
ETHIOPIA
Eighteen months after the revival of economic reforms,
macroeconomic conditions are improving. In the first half of
FY26, exports and revenues were robust, inflation continued
easing, reserves increased, and poverty began to decline.
Continued foreign exchange (FX) market distortions, and
the Middle East conflict, are risks to these gains. Whether
reforms deliver tangible gains for people will depend on
sustaining momentum over the medium term.

Key conditions and challenges

Since July 2024, reforms are addressing macroeconomic and
structural weaknesses that were the legacy of Ethiopia’s
state-led investment model. That model relied on overvalued
exchange rates and financial repression and crowded out so-
cial spending without sufficiently raising productivity or job
growth. Shocks from COVID19, conflict, and droughts deep-
ened imbalances, culminating in Ethiopia’s debt default in
late 2023. Over this period, poverty rose from 33 to 39 per-
cent (2015 and 2021; US$3/day). Employment remained con-
centrated in agriculture.

Major reforms implemented since July 2024 include exchange
rate liberalization, a shift to an interest-rate based monetary pol-
icy framework, elimination of monetary financing, recapitalization
of the largest state-owned bank, trade and tax reforms, and in-
creased social assistance to cushion the poor from reform im-
pacts. These reforms are supported by debt relief through the
Group of Twenty (G20) Common Framework and financing from
the International Monetary Fund and World Bank. Sustained re-
form implementation remains essential for improving outcomes.

Population1 Poverty2

million millions living on less than $3.00/day

135.5 47.2
Life expectancy at birth3 School enrollment4

years primary (% gross)

67.3 84.4
GDP5 GDP per capita6

current US$, billion current US$

132.6 978.6
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2021 (2021 PPPs). 3/ 2023.
4/ 2024. 5/ 2025. 6/ 2025.

Recent developments

GDP growth was stronger than expected in FY25 at 9.2 percent
from robust crop harvests, mining, construction, and manufac-
turing. Exports rose by 53 percent year-on-year in the first half
of FY26. Gold and coffee were 75 percent of total exports as
global prices remained high. Goods imports grew by 23 per-
cent as FX availability improved. Further FX market reforms to
ease current account restrictions and improve the conduct of
FX auctions have improved FX availability but the parallel mar-
ket premium remains elevated (high teens since end-December
2025). Official FX reserves reached US$6.4 billion (2.8 months
of imports) at end-December 2025, a sharp turnaround from
precariously low pre-reform levels.

Inflation fell to just under 10 percent in February 2026 de-
spite rapid money growth (averaging 36 percent between
July–December 2025), fueled by central bank domestic gold
purchases. To contain monetary pressures, the policy rate
has been unchanged at 15 percent since July 2024. Despite
higher bank credit ceilings (raised from 18 to 24 percent
in September 2025), tighter reserve requirements (up from

FIGURE 1 / Nominal exchange rate of Ethiopian Birr (ETB)
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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7 to 10 percent in December 2025) continue constraining
private credit.

Tax revenues increased by 63 percent year-on-year in the first
half of FY26, supporting higher public spending on safety nets,
health, and education, after years of decline. Debt restructuring
is also creating fiscal space, with G20 bilateral creditors agreeing
on a memorandum of understanding (MOU) while negotiations
with private creditors, including Eurobond holders, continue.

With inflation declining sharply and GDP growth remaining
strong, poverty is falling, though it remains above 2021 levels.
Lingering price pressures and uneven income recovery across
households has slowed the pace of poverty reduction. Household
sentiments have improved but remain subdued due to persistent
cost-of-living pressures.

Outlook

Growth is expected to drop to 8 percent in FY26 and 6.9 percent in
FY27 reflecting the impact of the Middle East crisis before rebound-
ing in FY28. While inflation will continue its deceleration in FY26, it
is expected to pick up in FY27 driven by commodity price increases

due to the Middle East crisis. Strong import demand may widen the
current account deficit before reform-linked increases in exports
stabilize it over the medium term. Tax reforms, debt relief, and of-
ficial development assistance will continue to help public finances
recover, reversing a sharp decline in inflation-adjusted spending
that deteriorated public services and development outcomes. The
poverty rate is projected to reach 37.7 percent by 2027. Poverty re-
duction could accelerate if reforms increase incomes through high-
er job creation and agricultural market participation, and if better
public spending improves human capital.

Ethiopia’s outlook hinges on advancing reforms to shift from
stabilization to private sector led growth while protecting the
poor and strengthening human capital. Key risks include incom-
plete FX reform, slow progress on investment barriers, rising fis-
cal risks from state-owned enterprises, and ongoing domestic
and regional conflicts. The Middle East conflict poses major risks
through higher fuel and commodity prices, trade disruptions,
and lower remittances. These channels could raise production
costs, slow growth, strain supply chains, and reduce FX inflows
in FY26/27. As a result, cost of living could rise, particularly for
urban households, weakening the prospects for poverty reduc-
tion. Well-targeted safety nets will remain essential to helping
the poor cope.

Recent history and projections 2022/23 2023/24 2024/25e 2025/26f 2026/27f 2027/28f

Real GDP growth, at constant market prices 7.2 8.1 9.2 8.0 6.9 8.4
Private consumption 6.1 7.1 6.8 6.4 5.7 6.5
Government consumption -16.0 -5.8 32.2 18.9 9.5 10.9
Gross fixed capital investment 11.2 13.8 7.9 12.1 9.0 10.7
Exports, goods and services -0.8 4.5 35.8 13.5 4.8 3.1
Imports, goods and services -4.1 13.0 16.4 21.4 9.3 8.6

Real GDP growth, at constant factor prices 7.2 8.1 9.2 8.0 6.9 8.4
Agriculture 6.3 7.0 7.3 6.6 5.2 5.8
Industry 6.9 9.2 13.0 11.2 9.3 9.7
Services 8.0 8.3 8.1 6.8 6.5 9.3

Employment rate (% of working-age population, 15 years+) 65.5 65.4 64.9 64.6 64.4 64.4
Inflation (consumer price index) 32.6 26.7 16.0 11.6 12.1 9.0
Current account balance (% of GDP) -2.8 -2.8 -1.1 -2.3 -1.8 -2.1

Fiscal balance (% of GDP) -2.7 -2.1 -1.1 -1.8 -1.4 -1.6
Revenues (% of GDP) 7.9 7.2 11.0 11.6 12.0 12.4
Debt (% of GDP) 25.1 22.3 38.6 34.9 30.5 27.6
Primary balance (% of GDP) -2.1 -1.5 -0.3 -0.6 -0.2 -0.6

International poverty rate ($3.00 in 2021 PPP)1,2 42.9 43.3 41.8 39.1 37.7 36.1

Lower middle-income poverty rate ($4.20 in 2021 PPP)1,2 65.1 64.0 61.8 58.9 57.2 55.3

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 92.2 90.2 88.1 85.5 83.5 81.7

GHG emissions growth (mtCO2e) 3.5 4.0 4.1 3.6 3.2 3.5

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.
Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise. Growth projections reflect limited available information, and are subject to revision as
better data becomes available.
1/ Calculations based on 2021-HCES. Actual data: 2021. Nowcast: 2022-2025. Forecasts are from 2026 to 2028.
2/ Projections using microsimulation methodology.
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