, the country is merely
slightly above average (3.8 on a scale of 1-7),
according to the World Economic Forum's 2015
Global Technology Report. The presence of a
skilled labour force for the country is rated 2.3 out
of 7, which is below the average requirement of
above 3.5. Therefore, investing in infrastructure is
imperative for Ethiopia to sustain its high
economic growth, increase competitiveness, and
eradicate poverty. Further, the GoE needs to scale
up resource mobilisation from both traditional and
non-traditional sources to meet the country’s
massive infrastructure needs.

3.2.2 Ethiopia’s domestic tax revenue
mobilisation is still low at 13.4% of GDP, even in
comparison with regional peers14, and has not kept
pace with the country’s high GDP growth rates.
Similarly, the level of domestic savings is
relatively low15, while domestic gross investment
is rising, thereby widening the savings-investment
Figure 4: Trends of Total and Tax Revenue (% of GDP)
(source: MoFED)
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gap. In terms of per capita aid, the country is
among the lowest recipients of external aid16. This
has led the GoE to reach out to non-traditional
donors like China and non-concessional windows,
to finance its investment programmes. This has
raised concerns about the likelihood of the
country’s external debt stock increasing to
unsustainable levels. Therefore the GoE needs to
significantly expand its domestic resource base,
alongside scaling up of external support. Non-

3.2.4 Creating gainful employment for the
country’s large youth population is another major
challenge. Urban youth unemployment among
groups aged 20–24 and 25–29 is significantly high
at 30.2% and 24.2%, respectively. Further, the
structure of rural employment shows that surplus
farm labour exists, which also needs to be
absorbed in off-farm productive activities. Thus,
the pace of job creation in the economy needs to
be substantially increased through, among others,
expanding labour intensive agro-based light
manufacturing and off-farm activities. The focus
should be on tailored and competence-based
training to meet identified labour market needs by

14

16

2007/08 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15

Tax revenue

Total Revenue

Tax to GDP ratio for Kenya, Mauritius and Tanzania is 23%, 19%
and 17%, respectively.
15 It increased to about 22.5% of GDP, while gross domestic
investment reached 40% of GDP in 2013/14.

Per capita aid flow to Ethiopia is about USD 13 compared with
the average for SSA of USD 29.
17
Based on GTP revised standard.
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strengthening linkages between industry and
training institutions (universities and colleges).
3.2.5 Ethiopia is slow in implementing
regional integration commitments, as GoE is yet
to sign COMESA FTA, anticipated for 2021, and
is also behind on the WTO accession. The country
also faces challenges in cross-border trading,
including a poor trade corridor, weak trade
facilitation and high trade transaction costs.
3.2.6 Ethiopia’s financial sector does not offer
competitive financial services on the scale
required, as it remains small, fragmented and
lacking in depth and breadth. Access to finance
particularly is a major impediment to the
expansion of productive activities, especially of
SMEs, and the diversification of export
opportunities such as global export value-chains.
Hence, to unlock its export potential, Ethiopia
requires a financial sector that can effectively and
efficiently intermediate capital resources for
private-sector investment from diverse domestic
and international sources such as the banking
sector, capital markets, private equity capital and
institutional investors.
3.2.7 Inefficient government bureaucracy,
poor institutional capacity, stringent foreign
currency
regulation,
corruption,
weak
infrastructure, inadequate access to finance, high
collateral and the lack of a level playing field
remain some of the main binding constraints on
doing business and the growth of private
investment. The success of GTP II, particularly
initiatives such as the setting up of industrial parks,
will depend on the effectiveness of addressing
these constraints.
3.2.8 The quality of basic service delivery still
remains low. Institutional capacity challenges
have contributed to this and the failure to meet
some of the GTP I targets. Transparency,
accountability and civic engagement in enhancing
quality basic services delivery at local level remain
concerns. The GoE plan to enhance the public
sector capacity, especially at a local level, by
tackling the shortage of skilled manpower in
technical fields such as engineering, planning,
surveying, accounting, and auditing to mitigate the
mismatch between the supply of and demand for

skills in high growth sectors. Unless the supplydemand skills mismatch is redressed, it will
continue to undermine the GoE’s development
objective to transform Ethiopia into a middleincome economy.
3.2.9 Ethiopia is susceptible to macroeconomic shocks such as high inflation and export
demand volatility. The experience of 2011 and
2012 and the recent build-up in inflationary
pressures are indicative of these challenges. The
economy is particularly highly vulnerable to
exogenous shocks like climate change and
international prices fluctuations, due to its limited
economic diversification and poorly developed
agricultural and industrial sectors.
3.2.10 Ethiopia
faces
regional
security
problems arising from instability in the Horn of
Africa region. The 'no peace no war situation' with
Eritrea, the instability in Somalia and the threat
posed by Al-Shabaab, and the instability in South
Sudan with a massive influx of refugees are all
major security concerns for the country. This is
compounded by being landlocked.
3.3
Strengths and Opportunities
3.3.1 Natural Resource Potential: With 18
major agro-ecological zones, Ethiopia enjoys a
suitable climate for growing over 146 types of
crops. Nearly half of the potentially cultivable land
is still available for use. Besides, Ethiopia is
among the richest African countries in livestock
including cattle. The country also has
commercially viable mineral resources that
include gold, gemstones (diamonds and sapphires)
and industrial minerals including potash, and other
precious and base metals. Developing these
mineral resources is hence a potential foundation
for supporting the GoE’s export growth and
economic diversification strategy. Due to its
terrain and geographical location, Ethiopia is
endowed with vast energy resources (water, wind,
geothermal, solar, biomass, and fossil fuels).
Renewable energy resources are another potential
basis for transforming the country into a climate
resilient, green and inclusive economy. The
country also has an enormous diversity of wildlife,
exotic landscapes, and architectural ruins of
historic and religious significance. Ethiopia is an
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ideal location for visitors, unleashing the potential
of tourism and hospitality businesses.
3.3.2 Human Resources: Ethiopia has abundant
low-cost labour, which gives it a comparative
advantage in less-skilled labour intensive sectors
such as light manufacturing. Labour is also easily
trainable as more graduates from TVET colleges
and universities enter the labour market annually.
3.3.3 Market Size: A consumer goods
revolution among Ethiopia’s 90 million-plus
population is expected to gather momentum in the
coming years. The usual drivers of consumer
goods markets in developing country contexts –
rising incomes, favourable demographics, and
behavioural changes linked with urbanisation – are
increasingly evident in Ethiopia.
3.3.4 Favourable
location:
Ethiopia’s
proximity to the Middle East and Europe gives it a
distinct advantage in accessing lucrative foreign
markets. Furthermore, Ethiopia has become a
regional air transportation hub because of the
success of Ethiopian Airlines. This offers
opportunities
for
enhancing
export
competitiveness in high value horticultural
products and tourism and expanding trade and
investment links. There are also opportunities for
Ethiopia to benefit from the spill over effects of
regional integration within the framework of
COMESA and IGAD.
3.3.5 GoE Commitment and Stability: GoE’s
strong development vision, commitment, and
sense of ownership of its policies are vital sources
of strength and opportunity that bode well for the
country’s development prospects. In particular, the
common objectives of the GTP I, CRGE, INDC
and GTP II present a compelling development
strategy. The country has also enjoyed relative
political stability, the continuation of which will
be critical for the success of GTP II.
3.4
Developments in Aid Coordination
3.4.1 Aid to Ethiopia has increased over the past
decade to reach USD 3.2 billion in 2014. The Bank
has an effective presence in the country through
the Ethiopia Country Office. Through its
operations, the Bank has emerged as one of the
largest funders of infrastructure investments - the

third in the transport sector (next to IDA and
China) and the second in the Energy sector (next
to IDA). As per ODA statistics, the Bank was the
fifth largest development partner in terms of
disbursements for the FY 2013/14, after IDA,
DFID, USAID and WFP.
3.4.2 Ethiopia currently has more than 30 DPs,
including non-traditional donors like China,
Turkey, and India. The aid coordination
framework
comprises
the
28-member
Development
Assistance
Group
(DAG),
Sector/Thematic/Technical Working Groups, and
the Effective Development Cooperation Task
Force (EDCTF). The annual Government-DAG
High Level Forum (HLF) is a key dialogue
platform where key major are discussed and
follow up actions agreed upon. Recent HLFs
topics have focused on private sector
development,
logistics
and
export
competitiveness. Since 2000, DPs have operated a
pooled fund which finances the operating costs of
the aid coordination activities.
3.4.3 The Heads of Agency (HoA) of the DAG
meet on a monthly basis to discuss aid
coordination and emerging issues. The Working
Groups also meet on a monthly basis and often
make presentations to the HLF on topical issues.
The EDCTF is the platform through which GoE
and DPs jointly track progress related to the aid
effectiveness commitments. Through the Ethiopia
Field Office (ETFO), the Bank is a permanent
member of the DAG Executive Committee and is
currently one of the two DAG co-chairs. It is also
a member of the EDCTF. Sector staff based in the
ETFO actively participates in the meetings and
activities of the Working Groups. The Bank
currently co-chairs the rural water supply subgroup of the Water Sector Working Group.
3.4.4 The Bank has continued to make progress
on the aid effectiveness agenda, notably in the
alignment of aid to national development priorities
and the use of common procedures. At present a
large portion of the Bank’s assistance (about 72%)
is disbursed through country systems, a huge
improvement compared with 2010 when only a
third of disbursements used country systems. The
share of Bank resources recorded on budget has
also significantly increased from 23% in 2010 to
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about 75% in 2014. The number of co-financed
projects has increased from just one project in
2010 to four currently.
3.4.5 Aid coordination challenges include
different donors’ conditionality requirements that
hinder effective management of multi-donor
projects, and the growing presence of nontraditional donors in Ethiopia, such as China,
Turkey and India, who are not effective
participants in the DAG. DAG is liaising to bring
them to the Group.
3.5
AfDB’s positioning in Ethiopia
3.5.1 As of November 2015, the Bank Group’s
on-going portfolio in Ethiopia comprises 21
operations with a total commitment value of about
UA 1.13 billion. The operations are in the energy,
water supply and sanitation, transport, agriculture,
governance, and private sectors. The portfolio
comprises 13 public sector projects financed
through loans and grants, two private sector loans
and two grants, one Climate Investment Fund
(CIF) operation, one ClimDev Fund operation, and
two Africa Water Facility operations.
3.5.2 With
commitment
values
of
UA 381 million and UA 389 million, the transport
and energy sectors account for 68% of the
portfolio, which has placed the Bank among the
largest donors in the infrastructure sector.
Consistent with the principle of selectivity and
fewer operations, the current average project size
of the entire portfolio is UA 75.3 million and the
average size for the public sector operations is
currently
UA 96.8 million,
compared
to
UA 57 million in 2011. Cumulative disbursements
on the active portfolio amounted to
UA 567 million (public sector projects only),
which represents a disbursement rate of 53.4%.
3.5.3 Several initiatives have been implemented
to improve the Bank’s portfolio performance,
including improved project design, timely
procurement plans and completion of contracts,
and training of EA staff on procurement and
disbursement rules. The design of projects took the
environmental and social safeguards requirements
of the Bank and country into consideration.
Significant improvements have been observed on
key portfolio performance indicators.

3.5.4 The major implementation challenges are
the lengthy time lapses between project approval
and effectiveness and long delays in procurement
activities during implementation. The Bank and
GoE have committed to fast-tracking start-up
processes by declaring projects effective following
Parliamentary
approval
and
subsequent
submission of the GoE’s legal opinion without
waiting for the long gazetting process.
3.6
Lessons from the Previous Strategies
3.6.1 The Combined CSP 2011-15 CR and
CPPR indicate that although some of the
operations are still under implementation, the
Bank’s strategy contributed significantly to the
GTP I achievements. The Report has also distilled
useful lessons to guide the new CSP and future
Bank operations in Ethiopia. Moreover, the
Country Strategy and Program evaluation by
Bank’s Evaluation Department has highlighted
key lessons which have informed design of this
CSP. These lessons include the following: (i)
mainstreaming sustainability issues both at the
project and sector levels; (ii) building past
successes in the areas of infrastructure and
governance and remaining selective with a focus
on fewer, but big transformative interventions; (iii)
continuous flexibility in responding to the
country’s emerging needs; (iv) the continuous
building of implementing agencies’ capacity to
ensure effective programme implementation; (v)
dedication of adequate resources to knowledge
products as these contribute to business
development and evidence-based policy dialogue;
(vi) formulating a robust results framework
accompanied by strong project monitoring and
evaluation and credible baseline data, and (vii)
continuous dialogue with the GoE in setting
realistic targets to ensure their achievability, and to
improve the business climate, deepen the financial
sector and promote regional integration.
4. BANK GROUP STRATEGY FOR THE
COUNTRY
4.1
Rationale for Bank Intervention
4.1.1 Ethiopia is on a developmental trajectory
that has sustained double-digit growth for a decade
and achieved its MDG targets, including lifting
millions of people from poverty. Moving forward,
the country needs to sustain these results in order
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to attain its development vision and meet the new
SDG targets. As the country still faces many
challenges, there is a need for continued Bank
support – as a catalyst, convener and adviser in
mobilising resources and as a financier.
4.1.2 The Bank’s engagement with the GoE
during 2016–20 will be guided by the following
key principles: (i) aligning with the GTP II, the
overarching goal of which is economic
transformation
through
agro-based
industrialisation driven largely by light
manufacturing; (ii) selectivity in the choice of
intervention focus areas, guided by the Bank’s
TYS, with emphasis on the High Fives; (iii)
embedding lessons learnt and sustaining results
achieved under previous Bank strategies; (iv)
seeking complementarity and synergies with other
DPs; (v) focusing on the Bank’s comparative
advantages, and; (vi) championing green and
inclusive growth, gender empowerment and
private sector development. On the basis of these
principles, the Bank will continue to focus on
infrastructure and governance mainly because
there is huge infrastructure and governance
deficits. The two focus areas have strong linkage
with agriculture, industry and poverty reduction.
Focusing on infrastructure and governance is also
consistent with Bank’s principle of selectivity,
Bank’s TYS, the Bank’s High Fives and the
Regional Integration Strategy Paper.
4.1.3 In selecting areas of assistance, the Bank
has consulted the GoE and key stakeholders,
including key ministries and agencies, bilateral
and
multilateral
DPs,
Private
Sector
Representatives, and CSOs. All those consulted
supported Bank’s emphasis on infrastructure
development
and
promoting
economic
governance. The CSOs further underscored the
need for the Bank to enhance gender
mainstreaming and CSO’s role in the CSP
implementation.
4.1.4 The Bank will support GoE in greening
the economy particularly in the areas of
agriculture, forestry, transport, and renewable
energy. Under its Green Growth Framework, the
Bank will design and seek financing for additional
modifications to projects that make further
contributions to green growth in the six core areas

(women and youth employment, GHG emissions,
water use, biodiversity, resource use efficiency,
and waste management), which augment the
“business as usual” green outputs outlined in Box
2. The Bank’s Green Growth and Climate Change
resources will also focus on strengthening the
CRGE Facility, by accessing climate and green
growth finance, such as the Green Climate Fund,
and carbon markets. The Bank will also support
GoE in developing carbon accounting rules,
accessing carbon markets and modelling climate
resilience and vulnerability at the sectoral level.
Box 2: Cases of Green Outputs
 About three million trees planted at the corridor of transport
projects
 400MW green power traded with neighbouring countries
 100MW wind energy generated
 102,000 people connected to electricity
 1035 diesel engine driven pumps replaced by the solar and
wind energy pumps
 2,000 people adopt climate risks adaptation and mitigation
measures
 15,000 ha of degraded land treated with physical and
biological conservation measures

4.1.5 The Bank will continue to mainstream
gender across all pillars. Particularly, gender
equity in terms of access to services will be a
priority area in the education and health sectors.
The Bank will track gender disaggregated
indicators for each pillar and build capacity in key
government institutions in generating and using
gender disaggregated data for an effective
response. Efforts will continue to be directed at
promoting inclusion in all Bank operations.
4.1.6 Taking note of the challenges highlighted
in the previous sections, the Bank will also
mainstream food security, regional integration,
skills development and ICT as crosscutting
themes under the CSP. Regional integration will
be emphasised through support for new and ongoing regional infrastructure initiatives.
4.1.7 The new CSP operational priorities are
aligned to the High Fives. Light Up and Power
Africa will be supported through the proposed
energy investments to expand power generation,
distribution and transmission capacities that will
lead to the lighting up and powering of more
communities and businesses enterprises in the
country and region. Integrate Africa will be
supported through transport and energy
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investments that will increase cross-border trade
by reducing the cost of transport and doing
business and raising production and productivity.
The economic governance interventions will also
promote integration by catalysing domestic and
foreign private sector investments through
improved business climate. Infrastructure
investments
will
promote
greater
industrialization
by
enhancing
country
competitiveness, reducing cost of doing business,
increasing
production,
productivity
and
diversification, and promoting greater intra and
cross border trade. The governance and
accountability interventions will also contribute to
industrialization at both country and region levels
by improving the business climate for private
sector development. Feed Africa will be supported
by investments under the two pillars through their
transformative impact on agriculture in terms of
increased productivity and production, value
addition, and food security. Investments in the two
pillars will also improve quality of people’s life,
including women and the youth, by increasing
access to quality and sustainable energy, water,
transport and basic social services, employment,
and food security.
4.2
Pillars for Bank Group Support
Pillar 1: Infrastructure Development
4.2.1 Under this pillar, the main emphasis will
be the transport, energy and water and sanitation
sub-sectors. Improved access to reliable and
efficient infrastructure will contribute to economic
growth
by
enhancing
the
country’s
competitiveness, reducing transaction costs,
crowding in private investment, avoiding a lock-in
of old technologies and moving up the agriculture
value chain. In this regard, the Bank will focus on
infrastructure investments selectively in a few
operations with the greatest potential to deepen
physical, economic and social integration, create
opportunities for the private sector and promote
inclusion. It will support regional operations with
the potential to drive market integration and
growth. All operations will be screened for climate
change adaptation and mitigation, while skills
development will be an important element of all
Bank operations.

the country. The Bank will continue to focus
selectively on road corridors linking agricultural
producers to markets and international trade
corridors during the new CSP period, to further
improve
interconnectivity
and
facilitate
diversification of Ethiopia’s access routes to ports.
In this context, the Bank will scale up the quantity
and quality of the transport infrastructure, initiate
the development and institutionalisation of
transport logistics and improve transport services.
The Bank will support integrated transport
programs that will serve economic transformation
as it moves up the value chain.
4.2.3 The Bank’s new operations will integrate
transport infrastructure and services with
concentration nodes of agricultural production and
trading, bringing the markets closer to the
producers and enhancing economic corridors
along the transport corridors. The integrated
transport operation will include elements of
regional integration such as operationalizing key
One Stop Border Posts (OSBP) and
institutionalizing the management of international
transport corridors. Specifically, the integrated
transport operation will include: (i) the
construction and maintenance of national and
regional roads; (ii) the institutionalisation of
Kenya-Ethiopia transport corridor management
and the operationalisation of the Moyale one stop
border post, linking Ethiopian producers and
consumers with larger East African regional
markets; (iii) the formalisation and capacity
building of transport logistics by encouraging and
improving the participation of private sector
players; (iv) the establishment of linkage between
agricultural production, industrial and mining
zones with markets and consumption nodes using
transport and logistics; and (v) the creation of
specialised infrastructure that promotes the
concentration of production and consumption at
major regional urban centres and boosts the
concept of service concentration through regional
freight exchange services. By increasing access to
and quality of transport service and promoting the
concentration of agricultural production and trade
centres, the proposed interventions will support
inclusive economic growth and gender
mainstreaming through job creation.

4.2.2 Transport: The Bank’s main focus in
Ethiopia is to address issues of food insecurity in
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4.2.4 Energy: One of the Bank’s major focus
areas in Ethiopia is supporting the GoE to deliver
an adequate & reliable electricity supply for
industrialisation, domestic use and regional
markets. This will be done primarily through
support to increase the generation capacity of the
country and expanding and strengthening the
transmission and distribution networks along the
major corridors and by linking with transport,
industry, trade centres and agro industry parks.
This thrust will be maintained during the new CSP
period. The Bank’s intervention will continue
improving the livelihood of both the rural and
urban population through increased access to
reliable and affordable electricity that improves
quality of life. In terms of advancing the
inclusiveness agenda of the Bank, interventions in
the energy sector will emphasise linking the
emerging regions of the country to the national
power grid and enhancing the population’s access
to electricity. Access to reliable electricity by the
private sector will also be emphasised, for instance
through dedicated power supply to the industrial
parks or specific private sector projects – similar
to the Mekelle-Dallol line which is supplying a
private sector potash mine project. This will help
promote small businesses and the creation of jobs
for youth and women.
4.2.5 As part of the Bank’s engagement to
promote regional integration, regional power
interconnection efforts will be supported and
power trade promoted. Working closely with
member states and DPs, the Bank will deepen its
engagement with the East Africa Power Pool in a
bid to operationalise the regional power trading
platform
and
expand
regional
power
interconnections. This will avail more of
Ethiopia’s clean and renewable power to the
region and reduce the region’s overall carbon
footprint. The Bank will also continue supporting
PPP transactions in the energy sector, particularly
in the generation & distribution businesses to
improve the reliability of supply and quality of
service delivery. The Bank’s intervention will
build capacity to enable the sector to respond
adequately to demands for skilled personnel for
the construction, operation & maintenance of
electricity facilities. The Bank will continue
carrying out analytic work towards regional
carbon and energy trade.

4.2.6 Water and Sanitation: In order to
improve the quality of life of Ethiopians, Bank
operations will continue with the focus on
increasing access to clean water supply and
sanitation. This will be achieved by increasing
access to water supply and sanitation and adopting
good hygiene practices in an equitable and
sustainable manner. This will be done in the
context of Bank supported national One WASH
programme. In addition, the Bank will address the
rapid urbanisation by constructing sustainable and
reliable water supply schemes with proper water
treatment plants to ensure quality. In line with this,
a liquid waste water treatment plant will also be
considered to address the sanitation issue. The
Bank will also consider water and sanitation as an
integral part of industrialisation, for instance, by
providing water treatment plants and effluent
management for industrial parks. To promote
green growth, the use of off-grid renewable energy
sources such as wind and solar for pumping water,
already under pilot through the Bank-funded Solar
and Wind for Water project, will be scaled up. In
the rural community, the diesel engine generators
for extracting water from the groundwater sources
will be replaced by solar and wind energy. Trees
will be planted around water source areas to
maintain soil structure, combat erosion and
enhance rainwater infiltration to help avoid the
localised depletion of groundwater.
4.2.7 Analytical work will be carried out to
assess the feasibility of a PPP framework in the
water supply and sanitation sector. The Bank will
also consider providing sustainable and reliable
water supply for the agro-industrial parks by
connecting from the town distribution system or
by providing dedicated new water supply schemes.
The potential role of private contractors will be
encouraged, for example, in the drilling of deep
wells and the construction of water supply
schemes. The Bank will also undertake skills
development at all levels of government structure.
The Bank will promote the active involvement of
women throughout the project implementation
cycle and empower them to play a leading role in
the operation, maintenance and management of the
water supply schemes.
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Pillar II: Promoting Economic Governance
4.2.8 Enhancing transparency, accountability
and sustainability of basic service delivery at a
local level is a key focus in this pillar. The Bank
therefore intends to concentrate its operation under
this pillar on deepening accountability and
transparency in basic services delivery,
consolidating gains made under the Protection of
Basic Services (PBS) Program, and putting the
country on a better footing in terms of long term
sustainability in this area. In addition, in
recognition of the need to quickly address the
binding constraints to private sector participation
in economic activities, the Bank will focus on
improving the business climate, to complement its
work on hard infrastructure business enablers.
This will be in line with the GTP II pillar on
transforming the domestic private investors into a
capable development force.
4.2.9 Accountability and Transparency in
Basic Service Delivery: Building on the
achievements recorded so far in decentralised
basic services delivery, the Bank will continue to
engage with the GoE to support its strategic shift
to focus on enhanced quality and equity of services
by strengthening service delivery governance
systems, thereby improving quality of life for the
people of Ethiopia. Bank support will mainly
focus on service delivery reforms in the education,
health, and water and sanitation sectors, which are
among the key pro-poor sectors prioritised by the
government and particularly relevant to the rural
poor and vulnerable population. The Bank’s
intervention will specifically contribute to
improved accountability and transparency and
enhanced citizen’s engagement in service delivery
as well as in addressing remaining issues of the
PFM system and gaps in woreda level capacity
through skills and systems development. The Bank
will also promote domestic resource mobilisation
for the sustainability of basic service delivery.
4.2.10 Cognisant that increased access to basic
services is the main driver of poverty reduction
and improved quality of life, the Bank’s
contribution to decentralised basic services will
have a meaningful impact on the living conditions
of the rural population. The Bank will ensure
inclusiveness of its operations through tracking
service equity indicators designed to focus on the

four emerging regions of the country, and it will
ensure equitable access to health and education
services by girls and women and their participation
in local level management of services. Though this
will help the country address maternal health and
gender equality, the MDG targets are unlikely to
be met and thus will continue to be a priority area
in the SDGs.
4.2.11 Enabling Environment for the Private
Sector Development: As private sector is a major
force for the industrialisation and job creation
agenda of the country, the main thrust of the Bank
operation will be supporting the establishment and
effective use of eco-friendly agro-industrial
parks. These parks will link producers and SMEs
with strategic industrial clusters along the valuechains, including the scaling up of agricultural
commodity exchange. During the CSP period, the
Bank intends to strengthen its support to the
private sector by addressing the challenge of
access to finance. This will be achieved through
lines of credit and guarantee schemes to
commercial and development banks. Direct
lending to the private sector will also remain an
option where commercially viable opportunities
exist. Of particular importance will be the need to
enhance technology adoption to support
industrialisation and competitiveness and the Bank
will leverage its knowledge and experience to
support the development of ICT village.
4.2.12 The
industrialization
drives
will,
nonetheless, largely depend on Ethiopia’s ability
to attract private investments. Promoting a private
sector enabling environment will, therefore, be the
focus of the Bank’s operation. The Bank will work
with GoE to address issues related to policy, legal,
regulatory and institutional framework for PPPs.
Improving the business environment will be an ongoing process under the new CSP, which will be
pursued through the DAG policy dialogue
architecture and bilaterally through analytic
works, like the private sector profile study. The
Bank will also contribute to advancing financial
inclusion and improving the efficiency of the
financial sector. A financial sector diagnostic
study will be carried out to inform dialogue in this
critical sector.
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4.3

Deliverables, Targets, and Resources

4.3.1 The Bank and GoE have agreed on large
but few indicative lending programs for CSP
2016-20 period (see Annex 1b), which will be
assessed at the Mid-Term Review. In collaboration
with GoE, the Bank will undertake necessary
project development activities for the concerned
operations to ensure readiness for implementation.
4.3.2 Ethiopia’s indicative PBA allocation in the
new CSP period will be about UA 620 million,
which will include the last year of ADF 13 (FY
2016), the full ADF 14 cycle (FY 2017-19) and the
first year of ADF 15 (FY 2020). Additional
resources of about UA 650 million will also be
mobilised from the ADF Regional Operations
Window, AfDB public and private windows,
Special Funds (Africa Growing Together Funds,
climate funds, and Africa50 funds) managed by
the Bank and from other parallel and/or cofinanciers. The Bank’s lending operations will
remain few, but focused on large projects.
4.3.3 The CSP 2016–20 Results Measurement
Framework (see Annex 1A) presents the results
chain that links outputs to their expected
outcomes, and GTP targets and goals. For
example, the Bank’s energy sector operations will
contribute to the GoE’s objective to expand
electricity coverage from 60% to 90% by 2020.
The transport sector interventions will contribute
towards reducing average travel time to reach all
weather roads from 1.5 hours to 0.8 hours.
4.3.4 The Bank envisages using a combination
of project and programmatic instruments,
including budget support for good governance
operations. The 2015 Bank’s fiduciary risk
assessment (see Annex 7) confirms that the PFM
systems are reasonably adequate for the Bank to
support PBOs. Where feasible, the ADF Partial
Credit/Risk Guarantee will also be deployed to
support
private
sector
participation
in
infrastructure development.
4.3.5 The CSP 2016–20 Results Measurement
Framework is anchored in the national M&E
system, which will provide the basis for
monitoring implementation
progress
and
evaluation of performances. The framework

consists of output and outcome indicators drawn
from the GTP policy matrix. This will provide the
basis for measuring the Bank Group’s contribution
to GTP II outcomes and attainment of the SDGs
by the country. To facilitate results measurement,
gender-disaggregated M&E systems will be
incorporated in all Bank Group operations.
4.3.6 The Bank will undertake a Mid-TermReview of the CSP in the 2nd quarter of 2018. The
MTR will assess progress, and where needed,
adjustments will be made to ensure that the results
of the CSP are achieved. A CSP Completion
Report will be prepared in 2020.
4.3.7 In line with lessons learnt, the Bank will
dedicate adequate resources for knowledge
generation and management activities. The Bank
will undertake ESWs for evidence-based policy
dialogue and to facilitate the informed design of
new operations. The core objective here is to
deepen knowledge of how Ethiopia can maximise
its economic potential to become a carbon neutral
middle income-manufacturing hub. The ESWs
planned during the CSP period are shown in
Annex 1b. Key products include a financial sector
assessment report, an agro-industry flagship study,
a private sector profile, and a water sector flagship
study. Ethiopia has expressed its desire to utilize
carbon markets and appropriate carbon accounting
regimes as part of the country’s development
financing strategy. The Bank will be promoting
this issue in the interests of many nations and will
work to assist Ethiopia monetize its carbon assets
and develop suitable GHG emission policies and
measures. Opportunities for coordinated ESWs
with DPs will be pursued.
4.4
Country Dialogue Issues
4.4.1 The core issues for dialogue include a
business climate for promoting private sector
development, regional economic integration, and
financial sector deepening.
4.4.2 Improving Business Climate: The Bank
will carry out the private sector profile and
intensify policy dialogue to encourage a rebalancing of public and private sector roles in the
economy. The core issues here include improving
competition and easing policy and regulatory
barriers to private sector development. The
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dialogue will also cover policies for deepening the
country’s financial sector.

Bank will integrate capacity building components
in the projects.

4.4.3 Reforms in Energy and Transport
sectors: The core issues for dialogue in the two
sectors revolve around institutional capacity for
managing an expanding network, strengthening
funding bases for operations and maintenance, and
developing the capacity of the construction sector.
In the energy sector, the dialogue will address tariff,
regulation, and related issues to facilitate private
sector participation in the sector.

4.5.4 Weak Business Climate: This remains a
major risk to private business in Ethiopia due to
various factors such as the high cost of doing
business and low access to finance. Mitigating this
risk will require the GoE’s credible commitment
to business climate reforms as failure to undertake
such reforms will jeopardise achievement of the
government’s transformation objectives by
weakening private sector participation. A
deficiency in the GoE’s commitment on business
climate reforms will also endanger the Bank’s
vision of supporting the private sector through the
AfDB window. The Bank’s prudence in
dialoguing on the reforms, as a trusted partner,
remains essential to mitigate the risk.

4.4.4 Regional Integration: The Bank will
deepen dialogue on trade facilitation measures for
the regional corridors to expand Ethiopia’s trade
with its neighbours, including Kenya, Sudan,
Somalia, Djibouti and the rest of East Africa. In
this regard, the Bank will closely engage Ethiopian
authorities regarding the ratification of the
COMESA’s Free Trade Area Treaty.
4.5
Risks and Mitigation Measures
4.5.1 The Bank has identified the following four
major risks that may affect the successful
implementation of CSP 2016-2020 and the
achievement of GTP II objectives.
4.5.2 Vulnerability to Exogenous shocks:
Ethiopia’s economy remains highly vulnerable to
exogenous environmental and macroeconomic
shocks, particularly frequent droughts and export
commodity price shocks. A major deterioration in
the terms of trade (e.g. the decline in coffee prices
and a surge in oil prices) will adversely affect
GTP II implementation. To mitigate these risks,
the GoE is pursuing strategies for promoting
economic diversification, expanding the use of
irrigation and renewable energy to enhance
resilience in the agriculture and service sectors,
respectively, and growing the industrial sector.
4.5.3 Weak Institutional Capacity: This is a
significant risk to GTP II implementation,
particularly at decentralised levels of government.
Deepening capacity building efforts will thus be
crucial for mitigating this risk. Under GTP II, the
government will emphasise human and
institutional capacity building and skills
development. In configuring its assistance, the

4.5.5 Domestic Resource Mobilization and
macroeconomic Risks: The GTP II financing
plan assumes that almost 86% of total
expenditures will be financed from domestic
sources. This might prove difficult to achieve,
forcing the GoE to resort to deficit financing.
Increased public sector borrowing runs the risk of
fuelling debt distress, inflation, and instability. It
could also aggravate the crowding-out of private
sector investment. Mitigating these risks will
require the Bank’s advisory support and
dialoguing through DAG architecture for the GoE
to follow prudent fiscal, monetary, and debt
management policies and strategies. A bigger role
for the private sector and scaling up domestic
resource mobilisation will also be critical. The
Bank will enhance its engagement and support in
both cases.
5.

CONCLUSIONS AND
RECOMMENDATIONS

5.1
Ethiopia has achieved commendable
economic and social progress over the past decade.
Over the last five years, the GTP has been the
development framework, and under this the
country has registered GDP growth rates
averaging slightly above 10%. Poverty levels have
been reduced substantially and the country is on
track to meet most of the MDGs. The Bank’s
assistance framework for the past five years has
been anchored on the GTP and interventions
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during this period have contributed significantly to
the attainment of GTP goals. Ethiopia is now
embarking on GTP II with the goal of moving
towards being a carbon-neutral middle-income
country by 2025. The goals articulated in GTP II
are bold and ambitious, seeking to build on
achievements under GTP I, and to address the
bottlenecks that have so far hindered economic
transformation. The Bank considers GTP II to be
an appropriate framework for supporting
Ethiopia’s green, transformative and sustainable
development agenda.
5.2
Considering the pillars of GTP II,
consulting with government and partners,
reviewing the aid architecture in Ethiopia, and the
need to remain selective, the Bank’s assistance
strategy for 2016–2020 CSP will focus on two
operational priorities, namely (i) infrastructure
development, and; (ii) promoting economic
governance. The CSP is formulated with the
objective of supporting green economic
transformation, anchored on the country’s
agricultural base and expanded private sector
involvement. Both pillars will therefore seek to
adopt an integrated approach, which addresses
transformation, inclusion and private sector
development. In doing this, the Bank will continue
to embed crosscutting themes across all
interventions. Additionally, it will step up the
generation of knowledge, which has proven to be
an effective tool, especially for policy dialogue,
under previous assistance strategies. As in
previous strategies, Bank engagement with the
country will be undertaken in the context of
continuous donor coordination and enhanced aid
effectiveness initiatives.
5.3
The Boards of Directors are hereby
requested to consider and approve the CSP 2016–
20.
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ANNEX 1A: ETHIOPIA: COUNTRY STRATEGY PAPER 2016-2020 RESULTS-BASED FRAMEWORK
Key development objectives in
Growth and Transformation
Plan II

Issues hindering
achievement of desired
outcomes/sector issues

Final outcome
indicators (expected by
2020)

Final outcome/output of
Bank interventions (by
2020)

Mid-term outcome
indicators (by
2018)

Key actions and midterm outcome/output
indicators (by 2018)

Bank Group interventions during
country strategy paper period
(on-going and proposed)

CSP Pillar 1: Infrastructure development
To improve access and quality
of infrastructure services to the
private sector and citizens in
order to sustain rapid, green and
inclusive growth

1)

Transport

Low road density
Insufficient financial
resources for road
expansion
High transport and trade
transaction costs
Limited institutional
capacity

Logistics performance
index improved from
2.59 to 3.07

Expanded road network –
1,000km paved road
constructed

Road density expanded to
200km/1,000km2 from
109

About 3 million trees planted
at the corridor of the projects

Average time taken to
reach nearest all weather
roads reduced to 0.8
hours from1.5 hours

Poor regional/international
connectivity

Operationalisation of one stop
border post at Moyale

Road density
expanded to
120km/1,000km2
from 109
Average time taken
to reach nearest all
weather roads
reduced to 1 hours
from 1.5 hours

Establishment of formal
transport and logistics system
Sensitise all communities
directly affected by Bank
supported projects in the
transport sector on gender,
road safety and HIV/AIDS

Poor transport and
logistics service

Expanded road network
– 250km paved road
constructed
About 1.5 million trees
planted at the corridor
of the projects
About half of the
operationalisation of
one stop border post at
Moyale finalised
Establishment of
transport logistics and
corridor management
authority started
Sensitise 40% of the
communities directly
affected by Bank
supported projects in the
transport sector on
gender, road safety and
HIV/AIDS

2.

Energy

Low access to electricity
Low power generation
capacity
High dependence on
biomass fuels

Increased number of
consumers with access to
electricity to 6.95 million
from 2.455 million
Increased access to
electricity services to
90% from 60%

2,058km of distribution lines
constructed
945km of transmission lines
constructed
434km of cross-border
transmission lines constructed

High power losses
Low level of energy mix
Insufficient financial
resources

Reduced total power
wastage of transmission
and distribution substations to 11% from 22%

400MW power traded with
neighbouring countries
100MW wind energy
generated

I

Increased number of
consumers with
access to electricity
to 4 million from
2.455 million

1,200km of distribution
lines constructed

Increased access to
electricity services
to 75% from 60%

260km of cross-border
transmission lines
constructed

Reduced total power
wastage of
transmission and
distribution substations to 16.9%
from 22%

Tariffs adjusted to
reflect long run
marginal cost

305km of transmission
lines constructed

60,000 people (in urban
and rural areas)

Lending activities
On-going
1) Jimma–Mizan road (232km)
2) Mombasa–Nairobi–Addis Ababa
(Phase II) road (300km)
3) Bedele–Metu road (112km)
4) Mombasa–Nairobi–Addis Ababa
(Phase III) road (200km)
5) Modjo–Hawassa Expressway project
Proposed
1) Integrated transport programme
including new regional road project
2) Capacity building for one stop
border post, corridor management
and logistics system
Non-lending activities
1) Sector policy dialogue
2) Advice/support for regional trade
facilitation

Lending activities
On-going
1) Rural electrification II
2) Electricity Transmission System
Improvement Project
3) Ethiopia–Kenya electricity highway
project
Proposed
1. Transmission & distribution system
improvement II
2. Rural electrification III
3. Cross-border transmission lines
4. Wind generation plant
5. Mekelle–Dallol transmission line
6. RG/PCG/(Corbetti) Geothermal
Plant

Key development objectives in
Growth and Transformation
Plan II

Issues hindering
achievement of desired
outcomes/sector issues
Weak institutional
implementation capacity

Final outcome
indicators (expected by
2020)
Increased total generation
capacity to 17,346MW
from 2,241MW

Weak regulatory
environment

102,000 people (in urban and
rural areas) connected to
electricity, of which 45% are
women

Low quality of service

3.

Final outcome/output of
Bank interventions (by
2020)
Tariffs adjusted to reflect
long run marginal cost

Mid-term outcome
indicators (by
2018)
Increased total
generation capacity
to 10,000MW from
2,241MW

Water and sanitation

Limited human resource
capacity at local and
regional level
Depleting of groundwater
resources serving as a
main source
Low surface water storage
capacity to use for water
supply
Construction of rural pipe
systems not feasible in
some regions

National
access
to
improved water supply
increased to 83% from
58% (rural to 85% from
59% and urban to 75%
from 51%)
Access to sanitation
facilities increased to
100% from 28%
Non-functionality
of
schemes reduced to 7%
from 15.5 %

10,350 rural water supply
schemes constructed
1,095,000 new sanitation
household facilities built
2,100 gender segregated
sanitation facilities
constructed for health centre
2,450 gender segregated new
and rehabilitated sanitation
facilities constructed for
schools

National access to
improved
water
supply increased to
71% from 58%
(rural to 72% from
59% and urban to
63% from 51%)
Access to sanitation
facilities increased
to 90% from 28%
Non-functionality of
schemes reduced to
9% from 15.5 %

1,035 diesel engine driven
pumps replaced by solar and
wind energy pumps

Weak water supply service
regulatory and monitoring
system

2,000 rural water supply
schemes constructed or
rehabilitated
200,000 new sanitation
household
facilities
build
600 gender segregated
sanitation
facilities
constructed for health
centre
550 gender segregated
sanitation
facilities
constructed for schools
200 diesel engine driven
pumps replaced by the
solar/wind
energy
pumps

Trees, vegetables etc. planted
around water source areas.

High turnover of qualified
and trained staff members

Key actions and midterm outcome/output
indicators (by 2018)
connected to electricity,
of which 45% are
women

Trees, vegetables etc.
planted around 50% of
water source areas

3.5 million people got access
to water supply and sanitation
facilities

Bank Group interventions during
country strategy paper period
(on-going and proposed)
Non-lending activities
On-going
1) Assela wind feasibility study
2) Addis Ababa power distribution
master plan study
3) Energy sector policy dialogue
Proposed
1) Regional carbon and energy trade
Lending activities:
On-going
1) One national Water, Sanitation and
Hygiene programme
2) Water supply and sanitation
improvement programme for four
towns
3) Baro Akobo Sobat multipurpose
water resources development study
project
4) Solar and wind for water project
Proposed
2) East Akaki waste water treatment
plant
3) Integrated water supply and
sanitation programme for 10 towns
4) Extension of one national Water,
Sanitation and Hygiene programme
Non-lending activities
1) Groundwater resources assessment
study
2) Public-private partnership potential
study on water supply schemes

1.5 million people got
access to water supply
and sanitation facilities

CSP Pillar 2: Promoting economic governance
To improve quality & equity of
basic services through
strengthening the governance of
a decentralised basic service
delivery and enhancing the
business climate to the private
sector

Low access & poor quality
of basic services at
decentralised local level

Primary net enrolment
rate increased to 100
from 93

Low fiscal space at local
level

Female primary
completion rate increased
to 97% from 90.1%

Limited public financial
management capacity at
local level
Weak accountability in
basic services provision

Gender gap in rural
primary completion rate
reduced

Block grant transfer to regions
increased in line with
medium-term expenditure &
fiscal framework

Primary net
enrolment rate
increased to 98%
from 93%

15% of woredas have
conducted
pre-budget
discussion (25% women)

Female primary
completion rate
increased to 94%
from 90.1%

Regulatory & institutional
framework for public-private
partnerships established

II

Rural primary
completion rate

Block grant transfer to
regions increased in line
with medium-term
expenditure & fiscal
framework
15% of woredas have
conducted pre-budget
discussion (25%
women)
Regulatory &
institutional framework

Lending activities
On-going
1) Institutional Support Project for
Public-Private Partnerships
2) M-BIRR national mobile money
service
3) ATI
Proposed
1) Basic service transformation
programme
2) Financial sector support – line of
credit

Key development objectives in
Growth and Transformation
Plan II

Issues hindering
achievement of desired
outcomes/sector issues
Low public access to key
fiscal information

Final outcome
indicators (expected by
2020)
Rural primary completion
rate (Grade 8) increased
to 75% from 47%

Limited citizen
engagement on budget &
service delivery issues

Maternal mortality
reduced from 420 to 199
(100,000) population

Weaknesses in tax
collection

Professional audit and
accounting standards
board functional

Weak business climate
affecting level of private
investment
Weak private sector
business and innovation
environment

Private investment as
share of GDP increased
to 11% from 8%
Getting credit in World
Bank Doing Business
ranking improved to 155
from 165

Final outcome/output of
Bank interventions (by
2020)
Public-private partnership
unit set up

Mid-term outcome
indicators (by
2018)
(Grade 8) increased
from 47% to 75%

Key actions and midterm outcome/output
indicators (by 2018)
for public-private
partnerships established

10 public-private partnership
transactions carried out

Maternal mortality
rate reduced from
420 to 199
(100,000)
population

Public-private
partnership unit set up

50 information and
communication companies
hosted in the ICT Village;
100 incubations hosted; 80
training programmes
undertaken
Two line of credit signed with
Banks
Four loans signed with
private entities

Share of manufacturing
industry to gross
domestic product
increased to 8% from
4.6%

Professional audit
and accounting
standards board
functional
Regulatory &
institutional
framework for
public-private
partnerships
established
Private investment
as share of gross
domestic product
increased to 11%
from 8%
Getting credit in
World Bank Doing
Business ranking
improved to 155
from 165
Share of
manufacturing
industry to gross
domestic product
increased to 6%
from 4.6%

III

Three public-private
partnership transactions
carried out
30 information and
communication
companies hosted in the
ICT Village; 30
incubations hosted; 18
training programmes
undertaken

One line of credit signed
with Banks
Two loans signed with
private entities

Bank Group interventions during
country strategy paper period
(on-going and proposed)
3) Development Bank of Ethiopia loan
facility
4) Programme-based operation
focusing on economic governance
5) Institutional Support Project –
capacity building for governance
institutions
6) Support to the development of ICT
Village Phase II
7) Development of integrated agroindustry parks
8) Agriculture market infrastructure
development project
Non-lending activities
1) Financial sector diagnostic
2) Private sector profile
3) Agro-industry/agricultural market
flagship study
4) Carbon accounting rules and climate
resilience modelling
5) Policy dialogue through joint aid &
budget review

ANNEX 1B: INDICATIVE PIPELINE OF THE CSP
Funding
Window

Sector

A. Lending Operations
Pillar 1: Infrastructure development
1. Integrated Transport Project Phase I
2. Integrated Transport Project Phase II
3. Addis Ababa East Akaki waste water treatment plant
4. 10 towns integrated water supply and Sanitation program
5. Extension of One WaSH National Program
6. Mekele-Dallol and Semera-Afdera power transmission project
7. Addis Ababa Distribution and Transmission System Improvement Project
8. Wind Energy Program (Assela-Wind Plant Development)
9. Ethiopia Wind Energy Program PRG/PCG/(Corbetti) Geothermal Plant
10. Jimma - Atango Power Transmission project (Rural Electrification-III)
11. Ethiopia-South Sudan Electricity Interconnection Project

Transport
Transport
Water & Sanitation
Water & Sanitation
Water & Sanitation
Energy
Energy
Energy
Energy
Energy
Energy

ADF
ADF
ADB (public)
ADB (public)
ADF
ADB (public)
ADB (Public)
ADF
ADB (Public)
ADF
ADF

Multisector
Multisector
Multisector
Finance
Industry
Agriculture
ICT

ADF
ADF
ADF
ADB (Private)
ADB (Public/Private)
ADB (Public/Private)
ADB (public/Private)

Pillar II: Promoting Economic Governance

Total
Estimated
Cost

B. Non-lending pipelines
Pillar 1: Infrastructure development
1. Analytic study on regional carbon and energy trade
2. Groundwater Resources assessment Study
3. Study of the PPP potential in water supply & sanitation schemes
Pillar 2: promoting economic governance
4. Financial sector diagnostic study
5. Agro-industry flagship study
6. Private sector profile
7. Gender Profile

Energy
Water & Sanitation
Water & Sanitation

Trust fund
Trust Fund
Trust fund

Financial Sector
Industry
Private Sector
Gender

Trust Fund
Trust Fund
Trust Fund
Trust Fund

Total

IV

ADB

2,518.00

620.00

650.00

370.00
65
150

250.00

105
450
75
82
78
75
293
180
50
19
36

Trust
Funds

Others

36.00

1,486.00

36.00

6

35
295
15
22
22

15

213
93

50
75
80
72
50
9
24

5
400.00

150
125
75
50

6.65

6.65

5.5
2.2
1.8
1.5
1.15
0.75
0.1
0.1
0.2

5.5
2.2
1.8
1.5
1.15
0.75
0.1
0.1
0.2

650.00

5
36

2016
2018
2019
2018
2020
2016
2017
2017
2017
2019
2018

750.00

150
50
50

620.00

year

736.00
5
5

60
60

250.00
500
0
0
150
250
150
100

2,524.65

Trust Funds include AGTF and EPSA: Others refers to other Donors and Government

ADF

1,368.00

1,150.00

12. Basic Services Transformation Program II
13. ISP- Capacity Building for Governance Institutions
14. Programme-based operation focusing on economic governance
15. Line of Credit to SMEs (DBE and CBEs)
16. Development of Integrated Agro-Industrial Parks
17. Agriculture Market Infrastructure Development Project
18. Support to the development of ICT Village Phase-II

Bank financing

42.65

500

2019
2018
2020

125
75
50

2017
2018
2016

2017
2018
2018
2016
2017
2018
2017

1,486.00

ANNEX 2: ETHIOPIA - PORTFOLIO AS AT 31 DECEMBER 2015
No

Project

AGRICULTURE SECTOR
Drought Resilience and Sustainable
1
Livelihoods I
Drought Resilience and Sustainable
2
Livelihoods II
TRANSPORT SECTOR
3
Jimma-Mizan Road Project
Mombassa-Nairobi-Addis
Road
4
Corridor –Agere Mariam -Yabelo
Road Project (Phase II)
Mombassa-Nairobi- Addis Road
5
Corridor-Hawassa-Agere
Mariam
Road Project (Phase III)
6
Bedele-Metu Road Upgrading
Modjo- Hawassa Highway Road
7
Project Phase I
Modjo- Hawassa Highway Road
Project Phase I*
ENERGY SECTOR
8
Rural Electrification II Project
Electricity Transmission Systems
9
Improvement Project
Electricity Transmission Systems
Improvement Project*
Ethiopia-Kenya Electricity Highway
10
Project
WATER SECTOR
The One WASH National Water
11
Program
The One WASH National Water
Program
MULT_SECTOR
12 PBS III
13 Institutional Support to PPPs
PUBLIC SECTOR TOTAL
OTHER OPERATIONS
14 Derba-Midroc Cement Factory
15 Ethiopian Air Lines
16 Solar &Wind for Water
17 Assela Wind Farm SREP PPG
18 Africa Bamboo
19 AWF/NEPAD Baro Akobo Sobat
Capacity Building for Financial
20
Inclusion in Ethiopia (M-Birr)
ClimDev Fund for Adaptation to
21
Climate Change in Ethiopia
Subtotal Other Operations
TOTAL PORTFOLIO

Approval
Date

Loan/
Grant

Disbursment

IP

DO

PFI Status

58,482,000
19-Dec-12

30,000,000

7.55%

2

3

PPP

26-Nov-14

28,482,000

-

NR

NR

NON-PP/NON PPP

13-Dec-06

381,770,000
65,000,000

84.68%

3.36

2.3

NON-PP/NON PPP

1-Jul-09

85,000,000

81.66%

3.77

3.3

NON-PP/NON PPP

30-Nov-11

105,000,000

36.88%

3

3

NON-PP/NON PPP

30-Nov-11

41,060,000

57.16%

3

3

NON-PP/NON PPP

6-Nov-13

84,080,000

17.78%

NR

NR

NON-PP/NON PPP

6-Nov-13

1,630,000

2.21%

NR

NR

NON-PP/NON PPP

20-Dec-06

388,950,000
87,200,000

82.02%

3.92

3.5

NON-PP/NON PPP

6-Dec-10

93,750,000

85.36%

3.62

4

NON-PP/NON PPP

6-Dec-10

58,000,000

95.48%

3.85

4

NON-PP/NON PPP

19-Sep-12

150,000,000

12.05%

3

3

NON-PP/NON PPP

66,800,000
8-Sep-14

60,000,000

29.69%

3

3

NON-PP/NON PPP

8-Sep-14

6,810,000

37.00%

3

3

NON-PP/NON PPP

18-Jul-12
26-May-15

167,173,000
166,000,000
1,173,000
1,063,175,000

100.00%
10.73%
53.82

3
NR

4
NR

NON-PP/NON PPP
NON-PP/NON PPP
NON-PP/NON PPP

16-Apr-08
23-Mar-11
12-Jan-09
5-Dec-12
Mar-15
2-May-13

36,737,447
25,830,276
1,709,930
1,135,521
532,550
2,060,000

100.00%
96.68%
100.00%
12.00%
28.00%

3.09
3.77
3.27
3.75
NR
3

3
4
3.7
NR
NR
3

NON-PP/NON PPP
NON-PP/NON PPP
NON-PP/NON PPP
NON-PP/NON PPP
NON-PP/NON PPP
NON-PP/NON PPP

Feb-15

226,100

40%

NR

NR

NON-PP/NON PPP

Jun-15

795580

-

NR

NR

NON-PP/NON PPP

69,027,403.83
1,132,202,403.83

V

ANNEX 3: ETHIOPIA: SELECTED MACROECONOMIC INDICTORS
Indicators
National accounts
Gross national income (GNI) at current
prices
GNI per capita
Gross domestic product (GDP) at
current prices
GDP at 2000 constant prices
Real GDP growth rate
Real per capita GDP growth rate
Gross domestic investment
Public investment
Private investment
Gross national savings
Prices and money
Inflation (consumer price index)
Exchange rate (annual average)

Unit

2000

2009

2010

2011

2012

2013

2014 (e)

USD million

8,583

28,845

33,096

34,863

38,526

44,227

...

USD

130

340

380

390

420

470

...

USD million

7,970

27,464

26,083

30,479

42,210

46,558

53,939

USD million
%
%
% GDP
% GDP
% GDP
% GDP

7,970
5.9
3.0
19.2
15.1
4.0
16.8

16,351
10.0
7.2
22.0
12.1
9.9
19.0

18,079
10.6
7.7
23.8
15.0
8.7
20.7

20,137
11.4
8.6
32.1
23.2
8.9
27.2

21,889
8.7
6.0
37.1
28.1
9.0
26.6

24,034
9.8
7.1
35.8
26.7
9.1
27.0

26,510
10.3
7.6
36.9
28.4
8.5
23.2

%
Local
currency/USD
%
%

6.2

8.5

8.1

33.2

24.1

13.5

8.1

8.2

11.8

14.4

16.9

17.7

18.6

19.7

Monetary growth (M2)
58.0
...
...
...
...
...
...
Money and quasi money as % of GDP
49.6
...
...
...
...
...
...
Government finance
Total revenue and grants
% GDP
17.0
16.9
17.6
16.6
15.5
15.9
15.1
Total expenditure and net lending
% GDP
26.0
17.9
19.3
18.2
16.6
17.8
17.7
Overall deficit (-)/surplus (+)
% GDP
-9.3
-1.0
-1.7
-1.6
-1.2
-1.9
-2.6
External sector
Exports volume growth (goods)
%
20.5
10.5
-6.4
19.9
-5.1
24.3
13.7
Imports volume growth (goods)
%
-17.9
-7.1
-7.5
3.8
7.2
-0.3
-1.2
Terms of trade growth
%
-41.1
-34.8
35.1
31.9
-2.8
-25.0
-14.7
Current account balance
USD million
-335
-2,954
-1,617
-204
-3,064
-2,813
-4,652
Current account balance
% GDP
-4.1
-10.8
-6.2
-0.7
-7.3
-6.0
-8.6
External reserves
Months of imports
1.9
2.3
...
...
...
...
...
Debt and financial flows
Debt service
% exports
60.1
2.4
3.2
4.3
6.6
8.5
11.3
External debt
% GDP
66.7
15.1
20.6
22.9
18.1
20.3
20.8
Net total financial flows
USD million
681
4,303
3,875
3,404
3,365
...
...
Net official development assistance
USD million
687
3,819
3,525
3,539
3,261
3,826
...
Net foreign direct investment
USD million
135
221
288
627
279
953
...
Sources: AfDB statistics department: development data portal database, March 2015; IMF: World Economic Outlook, October 2014
and International Financial Statistics, October 2014; United Nations: Organization for Economic Cooperation and Development
reporting system division. Notes: … data not available; (e) estimations
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ANNEX 4: COMPARATIVE SOCIO-ECONOMIC INDICATORS
Year

Ethiopia

Africa

Area (in 1,000km²)
Total population (millions)
Urban population (% of total)
Population density (per km²)
Gross national income per capita (USD)
Labour force participation: total (%)

2014
2014
2014
2014
2013
2014

1,104
96.5
17.8
87.4
470
83.7

30,067
1,136.9
39.9
37.8
2,310
66.1

Developing
countries
80,386
6.0
47.6
73.3
4,168
67.7

Developed
countries
53,939
1.3
78.7
24.3
39,812
72.3

Labour force participation: female (%)

2014

47.1

42.8

52.9

65.1

500

2007–13

0.853

0.801

0.506

0.792

0

2013

173

...

...

...

Gender-related Development Index value

1500
1000

2014

4.1

3.4

2.5

0.7

Population < 15 years (%)
Population > 65 years (%)
Dependency ratio (%)
Sex ratio (per 100 females)
Female population 15–49 years (%)

2014
2014
2014
2014
2014

42.1
3.5
73.5
100.1
24.0

40.8
3.5
62.4
100.4
24.0

28.2
6.3
54.3
107.7
26.0

17.0
16.3
50.4
105.4
23.0

Life expectancy at birth: total (years)

2014

64.2

59.6

69.2

79.3

2014
2014
2014
2013
2013
2014
2013
2014
2004–12
2004–12
2009–12
2012
2012

66.0
32.5
7.3
44.4
64.4
4.4
420.0
33.8
2.5
25.3
10.0
51.5
55.0

60.7
34.4
10.2
56.7
84.0
4.6
411.5
34.9
46.9
133.4
50.6
67.2
51.3

71.2
20.9
7.7
36.8
50.2
2.6
230.0
62.0
118.1
202.9
67.7
87.2
57

82.3
11.4
9.2
5.1
6.1
1.7
17.0
...
308.0
857.4
...
99.2
69

2012

23.6

38.8

56.9

96.2

% of adults living with HIV/AIDS
Incidence of tuberculosis (per 100,000)
Child immunisation against tuberculosis (%)
Child immunisation against measles (%)
Underweight children (%)
Daily calorie supply per capita
Public expenditure on health (as % of GDP)
Gross enrolment ratio (%)
Primary school: total
Primary School: female

2013
2013
2013
2013
2005–13
2011
2013

1.2
224.0
71.0
62.0
29.2
2,105
3.1

3.7
246.0
84.3
76.0
20.9
2,618
2.7

1.2
149.0
90.0
82.7
17.0
2,335
3.1

...
22.0
...
93.9
0.9
3,503
7.3

2011–14
2011–14

87.0
80.5

106.3
102.6

109.4
107.6

101.3
101.1

Secondary school: total

2011–14

28.9

54.3

69.0

100.2

Secondary school: female

2011–14

22.3

51.4

67.7

99.9

Primary school female teaching staff (% of total)

2012–14

36.7

45.1

58.1

81.6

Adult literacy rate: total (%)

2006–12

39.0

61.9

80.4

99.2

Adult literacy rate: male (%)

2006–12

49.1

70.2

85.9

99.3

100

Adult literacy rate: female (%)

2006–12

28.9

53.5

75.2

99.0

80

Percentage of gross domestic product spent on
education

2009–12

4.7

5.3

4.3

5.5

60

Arable land as % of total land area

2012

15.3

8.8

11.8

9.2

Agricultural land (as % of land area)

2012

0.4

43.4

43.4

28.9

Forest (as % of land area)

2012

12.0

22.1

28.3

34.9

Per capita CO2 emissions (metric tons)

2012

0.1

1.1

3.0

11.6

2,5
2,0
1,5
1,0
0,5
0,0
2014

2013

2012

2011

2010

2009

2008

Ethiopia

Africa

Life Expectancy at Birth
(years)
80
70
60
50
40
30
20
10
0

2014

2013

2012

Ethiopia

2011

2010

2009

2008

2005

2000

Environmental indicators

3,5
3,0

2005

Access to sanitation (% of population)

Africa

Population Growth Rate (%)

2000

Life expectancy at birth: female (years)
Crude birth rate (per 1,000)
Crude death rate (per 1,000)
Infant mortality rate (per 1,000)
Child mortality rate (per 1,000)
Total fertility rate (per woman)
Maternal mortality rate (per 100,000)
Women using contraception (%)
Physicians (per 100,000 people)
Nurses (per 100,000 people)*
Births attended by trained health personnel (%)
Access to safe water (% of population)
Healthy life expectancy at birth (years)

Ethiopia

2013

Population growth rate: urban (%)

2012

0.4

2011

...

1.3

2010

17.0

2.5

2009

39.6

2.5

2008

36.8

2014

2007

2008–13

Population growth rate: total (%)

2005

Population living below USD 1.25/day (%)

2000

2000

Human Development Index rank

GNI Per Capita US $

2500

Africa

Infant Mortality Rate
( Per 1000 )

40
20
0

VII

2013

Africa

2012

2011

2010

2009

2008

2005

2000

Ethiopia

Sources: AfDB statistics department databases; World Bank: World Development Indicators, last update: August 2015; Joint United
Nations (UN) Programme on HIV/AIDS; UN Statistics Division; World Health Organization, UN Children's Fund, UN Development
Programme; country reports. Note: … data not available.

ANNEX 5: PROGRESS TOWARDS ACHIEVING THE MDGS
Goal 1: Eradicate extreme poverty and hunger
Employment to population ratio, 15+, total (%)
Malnutrition prevalence, weight for age (% of children under 5)
Poverty headcount ratio at $1,25 a day (PPP) (% of population)
Prevalence of undernourishment (% of population)
Goal 2: Achieve universal primary education
Literacy rate, youth female (% of females ages 15-24)
Literacy rate, adult total (% of people ages 15 and above)
Primary completion rate, total (% of relevant age group)
Total enrollment, primary (% net)
Goal 3: Promote gender equality and empower women
Proportion of seats held by women in national parliaments (%)
Ratio of female to male primary enrollment
Ratio of female to male secondary enrollment
Goal 4: Reduce child mortality
Immunization, measles (% of children ages 12-23 months)
Mortality rate, infant (per 1,000 live births)
Mortality rate, under-5 (per 1,000)
Goal 5: Improve maternal health
Births attended by skilled health staff (% of total)
Contraceptive prevalence (% of women ages 15-49)
Maternal mortality ratio (modeled estimate, per 100,000 live births)
Goal 6: Combat HIV/AIDS, malaria, and other diseases
Incidence of tuberculosis (per 100,000 people)
Prevalence of HIV, female (% ages 15-24)
Prevalence of HIV, male (% ages 15-24)
Prevalence of HIV, total (% of population ages 15-49)
Goal 7: Ensure environmental sustainability
CO2 emissions (kg per PPP $ of GDP)
Improved sanitation facilities (% of population with access)
Improved water source (% of population with access)
Goal 8: Develop a global partnership for development
Net total ODA/OA per capita (current US$)
Internet users (per 1000 people)
Mobile cellular subscriptions (per 1000 people)
Telephone lines (per 1000 people)

19901
74.1
43.3

20002
79.5
34.6

20143
79.0
29.2

100,0

63.2
60.7

39.0
40.0

36.8
35.0

50,0

28.1
27.0
19.9
35.8

47.0
39.0
47.4
67.9

...
...
...
...

2.0
61.2
67.6

21.9
86.1
62.8

27.8
...
...

37.0
92.8
151.1

59.0
53.6
80.8

62.0
44.4
64.4

...
5.5
1200.0

5.7
23.9
740.0

10.0
33.8
420.0

429.0
...
...
4.1

282.0
...
...
1.6

224.0
0.4
0.2
1.2

0.4
6.9
27.1

0.4
19.8
45.9

0.3
23.6
51.5

10.0
0.1
0.1
3.0

45.0
5.4
47.8
10.8

40.7
14.8
223.7
8.7

Employment to Population Ratio,
15+, total (%)

0,0
1990

2000

2013

Mortality rate, infant (per 1000
live births)
100,0
80,0
60,0
40,0
20,0
0,0
1990

2000
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Maternal mortality ratio (modeled
estimate, per 100,000 live births)
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500,0
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Improved water source(%)
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30
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0
1990
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Mobile cellular subscriptions (per
1000 people)

Source: ADB Statistics Department Databases; World Bank: World Development Indicators; last update :August , 2015
250,0
UNAIDS; UNSD; WHO, UNICEF, WRI, UNDP; Country Reports,
200,0
Note : n,a, : Not Applicable ; … : Data Not Available,
1 Latest year available in the period 1990-1999; 2 Latest year available in the period 2000-2009; 150,0
3 Latest year available in the period
100,0
2010-2014
50,0
0,0
1990
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ANNEX 6: DONOR LANDSCAPE IN ETHIOPIA
Areas of intervention
Growth
Donor

Rural
development &
natural resource
management

Private sector
development/
financial sector

African
Development
Bank (AfDB)

Support for drought
resilience &
sustainable
livelihoods in
drought affected
woredas

World Bank

Pastoral/l&
management/
Agricultural
Growth Program

B-Birr/Institutional
Support Project for
Public Private
Partnerships/AfDB
window for public &
private institutions/line
of credit to banks
Private sector
development/urban
development/tourism
sector development

European
Union

Food Security

Private sector & trade

United States
Agency for
International
Development

Food security,
pastoral
development &
agricultural
marketing
Food security

Private/financial sector
(credit guarantee
schemes)

Department for
International
Development

Canada

Italy

Food security/
supports the
development of
small agrobusinesses
Rural development
& food security

Japan

Agriculture & food
security

Germany

Sustainable land
management

Power

Roads

Water &
sanitation

Rural
electrification/crossborder power
transmission line;
renewable energy

Trunk roads &
regional corridor
roads

Rural/urban
water supply &
sanitation

Cross-border
transmission line/rural
electrification/energy
access programme

Corridor roads

Rural & urban
water supply

Power Africa initiative

Private sector
development/capacity
building to growth
oriented
institutions/publicprivate partnerships
Private sector
development/trade
policy

Rural water
supply &
sanitation

Private sector
development

Water &
sanitation

Private sector/policy
dialoguing on industrial
policy
Engineering capacity
building

Human
development

Governance &
decentralised basic
service delivery

Vulnerability/
other crosscutting issues

Social sector

Decentralisation/public
sector management/basic
services

HIV/gender/
environment

Promoting decentralised basic
services at local level

Gender/environment/climate
change/HIV mainstreamed
at all projects

Health Sector
Development
Program & Education
Sector Development
Programme malaria
initiative
Health sector budget
support

Promoting decentralised basic
services at local level –
enhancing shared prosperity
through equitable services

Productive Safety Net
Program

Civil society organisations
capacity building & conflict
resolution

Productive
Safety
Net
Program/environmental &
social safeguards

Education & health

Democratisation & conflict
resolution

Food
security/Productive
Safety Net Program/HIV/
AIDS

Education & health

Tax administration

Productive Safety Net
Program/gender/climate
change

Productive
Safety
Net
Program/gender & climate
change

Corridor roads

Health/education

Promoting decentralised basic
services at local level

Health & education

Geographic information
system mapping &
database

Governance/urban
development

IX

Irish Aid

Agriculture & food
security

Sweden

Health

Private sector capacity
building

Netherlands

Agricultural value
chain development

Norway

Natural resource
management &
food security

Productive Safety Net
Program/gender

Democracy & human rights

Women empowerment

Health

Studies of hydro power
projects
Water supply

Spain

Food security

Health

Austria

Food security &
natural resource
management

Health

United Nations
(UN) system

Natural resource
management

China

Agriculture

India

Agriculture – large
scale sugar cane
production

Capacity building to
private sector (UN
Development
Programme)

Rural water
supply (UN
Children's Fund)
Energy generation &
supply

HIV/AIDS

Democratisation/empowerment

France

Turkey

Civil society empowerment &
democratization (Democratic
Institutions Programme)

Road/railway
construction

Water supply &
sanitation

Railway
construction

Health,
education &
heritage
preservation

Education (UN
Children's Fund)
World Health
Organization (health)
Education

Justice reform & urban
development
Productive Safety Net
Program/ gender/climate
change
Productive Safety Net
Program/gender/climate
change
Democratisation & justice
system (UN Development
Programme)/Democratic
Institutions Programme

Environment

Gender

Population/reproductive
health (UN Populations
Fund)

Capacity building on
sugar industries

Division of labour, coordination & harmonisation
The above table does not capture all existing donor activities in Ethiopia because of data limitation on donor flows, especially from non–traditional donors. The matrix, however, gives a broad indication of sectors and
thematic areas where donors are actively involved and complementarities with the Bank’s areas of intervention. Currently the DAG is undertaking a mapping exercise as part of the division of labour exercise in the
context of the aid effectiveness agenda. The following are key characteristics of the emerging division of labour among development partners in Ethiopia.

Multilateral financial institutions are dominant in the infrastructure sectors. The three largest donors in roads are the AfDB, the WB and the European Union. Road sector interventions and dialogue are coordinated
within the framework of the Road Sector Development Plan and the transport sector working group. The European Union’s on-going support to roads is in the form of sector budget support. The AfDB and the WB
collaborate closely in terms of infrastructure, notably water and sanitation, power and roads. The Water, Sanitation and Hygiene programme and rural electrification access programmes, for example, are co-financed
with the WB. The Bank has emerged as a leading donor in the energy sector and is playing a leadership role in establishing a formal energy sector partnership structure. The AfDB, European Union and WB are viewed
as having a comparative advantage in infrastructure, including cross-border infrastructure networks.

Bilateral partnerships have a strong focus on human development, safety nets and crosscutting issues, including governance and gender. Bilateral partners along with the European Union and the United Nations
Development Programme are active in areas of democratisation and civil society participation.

Some of the bilateral partners (e.g. the United Kingdom's Department for International Development and the Canadian International Development Agency) are re-balancing their support to Ethiopia to include economic
growth and sustainable livelihood areas such as private sector development.

Increasingly donor assistance to Ethiopia is being provided through joint and harmonised programmes and pooled funds. There are currently four large multi-donor programmes: Public Sector Capacity Building, PBS,
Productive Safety Net Program and the Democratic Institutions.
Source: Ministry of Finance and Economic Development, Ethiopia, 2006 Financial Year Annual Statistical Bulletin on Official Development Assistance, January 2015
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ANNEX 7: COUNTRY FIDUCIARY RISK ASSESSMENT

Executive summary
Public financial management systems – overall situation
The GTP for 2010–2015 states that the long-term vision of the country is to become a middleincome country by 2025 through broad-based, accelerated and sustained economic growth. In
order to meet the government vision, open and orderly PFM systems are critical elements. Sound
PFM systems at all levels of government contribute positively to the budgetary outcomes of fiscal
discipline, strategic allocation and effective use of funds, and efficient service delivery while
obtaining value for money in implementing government policies.
The overall fiduciary risk is medium after taking into account the government mitigation measures.
The conclusion of the CFRA is that the country's PFM systems are reasonably adequate to support
Bank-financed operations in Ethiopia. The 2014 PEFA indicates that the PFM systems have been
improving in line with the government’s on-going commitment to PFM reforms, with the overall
trajectory since the 2010 PEFA being positive. Government leadership and ownership of its PFM
reforms is high. Most PFM reforms are implemented within the EMCP and coordinated by the
EMCP coordinating unit in the MoFED.
In recent years, there has been substantial progress in the areas of PFM systems as a result of wide
ranging PFM reforms. The EMCP is one of the civil services reform programmes that started in
1994. Currently, the EMCP has 12 components, including budget, treasury management,
government accounts, internal and external audits and information technology. The PFM reform
programmes have produced tangible results both at federal and regional levels. For example, the
government budget is now prepared in line with programme budgeting principles, there is no
backlog on closing the federal government accounts, and annual audit reports on the federal
government accounts are presented to parliament on a timely basis. The legal framework for PFM
has been strengthened with the passage of relevant fiscal and PFM proclamations, such as the
Financial Administrative Proclamation (2009), Procurement and Property Administration
Proclamation 2009, and the Financial Administration Regulation (2010); these acts comply with
good international practices. The challenge is to sustain the results achieved in the last 20 years.
Challenges and weaknesses
The PFM diagnostic reviews conducted in recent years indicate some weaknesses in the areas of
fiscal transparency, internal controls and delays in getting financial reports from the regions. The
federal government's 2014 PEFA states that fiscal discipline is strong but lack of transparency
limits the availability of information on government performance and on how fiscal risks are being
addressed. Furthermore, it notes that internal controls are generally comprehensive and sound but
implementation faces challenges because of staff capacity and high turnover. It also shows that
regional governments provide quarterly reports to the federal government, but many of these
reports are delayed. Taking into account the weaknesses indicated in the 2014 PEFA, the MoFED
has prepared an action plan to address the issues.
The 2013 country integrated fiduciary assessment (CIFA) report clearly states that the overriding
factor constraining the pace of improvement in PFM systems is capacity. The following was from
the 2013 CIFA report: “Improving systems requires institutions to work together harmoniously,
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which means skilled human resources are required to plan and implement the improvements. The
ultimate reason why systems have not reached optimum performance is the constrained availability
of skilled human resources. These constraints associated with human resource availability
ultimately depend on the pace at which new skill sets can be added to the curricula of educational
institutions and offered to the personnel who need the skills to do their jobs. It is also dependent
on the level of civil service turnover and the nature of the incentives to retain skilled personnel.”
From the various discussions held at the MoFED, the Office of the Federal Auditor General
(OFAG) and Federal Ethics and Anti-Corruption Commission (FEACC), human resource capacity
is the main impediment in implementing the various PFM reforms and sustaining the results
achieved through these reforms. According to explanations from the officials, there is a high staff,
turnover and there are a lot of vacant positions in most of the departments. Contractual PBSfinanced staff members support some of the departments, a situation which is not sustainable. This
is a complex issue that requires incentives, training and human resources development in general.
It is critical that the government should further analyse the capacity issue at all levels, so as to
prioritise the actions to be taken to tackle the human resource issues, and DPs’ role in supporting
the exercise is critical and timely.
Strengths and opportunities
The government has been implementing various PFM reforms in the areas of government financial
management systems since 1994 through the EMCP. Currently, the EMCP has 12 components
including budgeting, treasury management, financial reporting, internal and external audit and
procurement. The PFM reforms have been implemented at the federal and regional levels. The
results so far have been encouraging. The EMCP coordinating office has prepared a strategic plan
that will be included in the GTP II. The next step for the EMCP is to sustain the results achieved
so far and revise some of the financial proclamations and regulations to further consolidate the
PFM reforms.
The government has introduced an integrated financial management information system (IFMIS),
which is being implemented in ten budgetary institutions at the federal level. The next step is to
roll out to the rest of the budgetary institutions at the federal and regional levels. Currently, the
government is financing the IFMIS. DPs may support the IFMIS initiatives to facilitate the roll out
and reduce the burden on the government expenditures. The government chart of accounts has
been revised to capture budget and expenditures by sources of funds, service delivery units,
programmes/projects, functions of government, geographical locations and economic items. The
revised chart of accounts complies with the IMF Government Finance Statistics guidelines.
The legal framework for PFM has been strengthened with the passing of relevant financial
administration proclamations and regulations that comply with international best practice. This
was one of the pre-requisites to build effective and efficient PFM systems.
Recent development in aid coordination/harmonisation and use of country system
The Paris Declaration and the subsequent aid-effectiveness declarations encourage donors to
increase their use of country systems that are of sufficient quality, and to work with partner
countries to strengthen systems that are currently weak. Some of the elements of the country PFM
systems are being used in implementing Bank-financed projects at the federal and regional levels.
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The 2011 OCED survey indicates that out of the 13 indicators for which targets were set, five were
met, and overall progress has been uneven. Some of the big programmes – such as PBS; the
Productive Safety Net Program; One WaSH (Water, Sanitation and Hygiene); and General
Education Quality Improvement Program – follow the country systems in general.
Bank Group strategy on public financial management
The Bank, working with other DPs and federal and regional governments, will push the agenda
for a coordinated approach in the implementation of the PFM reforms in the country. The main
area of concern is human resources development on all levels of government structure, and the
Bank will work with the government and other DPs to prepare a realistic and achievable action
plan to tackle the issue and raise the required resources to implement the action plan.
Potential risks and mitigation measures
Lack of trained, experienced, facilitated and motivated staff members increases the fiduciary risk
environment for PFM. Human resource capacity is the main impediment in implementing the
various PFM reforms and sustaining the results achieved through these reforms. To mitigate the
risk, the Bank will work with other DPs and the federal and regional governments to address the
identified risk. The Bank’s intervention could be in the area of capacity building in order to
increase accountability and good governance. The specific areas of focus could be on improving
the quality of PFM systems in general at all government levels – federal, regional and woreda –
and specifically focussing on financial reporting, auditing and corruption. Depending on the
specific risk assessment of each future project, the Bank may include a component for building the
financial management system of a project.
1. Introduction
The primary purpose of the CFRA is to assess the inherent fiduciary risk associated with the use
of national PFM systems. The CFRA establishes whether the Bank can place reliance on Ethiopia's
core PFM systems to implement its aid and funding activities, as well as indicate scope for capacity
development where weaknesses are identified, in line with the Bank’s commitment to
operationalise the objectives of the aid effectiveness. This CFRA covers the main PFM systems of
the GoE: budget, treasury, accounting and reporting, internal control, external audit, procurement
and governance. This CFRA was conducted during the Ethiopian CSP 2016-2020 preparation, and
the CFRA User Guide (April 2014) was followed. In assessing the fiduciary risk, the team
reviewed the following recent analytical and diagnostic works and used the results of the
interviews during the CSP mission of June 2015.








2014 PEFA assessment at federal level
Country Integrated Fiduciary Assessment (CIFA 2013)
2010 PEFA assessment
2010 and 2014 public expenditure and financial accountability assessments at regional
level
Country policy and institutional assessments
Country procurement assessment reports
Transparency corruption index
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A number of assessments conducted during 2008-13 that made specific reference to donor
supported programmes, such as the PBS program, were taken into consideration. The CFRA also
includes an assessment of institutional and human resource capacity, as weaknesses in PFM
systems often reflect as capacity constraints.
1. Performance of public financial management systems
Reforms to PFM systems have been taking place since 1994, through the EMCP, the Public Sector
Capacity Building Program and through PBS I-III. Notable progress has been achieved since then
in the areas of planning and budgeting, treasury, accounting and reporting, internal control and
external audit. However, the reforms are not yet completed, and a number of challenges remain.
The emphasis has been on getting the basics right in terms of planning and budgeting, revenue
administration, budget execution (including procurement), internal controls, and accounting and
reporting systems. The MoFED has driven the process, the initial focus being on federal
government, and then at the regional governments.
1.1. Budget
Planning and budgeting: Sector strategic plans are now being prepared at all levels of
government, derived from a national development plan, though they are not always fiscally
realistic and well prioritised and sequenced. Annual budgets are increasingly based on such plans.
Rigorous budget preparation processes, as contained in budget preparation manuals and aided by
computerisation, have been in place since the mid-2000s at all levels of government. The MoFED
is now focusing on introducing a medium-term perspective to budgeting at federal government
level, both through strengthening the macro-fiscal framework, and introducing a medium-term
expenditure framework structured in a programme budgeting format. In this way, the linkages
between spending and policy objectives improved and will be further strengthened.
Budget execution and cash management: Improved in-year predictability of funds has enabled
budget institutions (BIs) to plan ahead with a longer-term time horizon, thereby strengthening the
efficiency of budget execution. Improvements have resulted from strengthened cash flow
forecasting systems, robust revenue performance, introduction of the Integrated Budget and
Expenditure (IBEX) system, and introduction of a treasury single account (TSA) system for BIs,
enabling more efficient cash management.
The quality of debt management at federal government level has improved through the upgrading
of the information-technology-based debt management system. The main remaining challenge is
to increase the frequency of debt reconciliation exercises, which are currently only conducted
annually.
Budget credibility has improved. Budget variances in 2010/11–2012/13 were significantly lower
than in 2006/07–2008/09. Causes are a combination of better forecasting of domestic revenue
(except investment income, see PI-3) and external grants (D-1 and D-2) and better budget
discipline. There are no material arrears of expenditure (taken from PEFA 2014).
Policy-based budgeting: The annual budget process is divided into a planning stage and a budget
preparation stage. A macroeconomic and fiscal framework sets the main sectoral allocations and
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regional subsidy, which is approved by the Council of Ministers. BIs are given recurrent and
capital expenditure ceilings within which to prioritise their programmes and sufficient time to
complete their detailed estimates. The process of preparation and approval closely follows the
budget calendar; parliament approves the budget before the start of the budget year (PI-11).
Budgeting is carried out within a three-year rolling framework. Debt sustainability analysis is
undertaken annually and now covers domestic as well as external debt. Major sectors – such as
education, health and roads – have medium-term strategic plans, but these are not prepared within
macroeconomic and fiscal framework projections of available resources (PI-12).
Predictability and control in budget execution: The legal framework for taxation is mostly
comprehensive and clear though some doubts exist, especially due to the number of new
proclamations and their increasing complexity. Taxpayers are educated and supported by a variety
of Ethiopian Revenues and Customs Authority reform programmes. Machinery for taxpayers to
appeal against assessments is well established (PI-13). Taxpayer registration is progressively being
tightened and penalties imposed that motivate prompt compliance. Tax audits are planned and
implemented on a risk basis and monitored on their cost-effectiveness (the additional revenue
assessed per tax auditor) (PI-14). Tax arrears were almost 4% of collections in 2012/13, but appear
to be collected mainly within 12 months. Revenue collections are transferred promptly to treasurycontrolled bank accounts, mostly daily, and reconciled monthly. With regard to periodic
reconciliation of aggregate opening arrears, assessments, penalties imposed, collections, waivers
and closing arrears, the assessment team has not seen any (PI-15).
Transparency and comprehensiveness: The greater the transparency and comprehensiveness of
fiscal and budgetary operations, the more confident stakeholders (the public, legislature and
donors) are in the integrity of the system and the greater their ability to hold governments to
account. All levels of government fall short in this regard, though improvements are being made.
At the federal government level, the quality of information provided in the draft budget
proclamations has improved (increase in the rating of PI-6 to A from B (PEFA 2014)). The public’s
access to key fiscal information has improved in recent years, mainly due to the publication of the
audit reports prepared by the OFAG.
At regional and woreda levels, the amount of information provided in the budget proclamations
and to the public is limited. Significant progress is being made, however, particularly at woreda
level, in improving the information available to the public on basic services delivery (mainly
primary education and health care), under the auspices of the multi-donor-funded financial
transparency and accountability component under PBS programmes.
Extra-budgetary operations at federal government level are substantial, amounting to nearly 12%
of annual budgets. Reporting on these is deficient. The largest extra-budgetary operations are the
Ethiopian Road Fund, the Fuel Price Stabilization Fund and the sugar fund. Planned and actual
expenditures are reported to the relevant ministries but not to the House of Peoples’
Representatives and the public (PI-7). This undermines the ability to hold the executive
accountable for the use of these funds.
The transparency of donor partner operations has strengthened, with donors channelling a greater
proportion of their programmes and projects aid through the MoFED, which then channels the aid
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to regional bureaus of finance and economic cooperation that, where relevant, pass the funds on to
woreda finance and economic cooperation institutions. The incorporation of these operations into
budget documentation is improving at federal and regional levels. A remaining challenge is for a
greater proportion of these operations to be coded according to the government’s budget
classification system, so that actual spending can be reported. At woreda level, the incorporation
of donor programme and project operations into budget documentation is still limited.
Another area showing lack of transparency is the financial operations of public enterprises and the
possible fiscal risk posed to their parent governments. This is more relevant at federal government
level than at regional levels. The monitoring of the financial situation of the federal-owned public
enterprises is still insufficient (C rating for PI-9, dimension (i)), though the MoFED is in the
process of taking steps to strengthen monitoring.
The new chart of accounts provides economic classification of revenue and expenditure broadly
in line with IMF Government Finance Statistics guidelines. The introduction of programme
budgeting, now in its third year, provides a basis for the sub-functional classification of the
functions of government sub, though this is not done. Expenditure is also classified
administratively by BI, jurisdiction and source of finance (PI-5). Budget documentation is fairly
complete (PI-6), and reports include most donor supported project expenditures but omit
significant operations by extra-budgetary funds (PI-7). Fiscal relations with the regional
administrations appear to be transparent, but there are complicating factors that require assessment
at the regional level (PI-8 (i) and (ii), and PI-9 (ii)).
Except for 41 public enterprises under the Privatization and Public Enterprises Supervising
Agency, there is a lack of data on the number, size, liabilities (guaranteed and non-guaranteed,
domestic and external) of public enterprises that report to their line ministries. The 2014 PEFA
report states that the MoFED does not routinely receive their audited accounts or assess fiscal risk
arising from their operations. The overall fiscal transparency of the federal government is still low
– the budget is not available to the public at the time it is submitted to parliament and neither are
budget execution reports or contract awards during the year (PI-10).
Overall fiduciary risk rating for the budget component is LOW. Detailed analysis of the
fiduciary risk is shown in Table A1.
1.2.

Treasury

Cash management is the responsibility of the treasury directorate within the MoFED. A TSA
system has been started with the aim of reducing idle cash in the various government accounts and
improving the quality of fiscal reporting. At present, it pools most government bank balances
(including all federal government) through zero balance accounts. BIs are allowed to write checks
up to their monthly limits, and the resulting overdrafts are cleared to the treasury central account
at the close of each working day. Issues of connectivity among bank branches and stand-alone
accounting systems limit the extension of the TSA outside Addis Ababa. The TSA does not (yet)
include the balances held by the extra-budgetary funds, universities outside Addis Ababa, public
enterprises, foreign embassies or ring-fenced donor project accounts.
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Cash and debt management has been improved through a TSA and BI zero-based bank accounts.
BIs make cash forecasts when their budgets are approved and re-forecast every month of the year.
The MoFED has considerable power to re-allocate the approved budget within the aggregate total
(PI-16). Debt and guarantees are controlled by the MoFED and managed by a computerised data
system that is fairly comprehensive, omitting only some public enterprise debt; reports are issued
regularly on debt service and stock, and operations. A medium-term debt strategy has been issued.
Cash balances are consolidated daily through the TSA, which covers most government bank
accounts (PI-17). Regional governments do not borrow directly. The reporting of debt service
appears inadequate.
The federal payroll is decentralised to BIs and is well controlled (PI-18).
Overall fiduciary risk rating for the treasury component is LOW. Detailed analysis of the
fiduciary risk is shown in Table A1.
1.3. Internal controls
Internal controls are generally comprehensive and sound, but implementation faces challenges of
staff capacity and high turnover. At federal and regional government levels, a culture of strong
internal control systems has long been in place, dating back to imperial days. Payroll and
expenditure commitment controls are robust. Commitment controls at federal level have been
strengthened since the first PEFA assessment in 2007 through the linking of commitment
approvals to cash availability, projections of which have improved due to improved cash flow
forecasting. There is compliance with Bank reconciliation processes. The concept of segregation
of duties is well understood. The current IBEX system controls commitments within approved
budgets but not within projections of available cash to pay the bills. In recent years, cash has been
sufficient to meet all budgeted expenditures, so there is no problem of expenditure arrears. Internal
audits continue to report many cases of non-compliance with the rules, but these are a small
minority of all transactions (PI-20). All BIs have functioning internal audit units, which prepare
annual audit plans on a risk basis and report to the MoFED inspection directorate on a quarterly
basis. Audit findings are discussed with auditees at the conclusion of each audit, and action plans
are agreed and followed up upon (PI-21).
A number of regulations and internal control procedures have been developed and disseminated
through EMCP. All executive officers, internal auditors and the OFAG are responsible for ensuring
compliance with internal controls. The 2014 PEFA assessment states that PFM laws,
proclamations, regulations, directives and procedures are sound but that their implementation
faced challenges, although there are some instances of deliberate by-passing of directives.
According to the 2009 Financial Administration Proclamation and 2010 regulations, a BI cannot
enter into an expenditure commitment without an approved budget and without the approval of the
head of the BI. Each year, some expenditure heads overspend, but it is not a systemic problem.18
The financial proclamation includes serious penalties for not complying with the rules.

18

In 2012/13 (Ethiopian fiscal year 2005), 14 heads overspent their adjusted budgets, viz. 140, 150, 152, 166, 211,
315, 371, 372, 373, 374, 382, 383, 387 and 463. Average overspend was 11.5%.
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Overall fiduciary risk rating for the internal control component is LOW. Detailed analysis
of the fiduciary risk is shown in Table A1.
1.4. Accounting and financial reporting
Bank reconciliations at the treasury level are up to date, but at BI level monthly reconciliations can
take more than a month to complete. Advances and suspense accounts are monitored and cleared
(PI-22). Monthly budget execution reports are produced, allowing regular comparison with the
budget, though without data on outstanding commitments. A few BIs are late in submitting their
reports. The quality of information is generally satisfactory (PI-24). Annual financial statements
are fairly comprehensive and timely, though omitting some of the disclosures required by
international standards (PI-25).
As taken from the PEFA 2014 findings, the situation at woreda government levels is not as good
as the federal government. Major control weaknesses relate to (i) the preference for the use of
physical cash as a means of transactions and payments rather than bank accounts; (ii) the
accounting for deposits into and withdrawals from cash safes; (iii) the prevalent use of advances
(suspense vouchers), well above the regulated limits, combined with insufficient accountability
for their spending; (iv) long delays in bank reconciliations; and (v) insufficient controls over the
use of government property, all combined with weak internal audit functions.
The reasons for the weaknesses are (i) personnel capacity constraints, arising partly from
insufficient remuneration levels relative to those in the private sector, donor agencies, and nongovernmental organisations (NGOs); (ii) insufficient facilitation in terms of power supplies, office
equipment and materials, and transport; (iii) insufficient motivation, partly due to donor-funded
service delivery programmes; and (iv) internal auditors tending to be less qualified than the staff
who are running the systems that are being audited, thereby hindering an independent and equalfooting professional relationship.
The situation is getting better since the PBS programmes funding for PFM reforms shifted from
federal to woreda level. The woredas are linked to MoFED with IBEX software, which is rolled
out to all woredas.
Accounting and reporting systems at the federal government level have been functioning
satisfactorily for several years and are improving at regional level as IBEX is rolled out to sector
bureaus. The main remaining challenges are to (i) bring extra-budgetary operations, particularly
those funded by donor partners, into the scope of the accounting and reporting systems; (ii) bring
the bank accounts of donor partners into the TSA; and (iii) expand the scope of budget performance
reports to include expenditure commitments. Addressing these challenges would enable higher
ratings for PI-17 (cash management), PI-22 (bank account reconciliation), PI-24 (in-year budget
performance reporting) and PI-25 (preparation of annual financial statements). The planned roll
out of an upgraded IBEX will strengthen accounting and reporting systems in general, as well as
budget execution systems.
Overall fiduciary risk rating for the internal control component is MEDIUM. Detailed
analysis of the fiduciary risk is shown in Table A1.
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1.5.

External audit

External audit follows international standards, and covered 100% of federal government
expenditure in 2012/13. Performance audits are also undertaken, but not yet information
technology security audits. The introduction of continuous audits (starting external audit during
the year under audit) has brought forward the implementation of corrective actions. Audit reports
to parliament are up to date, though subject to delays in receipt of the financial statements (PI-26).
In parliament, the budget and finance committee exercises a comprehensive review of the budget
before it is approved, and the public accounts committee (PAC) reviews the OFAG report with the
heads of BIs. However, the PAC does not make any separate recommendations or issue its own
report: it underlines and strengthens the OFAG recommendations and any follow up is left to
OFAG (PI-27 & 28).
At federal government level, the quality of the external audit function is improving, due to sharply
increased coverage and a lessening of the time required to audit the financial statements of the
federal government. The OFAG is continuing to strengthen its efficiency in these areas and is also
planning to strengthen the effectiveness of the follow-up by government BIs in response to audit
reports. The OFAG has started to place increased emphasis on performance (value for money),
following the movement in this direction by Organisation for Economic Cooperation and
Development countries and large number of developing countries, such as India, where
performance audits tend to receive considerable legislative oversight and media attention, relative
to the attention paid to financial and compliance audits.
The PAC in the House of Peoples’ Representatives is increasing its functionality, including its
capacity to review performance audits. It has joined the Eastern Africa Association of Public
Accounts Committees, thus enabling it to learn from the longer-established PACs of Kenya,
Uganda and Tanzania. In terms of legislative review of the draft budget proclamations, the
introduction of a procedures manual has improved the quality of review.
At regional government level, the external audit function is improving, though capacity constraints
pose a limit to the rate of expansion of annual coverage of regional government BIs. Key
challenges are to follow the example of the OFAG and publish audit reports and exert more
pressure on BIs to follow up on the recommendations of audit reports.
Legislative scrutiny of budget proclamations at regional government level is constrained by the
limited time available to review the draft proclamations. Legislative scrutiny of external audit
reports takes place to varying degrees of effectiveness in the regional governments.
At woreda government levels, the external audit function has been severely limited in its
effectiveness. The regional auditor general offices have not had the capacity to audit woreda
governments as well as the regional government BIs that fall under their mandate. Some woredas
had not been audited for at least two years. The ‘continuous’ audits, conducted under the auspices
of the OFAG as a condition under the donor supported PBS Program, fill the gap to some extent;
these findings are similar to those under the woreda PFM study. The relevance of these findings
to woreda governments is limited, however, as OFAG has no formal mandate for auditing woreda
governments.
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Woreda cabinets and councils are still not fully exercising their responsibilities, even where
regional auditor general offices appear to be diligent in trying to ensure that BIs follow up on their
audit recommendations. Follow-up is likely to be more effective if cabinets and councils add their
weight to the process.
Overall fiduciary risk rating for the external audit component is MEDIUM. Detailed analysis
of the fiduciary risk is shown in Table A1.
Table A1: Detailed fiduciary risk assessment
Elements

1.

Budget

1.1 The budget sub-system capacity is
adequate to plan (formulate) budgets for
programmes and/or projects.
1.2 The budget sub-system capacity is
adequate to execute budgetary control of
programmes and/or projects.
1.3 Transparency and public participation in
budget preparation and access to budget
execution information.

2.

Treasury

2.1 The treasury sub-system capacity is
adequate to manage the inflow of
resources and disbursements of aid
funds.
2.2 The treasury single account is an
appropriate and reliable way to
administer aid funds.

3.

Accounting recording and reporting

3.1 The financial accounting sub-system is
sound and capacity is adequate to record
programme and/or project transactions
and account for their progress and
financial status.
3.2 Financial
management
information
systems have flexibility to accommodate

Average
capacity
development
score
3
3

Initial risk
assessment

Mitigation measures

Residual
risk

Low

– Through the Expenditure
Management
and
Control
Program, the government is
consolidating
the
results
achieved since the start of the
reform programme.
– The government is in the
process of finalising the
Expenditure Management and
Control Program for the second
Growth and Transformation
Plan.
–
The
government
is
consolidating the use of mediumterm expenditure framework.
– The government is also
following
policy-based
budgeting.
– The Ministry of Finance and
Economic Development has
been in process of reducing the
number of bank accounts.
– The Ministry of Finance and
Economic Development has used
the principle of zero-based bank
accounts, and this will be
continued in the coming years.
– Cash management has been
improved through a treasury
single account.
–
The
government
is
consolidating all the public
financial management reform
results achieved so far.
– The government is finalising
the Expenditure Management
and Control Program for the
second
Growth
and
Transformation Plan.

Low

3
3

Low

3
3
3

Medium

2.5
3

1

3

XX

Low

Medium

specific reporting requirements of
programmes and projects and have
procedures in place to ensure timeliness
and quality of information produced.
3.3 The financial accounting sub-system has
an integrated fixed assets module for the
proper recording and control of assets
purchased with programme / project
funds.
3.4 The accounting sub-system maintains up
to date records of the country’s
borrowings, and the accounting systems
are
secured
against
deliberate
manipulation of data and/or accidental
loss of or corruption of data.

3

4. Internal control
4.1 The internal control sub-system capacity
is adequate to control the financial
operations of programmes and projects.
4.2 Competition, value for money and
controls in procurement are adequate.
4.3 The internal audit function capacity is
adequate.

2
3

5.

2.5
3

External scrutiny and audit

5.1 The supreme audit institution has the
level of 'independence' needed to enable
it to effectively fulfil its functions.
5.2 The supreme audit institution has the
capacity to meet its audit mandate.

6.

– Rolling out of public financial
management reforms to the
regions and sector offices will
continue.
– The government will continue
to close the accounts on a timely
basis.
– Budget institutions will
prepare monthly bank
reconciliation on a timely basis.
– Budget institutions will send
regular reports to the Ministry of
Finance and Economic
Development within the time
limit.
– The Ministry of Finance and
Economic Development will
follow up the preparation of
monthly bank statements and
financial reports.
– The Ministry of Finance and
Economic Development will
provide the required support to
budget institutions.
Medium

1
2

Medium

2

Overall fiduciary risk

Medium

Risk assessment based on the average development score
Below 0.75
High
Between 0.76 and 1.50
Substantial
Between 1.51 and 2.50
Medium
Between 2.51 and 3.00
Low

XXI

- Internal controls are generally
comprehensive and sound.
– The government has been
implementing internal control
reforms, including internal audit
and this will continue in the
coming years.
– Training of internal audit staff
has been undertaken
– The Office of the Federal
Auditor General will continue
its 100% coverage on the federal
expenditures.
– The capacity of the public
accounts committee and other
oversight bodies will be
strengthened through the
Expenditure Management and
Control Program.
– The Office of the Federal
Auditor General will continue to
build its capacity, both in human
resources and equipment.

Medium

Medium

Medium

1.6. Main laws, proclamations & regulations issued to improve public financial
management
 Constitution of the Federal Democratic Republic of Ethiopia (1994)
 Proclamation on the definition of power and duties of the executive organs
(04/1995)
 The Federal Government of Ethiopia Financial Administration Proclamation No
648/2009, August 6, 2009, (replacing Proclamation No. 57/1996), followed by
accompanying financial regulations and directives
 Federal Government of Ethiopia Proclamation establishing the Office of the
Federal Auditor General No. 8/1997
 Proclamation on the establishment of Ethics and Anti-corruption Commission
(235-2001)
 Proclamations No. 68/1993 and No. 285/2002 for value added tax (1993 and 2002)
 Proclamation No. 286/2002 on income and profits (2002)
 Proclamation No. 286/2002 for income tax on employment (2002)
 Proclamation No. 286/2002 for rental income tax (2002)
 Proclamation No. 286/2002 for capital gains tax (2002)
 Regulation No. 78/2002 on income tax (2002)
 Creation of Ethiopian Revenues and Customs Authority, Proclamation no 587/208,
July 14, 2008
 Proclamation No. 847/2014 to provide for Financial Reporting (2014)
1.7.

Public financial management reforms

The Ethiopian PFM systems have shown trends of improvement in the last seven years as a result
of public sector reform efforts. The Civil Service Reform Program has five sub-programmes,
including the EMCP, which is implemented by MoFED. It covers all phases of budget
management of expenditure, and is divided into 12 projects (legal framework, procurement, budget
preparation, expenditure planning, accounts, internal audit, cash management, IFMIS, property
management, external audit, accounts and audit profession, and financial transparency and
accountability).
The EMCP is a multi-donor programme that is coordinated by the MoFED. A state finance minister
chairs its steering committee. Other donors are managing other PFM reforms, such as support to
the OFAG and the Ethiopian Revenues and Customs Authority. It is not clear how overall
coordination is achieved, or where responsibility lies. Nevertheless, government ownership and
commitment in the EMCP are strong and its management processes are sound.
Other DP support is provided mainly through the PBS Program.
1.8.

Short-term measures to mitigate fiduciary risk

The PFM diagnostic reviews conducted in recent years indicate some weaknesses in the areas of
fiscal transparency, internal controls and delays in getting financial reports from the regions. The
2014 PEFA assessment report for the federal government states that fiscal discipline is strong, but
lack of transparency limits the availability of information on government performance and on how
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fiscal risks are being addressed; Internal controls are generally comprehensive and sound, but
implementation faces challenges because of staff capacity and high turnover; and regional
governments provide quarterly reports to the federal government, but many of reports are delayed.
Taking into account the weaknesses indicated in the 2014 PEFA assessment, the MoFED has
prepared an action plan to address the issues raised in the report.
2.

Assessment of Ethiopia procurement systems

2.1.

Introduction

Entitled the Ethiopian Federal Government Procurement and Property Administration
Proclamation, Proclamation No. 649/2009 currently governs Ethiopia’s procurement. It is
equivalent to a procurement act and was enacted in 2009, the same year during which the Council
of Ministers approved procurement regulations. The proclamation authorises the MoFED to issue
procurement directives to fulfil the objectives of the proclamation. The proclamation is applicable
to only public bodies, which are partly or wholly funded by the federal government budget. It is
not applicable to regional/local administrations, parastatals or state-owned enterprises financed
under separate budgets. The proclamation also provides for a system to deal with bidder complaint
and appeals. The procurement directives provide details for application of the proclamation,
including national competitive bidding procedures and other methods of procurement.
The Public Procurement Proclamation established the Public Procurement and Property
Administration Agency (PPPAA) for procurement oversight and capacity building to support the
procurement functions at all levels to ensure the application of fair, competitive, transparent, nondiscriminatory and value for money procurement, and modern public property administration. In
addition, the PPPAA conducts audit to ensure that procurement and property administration
activities of public bodies are in accordance with the proclamation and other documents governing
public procurement and property administration. A significant portion of public spending occurs
through the public procurement process. Public procurement expenditures in Ethiopia could be as
high as USD 3.42 billion (14% of GDP and 64% of annual budget). Therefore, it is very crucial to
assure a sound and transparent system of public procurement because of its impact on the economic
and governance issues.
Overall risk rating in public procurement is substantial. In Transparency International’s 2014
Corruption Perception Index, Ethiopia was rated around average with a score of 33 and a ranking
of 110 out of the 175 countries that were surveyed. Thus, there has been no improvement compared
with a score of 33 and a ranking of 111 out of 178 reflected in the 2013 Transparency International
report. The business environment has also declined, ranking Ethiopia 132 in the WB Doing
Business 2015 Report, down from 129 in 2014.
However, the challenges remains in capacity constraints both at the federal and regional levels
with respect to staffing and qualification. The review notes an inadequate number of qualified
procurement specialists in all regions. Most procurement specialists are not qualified or adequately
trained. Those regions that managed to get procurement specialists that have experience with
training, could not retain these staff members, as procurement staff turnover is high. Therefore,
there is a need to strengthen the capacity of public procurement officers at all levels but most
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importantly at the regional and woreda levels to address gaps in procurement planning, bidding
document preparation, evaluation, contract award, and contract management.
2.2. Legislative and regulatory framework
Entitled the Ethiopian Federal Government Procurement and Property Administration
Proclamation, Proclamation No. 649/2009 currently governs Ethiopia’s procurement. It is
equivalent to a procurement act and was enacted in 2009. The proclamation covers all federal
government apart from stated-owned enterprises. The proclamation’s main considerations include
efficient use of public funds, carrying out fair, transparent and non-discriminatory public
procurements, and ensuring public procurement as an instrument to bring about economic
development at regional and national levels. The proclamation is complemented by the MoFED's
June 2010 procurement directives, which provide details for application of the proclamation,
including all relevant methods of procurement. The proclamation also provides for a system to
deal with bidder complaint and appeals. The proclamation requires the PPPAA to issue standard
bidding documents. The current national standard bidding documents revised in October 2011
contain provisions that are largely in line with international standards. As part from ensuring
transparency of procurement process, publication of procurement information is essential. Though
bid opportunity publication are announced in national newspapers for competitive bids,
publication of contract awards decision to make them known to the public, using similar media
used for advertisement, is not practiced by all implementing agencies. Even though the open bid
is prescribed as a default method of procurement, there is a little control of whether justification
for deviating from this method is sound. The assessment of the Ethiopia legal procurement
framework highlights a number of issues with the proclamation, the major ones being: (i) no
requirement for the inclusion of fraud and corruption clauses in bidding documents; (ii)
requirement for bidders to register as a condition for bidding; (iii) “bracketing” of bid values used
in bid evaluation; (iv) no requirement for publication of contract awards; and (v) no conditions for
eligibility of parastatals to bid.
The government is currently in the process of revising the existing proclamation. It is
recommended that most of the above listed deviations be corrected during the revision.
2.3. Institutional framework and management capacity
The regulatory function at the federal level is placed with the PPPAA, which does not execute any
procurement itself. The PPPAA is responsible for, among others, such functions as providing
guidance to procuring entities; monitoring and reporting on the performance of public procurement
and property administration systems; preparing, updating and issuing authorised versions of
documents pertaining to procurement and property administration; issuing of approvals to waivers
for the use of other than prescribed methods of procurement and authorised documents; setting
training standards, competence levels and certification requirements; drafting the legal framework;
and auditing of procurement activities and training at all levels.
For effective management of public procurement, the proclamation requires the public body (the
procuring entity) to establish a procurement endorsing committee for approving proposed contract
awards and a procurement and property administration unit for processing procurement. Regional
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governments, government enterprises and parastatals are not forced to adhere to the proclamation.
The proclamation establishes an independent review panel called the 'board' for conducting
independent administrative reviews of complaints and appeals from bidders on the procurement
process up to award of contract. In addition to the directives, procurement manuals, standard
bidding documents and user’s guide for the procurement of goods, works, consultancy and nonconsultancy services, procurements under simplified requests for quotation and local purchase
orders have been prepared for both international and national procurement. Section 60 of the act
authorises the MoFED to establish a central body to deal with very large contracts having national
significance for which a demand is shown by more than one public body.
It is observed that procurement planning is a chronic problem. Because record keeping is poor,
regions could not submit acceptable procurement plans that show status of contracts under
progress. Officials do not usually recognise the importance of procurement plans as a monitoring
and management tool to facilitate project implementation. The assessment identified evaluation as
the main reason for delay of implementation of projects and programmes. On average, evaluation
takes more than six months to be completed. In most cases, a number of non-compliant practices
observed include: use of evaluation criteria that were not included in the bidding documents,
inconsistent application of responsiveness criteria, use of merit system, no proper evaluation
reports and decision minutes, not carrying out post-bid qualification, rejection of bids without
adequate reason, etc. It is therefore recommended that procuring entities be staffed with sufficient
number of adequately qualified procurement personnel and all involved in procurement decisions
should be trained. The PPPAA should continue providing adequate support to procuring entities.
In the framework of capacity building, the PPPAA offers a five-day recurring training programme
for federal procuring entities focusing on the legal framework and standard bidding documents.
The PPPAA also carries out training of trainers for the regions. The challenge is the fact that some
participants attend the same training more than once and they may not often be the right people to
actually receive the training. There are other training providers than the PPPAA. For instance, the
PPPAA and Ethiopian Civil Service University work together in the area of professionalization
with respect to procurement and asset management. Also, in July 2015, a partnership was
established between the GoE and the US Trade and Development Agency to provide training to
GoE officials on how to obtain best value and incorporate life cycle cost analysis in public
procurement processes, while doing so in a fair and open manner. The memorandum of
understanding signed between the two parties acknowledged that “Procuring large infrastructure
projects is a challenge in any country, and is frequently impeded by focusing on lowest price over
long-term value for the government.” It was agreed that in October 2015, the US Trade and
Development Agency would hold a global procurement initiative workshop in Addis Ababa for
procurement officials from various Ethiopian ministries and departments. As a follow on, the
agency will invite a group of senior officials to the US in 2016 to share best practice and lessons
learned from US federal, state and municipal procurement systems. Incorporating value into
procurement processes can assist Ethiopia in meeting the goals of its GTP, while helping the
PPPAA serve as a model procurement agency in the East Africa region. It is therefore expected
that the implementation of the various capacity building initiatives, the management capacity will
reach a satisfactory level.
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2.4. Procurement operations and market practices
There are few large enterprises in the Ethiopian private sector with some of them being stateowned enterprises or foreign companies. Also, there is a general mistrust towards the private sector
as only profit seeking and not being able to serve the interest of the general public. Ethiopia’s
private sector is small and largely informal contributing only 25% of total economic output.
According to a 2010 Department for International Development (UK) report, the informal sector
dominates, accounting for 88% of the workforce. The private sector in Ethiopia is still in its infancy
and the state continues to play lead role in the development process as it has a hold on most
resources. State-owned enterprises enjoy a general preference from private sector enterprises. Even
so, the amount of investment by the private sector in Ethiopia has increased over the years.
According to 2011/12–2014/15 the strategic plan of the Ministry of Industry, investment of the
private sector has increased from ETB 12,927 million in 2006 to ETB 46,399 million in 2010.
According to a 2012 WB survey, despite the perceived obstacles, Ethiopia is an attractive business
destination for enterprises. The limited market capacity and market competition, cheap labour,
cheap land, and an expanding Ethiopian market; cross-border investment incentives provided by
the government; and stable political environment are believed to be among the major drivers of
FDI in the country. During the last decade, the GoE has continuously provided FDI incentives,
such as tax relief and tariff-free policies for FDI equipment imports. These incentives have proved
to be a large motivation for foreign firms’ investment in Ethiopia, especially for the manufacturing
industry. In addition, the GoE provides a stable political environment for the firms to do business
smoothly around the year. The fact that the production capacity in Ethiopia is still low, and the
local market is rapidly expanding could also mean that the market is very attractive for foreign
investors, which could boost private sector growth. There also efforts to cut down on bureaucracy
in the country. Although Ethiopia is among the top fast growing economies in the world, according
to the WB, its position in ease of doing business has been eroding in the last two years. The WB’s
2015 Doing Business Report revealed that Ethiopia slipped from its best position – 104th, in 2011
– to 132th in 2015 out of 185 economies ranked globally. Ethiopia performed best on enforcing
contracts and worst on starting a business, trading across borders and protecting investors. Access
to finance is one of the top three obstacles to running a business in Ethiopia. Lending caps imposed
on commercial banks in order to control the money supply and inflation were lifted in April 2011
but immediately replaced with a directive compelling banks to purchase five-year central bank
bills, at 3% interest, in an amount equal to 27% of total new loans. As a result, commercial bank
liquidity and capacity to supply credit has been seriously threatened. Due to the lack of local supply
network, the production processes of many firms in Ethiopia rely heavily on imported supplies and
materials. In 2011, 91.5% of the Chinese companies the WB surveyed needed to import materials
and supplies, and 61% of their total material inputs and supplies were from foreign origins.
Unfortunately, current regulations are not designed well enough to facilitate fast customs clearance
of imported materials. Limited market capacity and market competition, cheap labour, cheap land
and an expanding Ethiopian market are some of the features that could describe the current state
of the Ethiopian economy.
The chamber of commerce is the formal link between the public and the private sector; but there
is still limited understanding of the value of an increased dialogue. The Ethiopian Chamber of
Commerce and Sectoral Associations has 18 members including nine regional chambers of
commerce and sectoral associations, two city chambers of commerce and sectoral associations,
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one national chamber of sectoral associations and six sectoral associations organised at national
level. Chamber and business association membership is likely to boost the private sector given the
economic growth that is being witnessed in the country. The Ethiopian Chamber of Commerce
made a decision to develop a new five-year strategic plan for the upcoming five years covering
2014/15–2018/19. The strategic objectives of the plan in connection with public procurement are
as follows: (i) to improve operational efficiency and service quality level to accepted standard by
2019; (ii) to improve organisational visibility, publicity and strengthen its brand as the voice of
Ethiopian business; (iii) to strengthen institutional capacity and organisational set-up in a way that
adequately responds to the requirements and needs of members and the private sector; (iv) to
strengthen public-private consultation so as to improve government policies that enhance ease of
doing business in Ethiopia; (v) to ensure the issuance of a legal framework for PPP; (vi) to
institutionalise dispute resolutions mechanisms for the private sector by 2016; (vii) to improve
firm level competitiveness and compliance to market requirements; and (viii) to enhance business
ethics and corporate social responsibility among the business community.
As stipulated in the GTP, government considers the private sector as the engine for development
and expects more participation in industry, agriculture, health, education, infrastructure, energy
and other sectors. It also outlines objectives to develop the capacity of the private sector in the
industrial sector to create a competitive private sector. However, the government is engaged in a
slow process of economic reform and liberalisation, and the state remains heavily involved in most
economic sectors. From the public sector and the PPPAA specifically, it is proposed that more
frequent and broader tender orientation meetings and forum should be organised where private
sector concerns will be addressed.
2.5. Integrity and transparency
The OFAG carries out financial and performance audits and reports directly to parliament. The
overall enforcement of the OFAG's recommendations is considered effective. However, there is
no established programme to ensure that auditors are well aware of all requirements in public
procurement specifically. The PPPAA has the responsibility to conduct audits to ensure that public
bodies' procurement and property administration activities are in accordance with this
proclamation and other documents governing public procurement and property administration.
The aim of the audits should be to identify weaknesses of procuring entities in complying with the
law and regulations and to enable appropriate measures, including implementation of appropriate
capacity building strategies, to be taken. These audits should be comprehensive and cover the
whole procurement cycle in relation to compliance with the law and procedures and methods used
with appropriate recommendations on weaknesses and irregularities observed. Procurement
endorsing committees in the public bodies provide internal control of procurement processes.
However, these institutions are somehow rendered not very effective due to, among other things,
weak enforcement of procurement procedures. There is little public disclosure, so it is not possible
to determine whether procurement expenditures are consistent with the approved budget. At the
regional level, the assessment notes that lack of accountability in the procurement system is a main
risk contributing to delays and noncompliance. There is no monitoring mechanism to
systematically check if implementation is going according to the plan. There is no accountability
system for delays. In most cases, procurement activities do not get initiated on time and
procurement decisions are not taken on time. It is recommended that an accountability framework
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for procurement activities should be developed and implemented. As part of the framework, the
PPPAA will develop and implement business standards for procurement actions/decisions for the
regions.
Protests related to violations of provisions of the procurement law should be submitted to the head
of the public body (head of a procuring entity); this mechanism serves as a first level of recourse
for complaining bidders. When a bidder is not satisfied with the outcome of such a review, the
complaint may be brought to a second level, the complaint review board, membership of which
comprises the MoFED (chair), the PPPAA (secretariat) and representatives of public enterprises,
the private sector and high spending procuring entities. If the complainants are not satisfied with
the board's decision, they can take the case to court. Unfortunately, there is no available report on
the assessment of the effectiveness of the complaints and appeals review mechanism to show the
board's efficiency and effectiveness. From PPPAA information, the total number of complaints
received in the period 2012–2014 amounts to 130. Of this number, 74 decisions were made in
favour of the complainants, 47 decisions in favour of the procuring entities and nine cases closed
because the parties reached an agreement to resolve the issues amicably.
2.6. Ethics and anti-corruption
There is a robust legal framework for addressing fraud and corruption in Ethiopia. The government
has established the FEACC with a mandate to expand and promote ethics and anticorruption
education, prevent corruption (through review of working procedures and systems), and
investigate and prosecute alleged corruption offences since 2001. The government has also
declared that it follows a zero-tolerance policy toward corruption. The FEACC has received
political support at the highest level in the country. Since 2007, all the nine regional governments
have established their own regional ethics and anti-corruption commissions as per their respective
regional laws.
The FEACC is responsible for coordinating anti-corruption efforts across regions, including in
urban and local governance, and preparing a national report on anti-corruption efforts across the
country. Establishing a number of informal networks that meet on an ad-hoc basis to discuss and
strengthen the joint effort in the fight against corruption, the FEACC also engages in collaboration
with the PPPAA in terms of investigations of procurement cases and relevant training activities.
The FEACC said that it had some achievements in the fight against corruption in the last 11 months
of the Ethiopian 2007 budget year (2014/15). According to the commissioner of the FEACC, the
anti-corruption activities carried out during the stated period had significantly contributed to the
achievement of the goals of the GTP. The achievements were made in the areas of land
administration, revenue collection, procurement, good governance, and administration of justice.
The FEACC commission also provided awareness-raising education for 50,355 people and offered
training for 1,163 trainers. In an effort to prevent corruption before it is committed, the FEACC
reviewed 78 activities in different public offices and public enterprises, put forward corrective
recommendations to implementing agencies, and followed up the implementation of the
recommendations. The FEACC also provided advisory services to 99 public offices and public
enterprises on different anti-corruption issues, including the preparation and implementation of
codes of ethics. It has been reported that the commission received 2,540 reports of corruption from
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whistle-blowers during the past 11 years, 1,114 of which fell within its jurisdiction and 1,426
without. During the same period, 175 files “received verdict, and 152 of them were decided in
favour of the commission.” In total, 312 of the 350 defendants were convicted, thereby raising the
conviction rate to 89%. With regard to the recovery of assets lost to corruption, the report produced
in June 2015 by the FEACC reads that “26,044 square meter of urban land, three residential houses,
four buildings, ETB 74.3 million, 81.4kg of gold, worth ETB 21.1 million, and three vehicles were
recovered and returned to the government.” However, the FEACC faces a number of challenges
namely high turn-over of staff, limitations in supporting the commission’s activities with modern
technology, and reluctance on the part of some organisations to provide the commission with
timely information for investigative purposes.
The tradition for NGOs and civil service organisations in governance and public procurement
oversight is not very strong in Ethiopia. The conditions for operating such organisations are very
strict, and in particular the requirement of 90% national funding puts a number of potential NGOs
out of business, as it is a challenge to raise adequate funding at the country level. The absence of
a strong civil society is a problem in terms public procurement because there is a limited
independent control and attention to irregular procurement processes and suspected corruption.
While Transparency Ethiopia is operational, their mandate and support from other NGOs is clearly
limited. By welcoming the active participation from relevant independent NGOs in public
procurement, Ethiopia could gain from having an increased focus and attention towards an
effective public procurement system.
In conclusion, the UN Commission on International Trade Law's model law on public procurement
has inspired the Ethiopian public procurement system. The revised 2011 standard bidding
documents provide the basic platform for a sound public procurement system, which should enable
the country to implement public procurement in a transparent and efficient manner in order to
achieve value for money. However, there are currently capacity limitations and high procurement
staff turnover that should be addressed. Thus, there remains area for further improvement with
respect to staffing and qualifications at all levels. In this regard, it is recommended that the
government continue implementing the procurement reforms as well as capacity building
programme as a key component of PFM reforms strategy. With the internal control mechanism in
place, overall risk rating in public procurement is substantial.
However, the on-going revision of the Procurement Proclamation and the implementation of the
capacity building initiatives at all levels including the professionalisation of the procurement
function by the PPPAA will reduce the perceived risk from 'substantial' to 'moderate'.
3. Governance
While Ethiopia has seen progress in economic governance in recent years, political governance
still remains a challenge. The country has been making efforts to strengthen institutions of
governance, including oversight institutions. The 2014 Ibrahim Index of African Governance
ranked Ethiopia 32nd out of 52 African countries, which represents a slight improvement over the
ranking of 33rd in 2013. The WB's 2013 Worldwide Governance Indicators, on the other hand,
shows that out of the 213 countries surveyed, Ethiopia falls within the 25th–50th percentile range
in three out of the six dimensions of governance (government effectiveness, rule of law, and
control of corruption). The other three dimensions (regulatory quality, political stability/absence
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of violence and voice and accountability) were below the 25th percentile range. Ethiopia has taken
major strides in the fight against corruption. The country has ratified the UN's anti-corruption
convention; and the FEACC, set up in 2001, is actively pursuing efforts to deter corrupt practices.
Whistle-blower legislation has been passed, and the FEACC continues to work closely with all
stakeholders in the fight against corruption. The FEACC has been in the spotlight with arrests and
successful prosecution of some high profile government officials and private sector operators on
corruption charges. Corruption in the public sector is not widely seen as pervasive, and there is a
culture of intolerance to corruption. According to the Transparency International's Corruption
Perception Index, Ethiopia ranked 111th out of 177 countries, with a score of 3.3 out of 10 in 2013,
compared to a 113th rank out of 183 countries in 2012 with a score of 3.3 out of 10.

PEFA PERFORMANCE INDICATORS (2010-2014)
PI-1
PI-2
PI-3
PI-4

PI-5
PI-6
PI-7
PI-8
PI-9
PI-10

PI-11
PI-12
PI-13
PI-14
PI-15
PI-16
PI-17
PI-18
PI-19
PI-20
PI-21
PI-22
PI-23
PI-24
PI-25
PI-26
PI-27
PI-28
D-1
D-2

A. PFM OUT-TURNS: Credibility of the budget
Aggregate expenditure out-turn compared to original approved budget
Composition of expenditure out-turn compared to original approved budget
Aggregate revenue out-turn compared to original approved budget
Stock and monitoring of expenditure payment arrears
B. KEY CROSS-CUTTING ISSUES: Comprehensiveness and
Transparency
Classification of the budget
Comprehensiveness of information included in budget documentation
Extent of unreported government operations
Transparency of Inter-Governmental Fiscal Relations
Oversight of aggregate fiscal risk from other public sector entities
Public Access to key fiscal information
C. BUDGET CYCLE
C (i) Policy-Based Budgeting
Orderliness and participation in the annual budget process
Multi-year perspective in fiscal planning, expenditure policy and budgeting
C (ii) Predictability & Control in Budget Execution
Transparency of taxpayer obligations and liabilities
Effectiveness of measures for taxpayer registration and tax assessment
Effectiveness in collection of tax payments
Predictability in the availability of funds for commitment of expenditures
Recording and management of cash balances, debt and guarantees
Effectiveness of payroll controls
Competition, value for money and controls in procurement
Effectiveness of internal controls for non-salary expenditures
Effectiveness of internal audit
C (iii) Accounting, Recording and Reporting
Timeliness and regularity of accounts reconciliation
Availability of information on resources received by service delivery units
Quality and timeliness of in-year budget reports
Quality and timeliness of annual financial statements
C (iv) External Scrutiny and Audit
Scope, nature and follow-up of external audit
Legislative scrutiny of the annual budget law
Legislative scrutiny of external audit reports
D. DONOR PRACTICES
Predictability of Direct Budget Support
Financial information provided by donors for budgeting and reporting on
project and program aid
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ETHIOPIA 2016-2020 CSP BACKGROUND DOCUMENT No.10: Water Sector Brief
ETHIOPIA 2016-2020 CSP BACKGROUND DOCUMENT No.11: Governance and
Accountability Brief
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