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Risk of external debt distress In debt distress
Overall risk of debt distress In debt distress
Granularity in the risk rating Unsustainable
Application of judgment No

Ethiopia faces political, economic, and humanitarian challenges. Support from the international community weakened
notably during the two-year conflict in Tigray. Bunching of debt service in the near to medium term and adverse
developments have led to the realization of debt repayment risks.

Ethiopia’s debt is assessed to be unsustainable, mainly due to protracted breaches of exports-related external debt
indicators and is based on a weak Debt Carrying Capacity (DCC).? Following a missed Eurobond interest payment in
December 2023, the country is in debt distress. Timely implementation of the authorities’ reform agenda and debt relief
from external creditors are required to alleviate liquidity pressures and restore debt sustainability. The authorities have

committed to achieving a moderate risk of debt distress rating by the end of the approved ECF arrangement. An Official

" This preliminary analysis is based on the Joint Bank-Fund Debt Sustainability Framework for Low-Income Countries (LIC-
DSF) that was approved in 2017.

2 The composite indicator based on the April 2025 October 2024 World Economic Outlook (WEOQ) and 2023 World Bank
Country Policy and Institutional Assessment (CPIA) data that was published in July 2024, is currently estimated at 2.51.
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Creditor Committee under the G20 Common Framework (OCC) was formed in September 2021 and agreed to
suspend debt service due in 2023 and 2024 on November 9,2023.

An agreement in principle (AIP) on the key terms for a debt treatment between the OCC and the Ethiopian authorities
was reached on March 21, 2025, and the Memorandum of Understanding on this debt treatment is expected in the
near term. The illustrative debt treatment reflecting the AIP between the authorities and the OCC and the authorities’
latest proposal for the debt treatment of other commercial creditors, would close the program’s external financing gap
and restore a moderate risk of external debt distress by bringing all debt indicators below their respective DSA
thresholds in the FY2027/28, when the IMF program ends.
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PUBLIC DEBT COVERAGE

1. Debt coverage under this Debt Sustainability Analysis (DSA) is consistent with the LIC—-
DSF guidance and previous DSAs.2 In particular, the DSA includes Federal government debt, the central
bank’s debt to the IMF and two bilateral creditors, guaranteed nonfinancial public enterprises’ debt, and
non-guaranteed debt of Ethio-Telecom, a major telecommunication company.# External debt is defined
according to the residency principle. Notwithstanding the comprehensive coverage, staff assumes a larger
contingent liability shock of 4.5 percent of GDP than the default level of 2 percent of GDP, to account for
additional risks associated with large state-owned enterprises (SOEs). Financial market shock is assumed
at 5 percent of GDP, the default level.

Text Table 1. Ethiopia: Coverage of Public and Publicly Guaranteed Debt and Parameters of Contingent
Liability Shocks for the Tailored Stress Test

Public debt coverage Sub-sectors covered

Central government X
State and local government X
Other elements in the general government

o/w: Social security fund

o/w: Extra budgetary funds (EBFs)
Guarantees (to other entities in the public and private sector, including to SOEs) X
Central bank (borrowed on behalf of the government) X
Non-guaranteed SOE debt X

1 The country’s coverage of public debt The central, state, and local governments, central bank, government-guarantzed debt, non-guarantzed SOE debt
Used for the
Default analysis Reasons for deviztions from the dafaul t setfings

2 Other elements of the general government not captured in 1 0 percent of GDP 00 None

3 Sof's debt (guaranteed and not guaranteed by the government] 1/ 2 percentof GDP 45 Pote ntial Babilties, induding from a polioy benk and dlzims by Koyshe contractor
4P 0 percent of PP stock ik} Maone

5 Financial market (the default value of 5 percent of GDP is the minimum value) 5 percentof GDP 30 None

Total (2+3+4+5) (in percent of GO D

1/ The default shock of 2% of GDP will b2 triggered for countries whose government-g uaranteed debt & not fully captured under the country's public debt definttion (1), I it & sl ady incheded inthe government debt
(1) and risks associated with Sof's debt not guaranied by the government is assessed tobe negligible, 2 country team may reduce this to 0%

2. The coverage of debt statistics is comprehensive. The authorities publish domestic and
external debt statistics of the Federal government and SOEs on a quarterly basis.® Debt reporting
continues to improve under the World Bank’s Growth and Competitiveness Programmatic Development

3 The coverage differs from the official public debt data in two aspects: the DSA does not include Ethiopian Airlines (as it
borrows externally without a public guarantee, its operations pose limited fiscal risk, and has demonstrated managerial
independence) but includes the deposits of two bilateral creditors at the central bank, as these deposits have the economic
characteristics of debt (interest rate and a regular debt-service schedule until maturity, and that a public entity is responsible
for servicing these debts) and meeting balance of payment needs.

4 Ethiopian Airlines and Ethio Telecom are the only state-owned enterprises with non-guaranteed debt. Ethio Telecom's debt
service payments are added to revenue as a proxy for the company’s net income in the calculation of external debt service
to revenue ratio as total operating profit is larger than the debt payments. The inclusion of Ethio Telecom debt service is a
conservative estimate of its larger operating profit.

5 Debt bulletins are available on the Ministry of Finance website (https://www.mofed.gov.et/resources/bulletin/).
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Policy Operation series, with expanded coverage of SOE domestic debt in the quarterly debt reports and
the publication of an annual debt report.®

BACKGROUND

3. Ethiopia’s total public and publicly guaranteed debt as a share of GDP declined by about
14 percentage points between 2021/22 and Ethiopia: Public and Publicly Guaranteed Debt

2023/24. Total public and publicly guaranteed (PPG)  (n percent of GDP; as per DSA coverage)

debt stood at 34.8 percent of GDP at end-June 2024, . 5% Gt Btermal debt -

down from 40.2 percent of GDP a year before and

48.9 percent of GDP at the end of 2021/22. This ,, m

decline mainly reflected low external disbursements ;5
combined with high nominal GDP growth, with the 10
external debt-to-GDP ratio declining by about 5
9 percentage points. The domestic debt-to-GDP ratio 0
also declined, with domestic debt rising less than
nominal GDP. Debt owed by the Federal government Sources: Ethiopian authorities; and IMF staff calculations.
and the central bank accounted for 78 and 6 percent

of the total PPG debt stock, respectively, with the remainder owed by SOEs (16 percent).
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EXTERNAL DEBT

4. External debt accounted for 44.5 percent of total PPG debt as of end-June 2024. In 2023/24,
PPG external debt amounted to 15.0 percent of GDP,

down from 18.1 percent of GDP a year before. The | Ethiopia: Public and Publicly Guaranteed External Debt

. . . (In percent of GDP)
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ederal governmen

@ National Bank of Ethiopia
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in response to Ethiopia’s ongoing debt treatment | 20
under the G20 Common Framework (CF) and debt | ™
service standstill. The Federal government accounts
for about 66 percent of total external debt,
predominantly to the World Bank and other official
creditors. For the SOEs included in the DSA, the PPG
external debt ratio fell for the sixth successive year.
This decline is due largely to active measures taken by the authorities to contain SOEs’ external borrowing,
including no new contracting of non-concessional external debt, consistent both with the International
Development Association’s Sustainable Development Financing Policy and a continuous performance
criterion under the 2019 ECF-EFF program.
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Sources: Ethiopian authorities; and IMF staff calculations.

8 Further information about the transparency of Ethiopia’s debt reporting practices, including changes over time, can be found
on the World Bank’s Debt Reporting Heatmap (https://www.worldbank.org/en/topic/debt/brief/debt-transparency-report).
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Text Table 2. Ethiopia: Public and Publicly Guaranteed Debt Profile
Debt stock 1/ Debt Service 2/
(as of end-June 2024) 2024/25 2025/26  2026/27 2024/25  2025/26  2026/27
InUs$ In percent of  In percent of In US$ million In percent of GDP
million total GDP
Total 71,379 100.0 34.8 3,311 9,042 7,726 2.6 6.6 5.0
o/w Federal government 55,240 77.4 26.9 3,135 5,893 5,997 2.5 43 39
External 31,734 44.5 15.5 798 5,271 2,330 0.6 3.9 1.5
International financial institutions 15,564 218 76 718 567 607 0.6 0.4 04
IMF 482 0.7 0.2 229 59 58 0.2 0.0 0.0
World Bank 12,100 17.0 59 389 401 437 0.3 0.3 0.3
AfDB/AfDF 2,208 3.1 1.1 56 60 65 0.0 0.0 0.0
Others 774 1.1 0.4 45 46 47 0.0 0.0 0.0
o/w IFAD 430 0.6 0.2 13 15 16 0.0 0.0 0.0
Bilateral official creditors 3/ 4/ 12,584 17.6 6.1 80 2,395 1,250 0.1 1.8 0.8
Paris Club 1,979 2.8 1.0 0 307 183 0.0 0.2 0.1
o/w ltaly 618 0.9 0.3 0 126 68 0.0 0.1 0.0
o/w Korea 366 0.5 0.2 0 0 1 0.0 0.0 0.0
Non-Paris Club 10,605 14.9 5.2 80 0 2,564 0.1 0.0 17
o/w China 5,378 75 26 0 1,246 565 0.0 0.9 0.4
o/w UAE 3,025 42 1.5 0 143 93 0.0 0.1 0.1
Bonds 1,099 1.5 0.5 0 1,099 0 0.0 0.8 0.0
Commercial creditors 4/ 5/ 2,487 3.5 1.2 0 1,209 473 0.0 0.9 0.3
Domestic 39,644 55.5 19.3 2,512 3,771 5,396 2.0 2.8 3.5
Held by residents, total 39,644 55.5 19.3 2,512 3,771 5,396 2.0 2.8 35
T-bills 6/ 7,811 109 38
Commercial banks 2,883 4.0 14
Non-bank financial institutions 4,929 6.9 24
Bonds 7/ 12,866 18.0 6.3
Central bank 7,563 10.6 3.7
Loans 8,815 123 4.3
Central bank direct advance 4,221 5.9 2.1
Commercial banks 4,594 6.4 22
Transferred to LAMC 10,152 14.2 5.0
Held by nonresidents, total 0 0.0 0.0
Memo Items:
Collateralized debt 8/ 0
Contingent liabilities 9/ 0
Nominal GDP (US dollar, end of period) 205,004
Sources: Ethiopian authorities; and IMF staff estimates and projections.
1/ Consistent with the DSA coverage and may differ from official debt statistics on external debt.
2/ Includes roll-over of T-bills.
3/ Includes loans backed by export credit agencies.
4/ Includes pre-HIPC arrears waiting to receive HIPC comparable treatment.
5/ Loans from commercial banks and credit suppliers non-backed by ECAs and loans backed by China export credit agency.
6/ Marketable T-bills issued under auctions since December 2019.
7/ Includes previously issued short-term debt (direct advance and T-bills) that were converted into bonds.
8/ No collateralized debt is reported.
9/ No significant contingent liabilities have been identified, with the debt perimeter comprehensive encompassing non-guaranteed SOEs debt.

e The bulk of external debt is debt to official creditors.” IDA and official non-Paris club creditors
accounted for about 38 and 33 percent of PPG external debt, respectively. Non-official creditors
accounted for 11 percent of PPG external debt, including a US$1 billion Eurobond that matured in
December 2024 (and is now in default) and SOE debt backed by China’s export credit agency.

7 Ethiopia has pre-HIPC arrears to Libya, Russia, and the former Yugoslavia, totaling about US$525 million as of end-June
2024, which are deemed away. Furthermore, there are about US$32 million worth of external arrears to commercial creditors
from the former Czechoslovakia, India, Italy, Bulgaria and the former Yugoslavia, all pre-dating the 1990s, which the
authorities are also making good faith efforts to resolve.
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¢ IDA financing provided positive net transfers of US$1.5 billion in 2023/24, from US$1.7 billion
and US$1.1 billion in 2022/23 and 2021/22, respectively. Approved arrangements amounted to
US$3.2 billion in 2023/24 (see WB website).

e The IMF Executive Board approved a blended ECF-EFF arrangement of SDR 2.1049 billion
(700 percent of quota)® in December 2019, of which Ethiopia drew down SDR 223.85 million. In
addition, following the COVID-19 shock, emergency financing was provided through a Rapid Financing
Instrument for SDR 300.7 million (100 percent of quota or 0.4 percent of GDP) in April 2020. Debt
service relief of obligations under the Catastrophe Containment and Relief Trust was provided until
April 13, 2022 (about SDR 14 million).

o Ethiopia also received debt service relief via the G20 Debt Service Suspension Initiative (DSSI),
for about US$220 million over May 2020-June 2021. Ethiopia did not seek debt relief under the July—
December 2021 phase of the DSSI.

e The authorities have confirmed that there is no collateralized debt outstanding.

5. The authorities requested debt treatment under the CF in February 2021 and the Official
Creditor Committee (OCC) was formed in September 2021. The request was to strengthen debt
sustainability and improve the risk of debt distress rating to moderate by the end of the 2019 ECF-EFF
arrangements, consistent with the Fund’s exceptional access criteria. This requirement will remain under
the current Fund-supported program. Twelve OCC meetings have already taken place, with the last one
held in January 2025. Financing assurances from the OCC, necessary for the approval of the current ECF
program in July 2024 and for the subsequent reviews in September 2024 and January 2025, were based
on the judgement that key milestones in the Credible Official Process under the Common Framework had
been achieved.

6. A standstill agreement was reached with official creditors in November 2023, suspending
debt service due in 2023 and 2024. The debt service suspension is retroactive to January 1, 2023, and
therefore resolves official arrears that had accumulated earlier. Ethiopia defaulted on its Eurobond
obligations by missing three coupon payments and the principal that came due on December 11, 2024,
totaling US$1,099 million. The authorities have continued restructuring negotiations with bondholders.

DOMESTIC DEBT

7. The domestic debt to GDP ratio declined to 19.3 percent of GDP at end-June 2024. With SOE
debt transferred to the Federal government (originally through the Liability and Asset Management
Corporation—LAMC) of 5 percent of GDP at end-June 2024, the Federal government accounted for
87 percent of total domestic debt. Meanwhile, SOE domestic debt fell from 13 in 2020/21 to 2.4 percent of
GDP to end-June 2024.

e Around one third of the Federal government’s domestic debt is legacy debt issued at well below
market rates, including a long-term bond resulting from the conversion of past direct advances from

8 Total access under the 2019 ECF-EFF arrangements were modified to 650 percent of quota via a reduction in the EFF
access at the time of the Rapid Financing Instrument approval in April 2020 to comply with applicable policies on annual
access limits. At the time of program approval in December 2019, PRGT access was subject to a hard cap of 300 percent of
quota (which was removed in July 2021), hence the need for blending with GRA resources.
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the NBE, and debt issued for purposes of bank recapitalization. With scarce external financing, the
government continued to rely mainly on domestic borrowing in 2023/24 through direct advances from
the NBE and issuance of Treasury bills (T-bills).

Treasury bill auctions began in December 2019 at the time of the approval of the ECF-EFF
arrangements. As of end-June 2024, the stock of T-bills stood at 3.8 percent of GDP down from 3.9

percent of GDP at end-June 2023. The  gihiopia: Public and Publicly Guaranteed Domestic Debt
weighted average yield has gone up to  (Inpercentof GDP)

16.4 percent in February 2025 from 9- ¥ B Federal government

11 percentin 2023/24 and 1-2 percent offered 0 @soks
on non-market instruments in the past. The
stock of advances from the NBE increased to =~ %°
2.1 percent of GDP at end-June 2024 from 15
1.5 percent of GDP at end-dune 2023. The 10
authorities reintroduced some financial 5
repression measures, including mandatory 0
commercial bank purchases of bonds issued

by the Development Bank of Ethiopia
(August 2021) and of non-marketable 5-year Sources: Ethiopian authorities; and IMF staff calculations.
government bonds (November 2022). These

will be phased out during the Fund-supported program.
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Domestic SOE debt is highly concentrated. At end-June 2024, the Commercial Bank of Ethiopia
(CBE), a large public sector bank, held virtually all SOE domestic debt including debt that was
transferred to LAMC. More than 90 percent of this debt was owed by three troubled SOEs that were
not regularly servicing their loans, which were publicly guaranteed. These loans were being
systematically renewed and guarantees were not made effective.

OUTLOOK AND KEY ASSUMPTIONS

The DSA builds on the macroeconomic trajectory envisaged under the Fund-supported program that was
approved in July 2024. This involves transition to a market-determined exchange rate with positive effects
on the current account and Foreign Direct Investment (FDI), adoption of an interest rate based monetary
policy framework, as well as a revenue-driven fiscal consolidation with safeguards on pro-poor spending.

8.

The near-term outlook is challenging (Text Table 3).

Growth has moderated but has held up overall. Average growth has fallen to 6.8 percent during
2019/20-2023/24 from over 9 percent per year in the decade to 2018/19 and was 8.1 percent for
2023/24. Favorable rainfall and expansion of irrigated crop-production have supported agricultural
output, while uptick in electricity and mining bolstered industry sector growth.

o Growth in 2024/25 is projected at 7.2 percent, with potential uncertainties linked to the transition
to market-determined exchange rate offset by improving agricultural conditions and the easing of
import shortages. Over the medium term, the competitiveness and allocative efficiency gains from
exchange rate unification (reduction in policy uncertainty, correction of overvaluation, and better
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FX availability) and stronger policy framework (higher spending financed with domestic revenues
and concessional external financing and a stable monetary policy framework with positive real
interest rates) will support trend growth of 7.5-8 percent.

o Between 2025/26-2033/34, average real GDP growth is projected at 7.4 percent, slower than
historical rates of around 10 percent per annum over the two decades prior to 2019. The long-term
projection reflects demographic factors (the median age is below 20 years) and expected
productivity gains, including from reforms and economic transformation.

o The national accounts statistics are being improved. Deficiencies in the source data and
compilation practices impact the accuracy and reliability of GDP statistics. Limitations are
particularly noticeable in the estimation of expenditure components, including private consumption,
savings, investment, and fixed capital formation, as well as in agricultural output. With the support
of technical assistance, the authorities are preparing to rebase the national accounts to the base
year 2025/26 by December 2026. Additionally, a diagnostic assessment of national account
statistics using the IMF Data Quality Assessment Framework is planned for June 2026, also with
the technical assistance.

e Inflation has declined more quickly than expected, with some way to go. The authorities are
adopting an interest-rate based monetary policy framework, with low and stable inflation as the policy
objective. Inflation declined moderately in 2023/24, with non-food inflation declining in response to
fiscal and monetary tightening. Inflation has been lower than forecast in the first nine months of
2024/25. Headline inflation fell to 13.6 percent in March from 15 percent in February 2025 as slowing
food price rises offset an uptick in non-food items. The impact of the exchange rate reform on inflation
has been contained, and supply side conditions (favorable agricultural output) have helped ease price
pressures.

o Inflation has been revised downward in the near term given lower than passthrough and the
slowing food price inflation, to 16 percent at end-June 2024/25, compared with 25 percent at the
second review. Prudent monetary and fiscal policies (including avoiding direct advances) will
continue to support a steady decline in inflation in the medium term, reaching single digits in 20287.

e Progress in deepening and improving the functioning of the foreign exchange (FX) slowed after
an initial phase of strong advancement. Since late 2024, banks' posted and transacted rates have
shown limited variation. After dropping to below 5 percent in September 2024, the parallel market
premium has fluctuated around 15 percent since March 2025, while measured transaction volumes
have stabilized. Although FX availability has improved and interbank FX transactions have increased,
reports of queuing and high fees and commissions, persist. Nonetheless, real exchange rate
overvaluation has been corrected, and the real effective exchange rate has been relatively stable. The
NBE is taking significant measures to deepen the FX market and tackle structural distortions, including
the widening of the parallel market spread:

o In early June 2025, the NBE began posting all banks’ fees and commissions for FX transactions
with clients on their website to facilitate transparency and competition;

o Caps on advance payments for imports and personal expenses were raised by a factor of ten to
US$50,000 to reduce incentives to use the parallel market;
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o The NBE and CBE are agreeing to a quantified, time-bound plan for CBE to comply with prudential
net open position (NOP) limits by end-2025, and NBE will revise the NOP directive by the end of
September 2025 in line with international practice. These reforms will rebalance incentives for
commercial banks, facilitating FX market competition;

o Re-channeling some of NBE’s gold-related FX accumulation above reserve accumulation targets
back to the banking sector through competitive auctions supports price discovery and deepens
market liquidity.

¢ Preliminary balance of payments data for the first nine months of FY2024/25 reflect a notable
improvement in the current account, but worse prospects for the capital and financial accounts,
than expected at the second review. The current account deficit is anticipated to decrease to —3.2
percent of GDP, down from -4.4 previously projected. Exports of goods and services are now
forecasted to reach 12 percent of GDP in FY2024/25, an increase from 9.6 percent at the time of the
second review, reflecting volume growth and historically high market prices for coffee and gold.
Throughout the first nine months of the fiscal year, goods exports have exceeded the prior full-year
forecast. FDI has not met initial expectations. As of the end of April 2025, gross international reserves
(GIR) stood at $4 billion, exceeding the previous year-end projection of $3.1 billion.

o Gold exports are projected to reach $2.4 billion for FY2024/25 (compared to a prior estimate of $1
billion), based on exceptional volumes that may not be sustainable (there has been no formal
investment in the sector, and hoarded inventory may have come to market due to more competitive
pricing and reopening of Tigray to trade). In FY2025/26 export volume is expected to decline,
although remaining higher than the pre-2024/25 historical maximum recorded in FY2012/13 (a
period of strong prices for domestic producers given near zero spread on the parallel foreign
exchange market), before structural growth resumes. This forecast assumes inventory drawdown
is near complete, and minimal impact from inward smuggling. Strong outcomes for coffee similarly
reflect inventory drawdown and diversion of production from the domestic to export markets—
sustained growth will require new investment.

o Private transfers to NGOs are anticipated to be approximately $1 billion lower annually than
previously forecast, starting from FY2025/26. This adjustment reflects significant shifts in aid
policies and funding priorities from international development partners notably including the United
States. The anticipated growth in transfers, which was expected to rise from $0.6 billion in
FY2024/25 to $2 billion in FY2025/26 and beyond, is no longer deemed feasible. The government
has included higher health expenditures (0.2 percent of GDP) in the FY2025/26 budget to partially
compensate.

o Essential imports, comprising critical goods such as food and medicines, account for
approximately 70 percent of development assistance (estimated at around $1.4 billion). These
imports are projected to continue without significant disruption, reflecting the ongoing need to
meet basic needs within the population. About $400 million of the shortfall in financing essential
imports is expected to be covered by the private sector.

e Foreign direct investment (FDI) is weaker than anticipated but is projected to recover in the
medium term. The current projections assume no proceeds from privatization, in contrast to the
projected US$650 million in FY2025/26 in the second review, given the lack of credible investor interest
so far. Private FDI has also been subdued. This reflects investor concerns about the business climate
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9.

and security (and the changing landscape for telecoms for privatization). The authorities retain
privatization as a strategic option for commercially oriented SOEs, to foster private sector-led growth,
and to mobilize resources. Over the medium term, FDI is expected to settle at around 3.0 percent of
GDP, consistent with pre-COVID trends, assuming a stable or improving investment climate.

Revenue mobilization will anchor debt sustainability while safeguarding humanitarian and pro-
poor spending. The general government primary deficit is expected to narrow from 1.4 percent of
GDP in 2023/24 to 0.8 percent of GDP in 2027/28, having already declined from a peak of 3.5 in
2021/22. The primary fiscal deficit is expected to remain at around %2 percent of GDP through the
program horizon. Consolidation will be driven by tax revenue measures, while pro-poor spending will
increase, and capital expenditure will partially recover to meet reconstruction needs.

Domestic debt service costs are expected to rise over the medium term. As the authorities
continue to develop domestic debt markets and reduce financial repression, domestic financing costs
are expected to rise, while providing a more reliable source of financing. The steep rise in the domestic
debt service to revenue ratio (Figure 6) is partially explained by the monetary policy rate becoming
positive in real terms in 2024/25 and the authorities’ effort to rely on market-based financing (primarily
short-term instruments at first) that sharply increase annual rollover. While interest rates on new debt
issuance are now positive in real terms, legacy debts at sub-market terms (including debts held by
pension funds rolled into longer-term instruments in 2024) result in effective real rates in the near-term.
Interest rates are expected to moderate over time as declining inflation results in lower nominal yields,
while bond market development will allow for a higher proportion of borrowing at medium- and long-
term maturities. Higher-than-forecast increases in funding costs and difficulties in rollover are risks. An
increase in revenue mobilization, supported by tax policy measures, will reduce these risks, and help
stabilize the debt service to revenue ratio.

Domestic debt markets will continue to deepen. The IMF and World Bank assessed the stage of
development of the local currency bond market in October 2023 and have proposed a reform plan to
the authorities, with follow up IMF and World Bank joint TA underway. The money market and primary
market are the focus of the initial reform agenda. Concrete steps, accompanied by a move towards
market determined interest rates, include developing capacity at the MoF, more systematic market
outreach, improving the issuance planning process and establishing the medium-term debt strategy.

The main risks to the outlook stem from domestic policy slippages, potential social

discontent, security challenges, and reductions in official development assistance. Key risks are:

Reform fatigue due to political and social pressures could lead to delay in or reversal of policy
measures. Macroeconomic conditions could threaten social stability through continued shortages or
further increases in prices for essential goods, or by an expectations-led inflation-depreciation spiral
arising from exchange rate reforms. Sustained effort will be needed to ensure a full transition to a
market-determined exchange rate. In other reform areas progress has been relatively strong—for
example, inflation is declining, tax revenues rising, and expansion of social support mechanisms
proceeding as planned—uwith social and political pressures remaining contained.

Recurrent volatility in global commodity prices also poses a risk to the outlook, as do potential
delays in the debt restructuring process. Terms of trade have moving in Ethiopia’s favor, reflecting
strong gold and coffee prices.
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o Deterioration in the domestic security situation could renew economic disruption and derail
international support. Intensifying spillovers from regional conflicts also pose downside risks to the
outlook.

e Larger than expected cutbacks in official development assistance could have significant
humanitarian implications and put pressure on government to fill part of the gap.

e There is also upside potential if security conditions continue to improve, strengthening the
economic recovery and unlocking investment and sustained increases in gold export volume could
lead to higher growth.

10. The fiscal adjustment is driven by tax policy measures, the recovery of the tax base from
recent shocks and by continued restraint of SOE borrowing. The DSA realism tools do not indicate
that the projected fiscal adjustment is unrealistic, with the primary balance adjustment below the top
quartile of the historical distribution of comparator countries. Furthermore, the risk that the adjustment
proves infeasible is mitigated by the specific measures under the program to raise revenues, including (i)
the broadening of the excise tax base and switching to a specific excise tax system with higher rates on
alcohol, tobacco, and fuels; (ii) removal of VAT exemptions; (iii) introduction of a motor vehicle circulation
tax; and (iv) recovery of the tax base from the historical lows reached during the pandemic and conflict.
The program envisages a limit on domestic bank borrowing by SOEs to supplement the zero limit on non-
concessional external borrowing and reforms to the electricity tariff framework with a view to further
reducing the total SOE debt to GDP ratio. Potential negative impacts from the envisaged fiscal adjustment
are mitigated by a pick-up in productivity through more efficient resource allocation as FX rationing and
market distortions stemming from the exchange rate ease, and by the increase in spending on education,
health, and social safety net (Figures 3 and 4).

1. Program-supported reforms reducing financial repression and exchange rate distortions
underpin a consolidation of quasi fiscal activity and increase fiscal transparency. The general
government overall deficit has contracted by about 1 percent of GDP since FY2022/23, while the
consolidated public sector deficit including estimates for quasi-fiscal operations has adjusted further.
Moving to positive real interest rates (policy and Treasury bill rates are now positive in real terms) and
phasing out of mandatory purchase by banks of Treasury and Development Bank of Ethiopia bonds at
sub-market interest rates by end-June 2025 will eliminate subsidized lending to SOEs and government
from captive domestic savers. Recapitalizing CBE with government securities in July 2024 enabled writing
off CBE’s claims on LAMC and provisioning of non-performing exposures to SOEs, recognizing historic
costs of subsidized lending to SOEs on-budget. Eliminating real exchange rate overvaluation through the
FX reforms in July 2024 lifted the implicit tax on exporters previously obliged to surrender FX at a below
market exchange rate as well as the implicit subsidy to fuel and fertilizers imported at the favorable official
rate. Fuel subsidies have now been explicitly brought on-budget. The impacts of the reforms on vulnerable
households have been managed through expanded, targeted cash transfers. All federal fuel taxes
(0.8 percent of GDP), which formerly accrued to Ethiopian Petroleum Supply Enterprise (EPSE) and the
Road Fund, will be remitted to the Budget from FY2025/26. A temporary fuel subsidy (0.6 percent of GDP)
and permanent allocation to the Road Fund (0.1 percent of GDP) will be included in the FY2025/26 budget.
Fertilizer subsidies will be capped at 54 billion Birr (0.3 percent of GDP) in FY2025/26 budget.
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12. World Bank supported reforms complement and reinforce program support. The focus of
World Bank policy engagements through its Development Policy Operations, projects, and through the
Sustainable Development Financing Policy (SDFP) reinforce areas of the IMF-supported program.
Relevant areas of reform engagement and this DSA include the strengthening of the financial sector (with
a focus on the Commercial Bank of Ethiopia); improving fiscal and SOE financial transparency and
reporting; revenue mobilization; and broader structural reforms to improve the growth and export
environment.

13. This DSA makes the following assumptions on external and domestic financing and debt
servicing:

e New debt projections add to debt outstanding as of end-June 2024. All bilateral sovereign deposits
at NBE including the recent deposits from a non-OCC country are categorized as debt, as these
deposits have been used to meet BOP needs, and in line with the treatment in the past. No contracting
or guaranteeing of new non-concessional external loans is assumed during the duration of the
arrangement, with one exception: the authorities have requested an exemption from the zero-limit on
non-concessional borrowing for the macro-critical Koysha Hydroelectric Dam project (US$950
million).® It is assumed that non-concessional loans to complete Koysha will be contracted in
FY2025/26, with a frontloaded disbursement schedule to reflect large, upfront insurance and guarantee
payments. The ECF includes a present value-based indicative target on overall external borrowing that
is consistent with the authorities’ borrowing plan and debt sustainability (text table 4).

e The overall IDA project financing envelope is  Ethiopia: Net External Financing from IFls
expected to reach about US$1.8 billion by hm e
2027/28. Most of IDA envelope is assumed to be in o s
loans, consistent with the LIC-DSF guidance that ==
regular credit terms on IDA lending should be ™
assumed in all years for which grant finance has

not already been committed.'®

1000.00

500.00

0.00

208775 202526 202621 202128 202829 2029/~ 203031 203132 203233 203334 2034735

e The pre-restructuring debt service schedule is | sw»
updated, based on outstanding debt as of end- >« o
Sources: IMF staff projections.
June 2024 and a new reconciliation between the = 1/Includes project grants
authorities’ financial advisors and the OCC

secretariat.

9 The authorities could not mobilize concessional financing to finalize the Koysha dam project despite sustained efforts. The
project is critical for generating export revenues, rural electrification, and meeting climate change policy goals and is already
two-thirds complete.

0 World Bank financing projections are based on assumptions, and actuals will depend on IDA replenishment, country
performance, and other operational factors that determine country IDA allocations. IDA allocations and terms could
significantly change because of adjustments to the IDA Grant Allocation Framework in new IDA cycles.
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A residual financing gap of US$10.8 billion during the program period is assumed. Reserve
adequacy would be brought to 3.5 months of import coverage by the end of the program. The Fund

would contribute about
US$3.4 billion to fill the gap.
Besides IMF financing, the
remaining gap is assumed to
be financed by US$3.8 billion
of budget support from the
World Bank, and
US$3.6 billion of debt relief
from bilateral creditors
including the OCC and private
external creditors, proxied by
the issuance of a net present
value neutral bond. The World
Bank disbursed US$1.5 billion

Text Table 4. Ethiopia: External Borrowing Plan for FY2025/26'

(Programmed Contracted Debt)

Volume of new debt
in 2025/26

PV of new debt in 2025/26

PPG external debt (program purposes)

USD million’ Percent USD million’ Percent

By sources of debt financing 4,900 100 2,856 100

Concessional debt, of which’ 3,950 81 1,906 67

Multilateral debt 3,600 73 1,683 59

Bilateral debt 350 7 224 8

Non-concessional debt, of which? 950 19 950 33
Semi-concessional’® - - -

Commercial terms* 950 19 950 33

" Contracting and guaranteeing of new debt. The present value of debt is calculated using the terms of individual loans and
applying the 5 percent program discount rate

? Debt with a grant element that exceeds a minimum threshold. This minimum is typically 35 percent, but could be established at
a higher level.

* Debt with a positive grant element which does not meet the minimum grant element.

* Debt without a positive grant element. For commercial debt, the present value would be defined as the nominal/face value.

of budget support in August 2024 and is expected to disburse US$1 billion of budget support (US$650
million of grants and US$350 of loan) between July 2025 and June 2026. No assumption on the
parameters and modality of the needed debt treatment is made as current DSA continues to be based
on pre-restructuring debt service schedule.

o For domestic debt, the program balances phasing out of non-market-based financing of the
public sector and maintaining fiscal sustainability:

In July 2024, the authorities issued 899 billion Birr of 13-year government securities to write
off all CBE claims on LAMC (580 billion birr) and fully provision nonperforming SOE exposures
(263 billion birr) and bring CBE’s capital adequacy ratio to the regulatory monetary financing
of fiscal deficits has been eliminated starting in FY2024/25.

The mandatory purchase of 5-year treasury bonds at sub-market interest rates by commercial
banks will be phased out by end-June 2025, with an intention to develop the market for longer-

The requirement that financial institutions purchase DBE bonds will be removed before the

A voluntary exchange of the current stock of T-bills held by Public Servants Social Security
Agency and the Private Organizations Employees’ Social Security Administration for 13-year
securities was conducted in July 2024. The exchange provides debt service relief to the
Treasury and an instrument that better matches the pension funds’ asset and liability

O
O
dated government securities.
O
fifth review of the Fund program.
O
durations.
]

Direct advances from the NBE totaling 242 billion Birr at end-June 2024 have been converted
into a long-term bond with a maturity of 25 years and an interest rate of 3 percent.

¢ In the future, domestic financing needs will be covered by market-oriented instruments. The
government’s net domestic financing is projected to shift predominantly to T-bills with market-
determined interest rates, while SOEs are assumed to issue medium to long-term bonds. Real interest
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rates have risen to positive levels, consistent with the phasing out of financial repression under an
interest rate-based monetary policy framework. With the support of TA from the IMF and the World
Bank Group, authorities’ efforts to strengthen debt management and broadening the uses of T-bills
and bonds continue: a new issuance framework is being developed; an issuance calendar was
adopted; regular engagement with market participants has been initiated; A review of the regulatory
treatment of T-bills and bonds for banks’ capital and liquidity purposes is planned. Before the transition
to fully market-based instruments is complete, the lower costs associated with legacy domestic debt
instruments paying sub-market interest rates and the pension funds’ voluntary conversion of short-
term debts into longer-term bonds provides significant real debt service relief to the government.

COUNTRY CLASSIFICATION

14. Ethiopia’s debt carrying capacity is weak, due fundamentally to the decline in FX reserves.
The Composite Indicator (Cl)—based on the IMF October 2024 World Economic Outlook projections and
the World Bank’s 2023 Country Policy and Institutional Assessment (CPIA) score that was published in
July 2024—stands at 2.47, which corresponds to a weak signal. Ethiopia’s debt carrying capacity was
downgraded to “weak” in October 2022 after two consecutive weak signals driven by low FX reserves and
a slight decline in CPIA.

EXTERNAL DEBT SUSTAINABILITY ANALYSIS
BASELINE

15. Public and publicly guaranteed (PPG) external debt is expected to decline over the
projection period, but three indicators consistently breach their indicative thresholds. The debt
service-to-revenue ratio and the two exports-linked external debt ratios present protracted breaches,
reflecting two main factors: (i) high and bunched debt service from SOE investment projects and repayment
of the US$1 billion Eurobond that fell due in December 2024; and (ii) the low level of exports. Finally, the
PV of debt-to GDP ratio remains well below its indicative threshold for the entire projection period (Figure

1),
STANDARDIZED STRESS TESTS

16. The standard stress tests highlight vulnerabilities to export shocks. Adverse shocks to
exports would exacerbate external debt servicing pressures and difficulties in financing external and
domestic needs (Figure 1). In the case of the two exports related indicators that consistently breach the
thresholds, the breaches become larger. Implementation of FX reforms, building FX reserves, and
materialization of upside risks to exports from a better-than-expected response to reforms or the impact of
faster global growth, would help strengthen external debt sustainability. The debt service-to-revenue ratio
experiences larger and persistent breaches under a one-time exchange rate depreciation shock, which
points to risks of devoting significant amount of revenue to external debt service at the expense of cutting
priority spending under a sharp depreciation scenario.
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Text Table 5. Ethiopia: Calculation of the Cl Index

Components Coefficients (A) 10-year average values Cl Score components Contribution of
(B) (A*B) = (C)
CPIA 0.385 3.260 1.26 50%
Real growth rate (in percent) 2719 7112 0.19 8%
Import coverage of reserves (in

percent) 4.052 16.933 0.69 27%

Import coverage of reserves~2 (in
percent) -3.990 2.867 -0.11 -5%)
Remittances (in percent) 2.022 4.105 0.08 3%
World economic growth (in percent) 13.520 2973 0.40 16%

components

Cl Score 2.51 100%

Cl rating Weak

New framework

Cut-off values

Weak Cl< 2.69
Medium 2.69 <Cl< 3.05
Strong Cl > 3.05

APPLICABLE APPLICABLE

EXTERNAL debt burden thresholds TOTAL public debt benchmark

PV of total public debt in
PV of debt in % of percent of GDP 35

Exports
GDP

Debt service in % of

Exports

Revenue

17. Indicators of market financing risks remain elevated. The EMBI spread is at distressed levels,
well beyond the LIC-DSF benchmark of 570 basis points. The relatively contained external financing needs
lead to a moderate rating for market financing risks under the LIC DSF. A return to market access is
unrealistic at current spreads and is neither foreseen by the authorities nor necessary to meet external
financing needs. Market financing risks are currently assessed as moderate per the mechanical risk rating
under the LIC DSF (below the LIC DSF benchmark of 14 percent of GDP for signaling market-financing
pressures) (Figure 5). Gradual consolidation of the public sector including SOEs, along with deepening of
financial markets through the opening of banking sector to foreign investors and the growth of pension

funds, can mitigate domestic financing pressures.
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PUBLIC DEBT SUSTAINABILITY ANALYSIS
BASELINE

18. The present value of overall public debt/GDP ratio is projected to steadily decline, with
breaches only in 2024/25 and 2025/26. As public sector consolidation takes hold and the external debt
situation improves with continued restraint on borrowing, the PV of public debt/GDP ratio will stay below
the applicable threshold throughout the projection period (with a one-off breach discounted). Gross
financing needs are projected to average around 6 percent of GDP during the program period through
2027/28 (below the LIC-DSF benchmark of 14 percent of GDP) and stabilize at around 9 percent of GDP
by 2033/34. This need is expected to revert to normal levels, alongside an anticipated increase in the real
cost of new domestic borrowing over the medium to long term. Should downside risks of public sector
balances lead to larger fiscal needs in the near term, the authorities’ commitment to consolidation during
the Fund-supported program would help contain the risks to public debt. The PV of public debt-to-revenue
also remains on a downward trend.

STANDARDIZED STRESS TESTS

19. Overall public debt is susceptible to the materialization of contingent liabilities. The PV
debt/GDP ratio rises to 44 percent in 2025/26 under combined contingent liabilities shock but remains
below the threshold from 2028/29 onwards.

20. Risks from Ethiopian Airlines appear negligible in the near term The airline, which is excluded
from the DSA, adjusted well to the COVID shock with support from a strong balance sheet at the beginning
of the crisis and active measures, including changes in business focus to cargo. This operational shift
allowed the company to achieve record profitability. The authorities have conveyed that Ethiopian Airlines
does not intend to seek government support.

RISK RATING AND VULNERABILITIES

21. Ethiopia’s debt is assessed to be unsustainable, mainly due to protracted breaches of
exports-related external debt indicators. Following a missed Eurobond interest payment in December
2023, the country is in debt distress. There are protracted breaches in exports-related debt vulnerability
indicators. Due to macroeconomic forecast revisions, the magnitude of these breaches is smaller
compared to the second review DSA, while the duration is similar.

22. Successful completion of debt treatment and implementation of the reform agenda would
restore debt sustainability and allow exit from debt distress. Ethiopia’s DCC is classified as weak,
because of low reserves and recent modest declines in the CPIA. In relation to the debt thresholds for
weak DCC, there are protracted breaches of the two exports-related indicators and of the debt service to
revenue ratio, indicating both liquidity and solvency pressures. The PV of external debt to GDP ratio
remains below the threshold for the entire projection period in both the baseline and the most extreme
shock scenario. All remaining external debt burden indicators exceed their thresholds for a protracted
period under both the baseline and the most extreme shock scenario, with stress tests indicating
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vulnerabilities to export and depreciation shocks. The combination of prudent macroeconomic policies,
including a sustained move to market clearing exchange rate and export diversification, fiscal and debt
conditionality, improved SOE governance, and the debt treatment would all contribute towards reducing
debt vulnerabilities. A drawn-out debt restructuring process would however slow the reduction in debt
vulnerabilities.

23. An external debt treatment is needed for Ethiopia to close financing gaps over the program
period and to help achieve a moderate risk of debt distress by the end of the requested
Fund-supported program. To close the BOP financing gap, required debt relief during the program period
(2024/25-2027/28) amounts to about US$3.5 billion. To bring Ethiopia’s risk of debt distress to “moderate”
over the medium term, debt relief would need to bring the three binding external debt burden indicators
below the thresholds (140 for PV of debt-to-exports ratio, 10 for debt service-to-exports ratio and 14 for
debt service to revenue) by the end of the program period and remain so over the DSA projection horizon.

24, A Memorandum of Understanding with official creditors is expected to be agreed in the near
term. An agreement in principle (AIP) with the OCC on terms for a debt treatment consistent with program
objectives was reached on March 21, 2025. An AIP with external commercial creditors is expected to
follow. The authorities are making good faith efforts to reach an agreement with their external commercial
creditors on terms comparable to the OCC terms, and consistent with program parameters.

25. The post-restructuring DSA incorporating the illustrative debt treatment indicates that the
debt vulnerability rating is expected to improve to moderate risk of debt distress by the end of
program (July 2028). The illustrative scenario is based on the AIP with the OCC for official bilateral claims
and the authorities’ latest debt treatment scenario for the other commercial creditors’ claims. All indicators
fall under the thresholds starting in 2027/28 (2028 in the figure below). The PV of debt-to-exports and the
debt service to export ratios reach the thresholds in the last year of the program, with no “buffers”, reflecting
balanced risks to the macroeconomic outlook, while indicators in the baseline remain comfortably below
thresholds in the post-program period. Following the supplement to the 2018 guidance note on the LIC-
DSF, the official sector debt treatment will be only incorporated in the baseline after a memorandum of
understanding is agreed by the OCC and the authorities.
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Text Figure 1. Ethiopia: The Illustrative Debt Restructuring Scenario,
2025(2024/25)-2035(2034/35

PV of debt-to GDP ratio

Most extreme shock: One-time depreciation

2025 2027 2029 2031 2033 2035

Debt service-to-exports ratio

Most extreme shock: Exports

2025 2027 2029

2031

2033 2035

— Baseline Historical scenario
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2025

PV of debt-to-exports ratio

Most extreme shock: Exports

2025 2027 2029 2031 2033 2035

Debt service-to-revenue ratio

Most extreme shock: One-time depreciation

2027 2029 2031

2033

2035

Most extreme shock 1/ Threshold

AUTHORITIES’ VIEWS

26. The authorities broadly agreed with the overall assessment of the country’s debt
sustainability. Debt sustainability is expected to be restored through a debt restructuring, development
partner support, and the reforms contemplated under the Fund-supported program. The authorities are
committed to further improve debt management.
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Table 1. Ethiopia: External Debt Sustainability Framework, 2022-2044
(In percent of GDP, unless otherwise indicated)
Actual Projections Average 8/
2022 2023 2024 2025 2026 2027 2028 2029 2030 2035 2044 Historical  Projections
External debt (nominal) 1/ 25.8 195 16.5 327 29.1 26.6 24.0 207 179 279 194 Definition of external/domestic debt Residency-based
of which: public and publicly guaranteed (PPG) 24.0 181 154 304 266 243 221 192 167 257 180 1+ there 5 material difference betmaen the
two criteria? Ne
Change in external debt -5.6 -6.3 -3.0 16.2 -3.5 -2.5 -2.5 -33 -2.8 -14 -04
Identified net debt-creating flows 24 -5.1 10 19
Non-interest current account deficit 3.6 2.6 5.1 2.0
Deficit in balance of goods and services 101 74 62 95 87 79 68 65 64 55 43 126 68
Bxports 82 66 108
Imports 183 140 163 Debt Accumulation
Net current transfers (negative = inflow) -65 48 35 7.4 -48
of which: offcial -09 07 -08
Other current account flowss (negative = net inflow) 00 00 00 00
Net FDI (negative = inflow) 26 -2.1 33 29
Endogenous debt dynamics 2/ 3.4 55
Contribution from nominal interest rate 05 03
Contribution from real GDP growth 18 14 -06 02
Contribution from price and exchange rate changes 21 44 31 . . . . . .. .
of which: exceptional financing 02 02 00 23 33 08 10 00 00 -02 00
Sustainability indicators
PV of PPG external debt-to-GDP ratio - . s 211 198 176 158 135 116 59 27
PV of PPG external debt-to-exports ratio - . 2066 1801 1800 1646 1434 1220 1048 548 259 1o R
PPG debt service-to-exports ratio 147 107 75 56 366 153 159 147 119 56 23 2025 2027 200 2031 203 2035
PPG debt service-to-revenue ratio 150 89 58 77 377 152 158 143 114 54 19
Gross external financing need (Milion of US. dollars) 31706 22018 30581 4157 44923 17484 10731 13669 11795 11957 5255 s Debt Accumulation
= = «Grant-equivalent financing (% of GDP)
Key macroeconomic assumptions ———Grant element of new borrowing (% right scale)
Real GDP growth (in percent) 6.4 72 8.1 72 71 77 80 78 75 65 55 79 73
GDP deflator in US dollar terms (change in percent) 71 205 187 -44.4 16 53 51 56 54 69 31 6.1 1.0
Effective interest rate (percent) 4/ 17 15 11 09 23 24 24 22 21 15 09 19 19 External debt (nominal) 1/
Growth of exports of G&S (US dollar terms, in percent) 228 33 81 255 23 103 172 139 135 13.0 83 6.4 13.6 of which: Private
Growth of imports of G&S (US dollar terms, in percent) 249 14 78 73 12 69 88 121 131 121 81 52 100 3
Grant element of new public sector borrowing (in percent) . 424 226 4739 368 492 492 505 507 468 30
Government revenues (excluding grants, in percent of GDP) 8.1 79 73 85 102 10.7 1.1 114 115 118 127 11
Aid flows (in Million of US dollars) 5/ 549.6 602.9 590.2 35375 28219 3051.1 29126 28121 2916.5 36753 62884 25
Grant-equivalent financing (in percent of GDP) 6/ : . . 30 16 15 12 09 09 06 05 12
Grant-equivalent financing (in percent of external financing) 6/ . 668 338 589 484 654 674 719 802 63.0 2
15
Memorandum items:
PV of external debt 7/ 125 233 223 199 178 151 129 6.2 28 10
In percent of exports . . 2254 1993 2027 1863 1611 1362 1162 573 263
Total external debt service-to-exports ratio 187 134 1 85 392 182 186 172 140 68 24 5
PV of PPG external debt (in Million of US dollars) 240935 263645 269544 271796 277554 268918 262309 25559.9 279342 0
(PVt-PVt-1)/GDPt-1 (in percent) 11 05 02 04 -05 -03 -0.1 0.0
2025 2027 2029 2031 2033 2035
Non-interest current account defict that stabilizes debt ratio 92 89 57 143 55 46 4 51 48 34 25
Sources: Country authorities; and staff estimates and projections.
1/Includes both public and private sector external debt. Presented on fiscal year basis (e.g. 2020 referes to fiscal year ending in June 2020).
2/ Derived as [r - g - p(1+g) + €t (1+1)/(1+g-+p-+qp) times previous period debt ratio, with r = nominal interest rate; g = real GDP growth rate, p = growth rate of GDP deflator in UsS. dollar terms, € =nominal appreciation of the local currency, and a= share of
local currency-denominated external debt in total external debt.
3/ Includes exceptional financing (i, changes i arrears and debt relie; changes in gross foreign assets; and valuation adjustments. For projections also includes contribution from price and exchange rate changes.
4/ Current-year interest payments divided by previous period debt stock.
5/ Defined as grants, concessional loans, and deb relef.
6/ Grant-equivalent financing includes grants provided directly to the government and through new borrowing (difference between the face value and the PV of new debt).
7/ Assumes that PV of private sector debt is equivalent to its face value.
8/ Historical averages are generally derived over the past 10 years, subject to data avalability, whereas projections averages are over the first year of projection and the next 10 years.
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Table 2. Ethiopia: Public Sector Debt Sustainability Framework, 2022-2044

(In percent of GDP, unless otherwise indicated)

Actual Projections Average 6/
2022 2023 2024 2025 2026 2027 2028 2029 2030 Historical _Projections
489 402 343 298 426 397 372 345 32.1 514 333 i i )
) ition of external/domestic Residency-
of which: external debt 240 181 154 30.4 26.6 243 22.1 192 167 257 180 oo
Change in public sector debt -8.7 Is there a material difference
Primary deficit 24 04
Revenue and grants 119 17
of which: grants Public sector debt 1/
Primary (noninterest) expenditure 143 124
ofwhich:local-currency denominated
c on from interest rate/g i
of which: contribution from average real interest rate = of which: foreign-currency denominated
of which: contribution from real GDP growth 60
Contribution from real exchange rate depreciation w
02 00
Privatization receipts (negative) 40
Recognition of contingent labilities (e.g., bank recapitalization) 20
Debt relief (HIPC and other)
Other debt creating or reducing flow (liquid financial asset) 20
4 08 10
Sustainability indicators 0
PV of public debt-to-GDP ratio 2/ 311 427 362 334 312 200 272 193 167 2025 2027 2029 2031 2033 2035
PV of public debt-to-revenue and grants ratio 4119 4100 3335 207.4 2708 245.7 2262 157.8 127.6
Debt service-to-revenue and grants ratio 3/ 419 597 540 255 63.4 465 569 642 710 706 482
Gross financing need 4/ 78 71 57 45 70 60 73 81 88 84 64 of which: held by residents
Key c and fiscal ! B of which: held by non-residents
Real GDP growth (in percent) 64 72 81 72 71 77 80 78 75 65 55 79 73 0
Average nominal interest rate on external debt (in percent) 18 15 09 08 24 23 23 22 20 14 09 19 18 50
Average real interest rate on domestic debt (in percent) 236 222 163 13 64 11 05 14 28 47 64 15 07 0
Real exchange rate depreciation (in percent, + indicates depreciation) 44 77 138 . . . . . ) ; . 2.7
Inflation rate (GDP deflator, in percent) 333 322 247 179 152 105 94 93 84 92 51 18.2 104 30

Growth of real primary spending (deflated by GDP deflator, in percent) -14 -92 -49 397 -1.6 184 105 78 75 65 62 16 104 20
Primary deficit that stabilizes the debt-to-GDP ratio 5/ 11.0 109 70 -135 73 37 33 32 27 15 02 9.6 15

b 10
PV of contingent liabilities (not included in public sector debt) 0.0 0.0 0.0 00 00 0.0 0.0 0.0 0.0 0.0 0.0 I I I I I I I I I I
0

2025 2027 2029 2031 2033 2035

Sources: Country authorities; and staff estimates and projections.

1/ Coverage of debt; The central, state, and local , central bank, gover debt, SOE debt . Definition of external debt is Residency-based. Presented on fiscal year basis (g, 2020 referes to fiscal year ending in June 2020).
2/ The underlying PV of external debt-to-GDP ratio under the public DSA differs from the external DSA with the size of differences depending on exchange rates projections.

3/ Debt service is defined as the sum of interest and amortization of medium and long-term, and short-term debt

4/ Gross financing need is defined as the primary deficit plus debt service plus the stock of short-term debt at the end of the last period and other debt creating/reducing flows.

5/ Defined as a primary deficit minus a change in the public debt-to-GDP ratio ((-): a primary surplus), which would stabilizes the debt ratio only in the year in question.

6/ Historical averages are generally derived over the past 10 years, subject to data availability, whereas projections averages are over the first year of projection and the next 10 years.
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Figure 1. Ethiopia: Indicators of Public and Publicly Guaranteed External Debt
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Tailored Stress

Borrowing Assumptions on Additional Financing Needs Resulting
Customization of Default Settings from the Stress Tests*

Size Interactions Default User Defined

Shares of marginal debt

External PPG MLT debt 100%

Terms of marginal debt

Combined CL Avg. nominal interest rate on new borrowing in USD 1.1% 1.1%
Natural disaster .a. n.a. USD Discount rate 5.0% 5.0%
Commodity price .a. n.a. Avg. maturity (incl. grace period) 32 32
Market financing No Avg. grace period 6 6

Note: "Yes" indicates any change to the size or  * Note: All the additional financing needs generated by the shocks under the
interactions of the default settings for the stress tests are assumed to be covered by PPG external MLT debt in the
stress tests. "n.a." indicates that the stress test  external DSA. Default terms of marginal debt are based on baseline 10-year

does not apply. projections.

1/ The most extreme stress test is the test that yields the highest ratio in or before 2035. The stress test with a one-off breach is

also

presented (if any), while the one-off breach is deemed away for mechanical signals. When a stress test with a one-off breach

happens to be the most extreme shock even after disregarding the one-off breach, only that stress test (with a one-off breach)
would be presented.
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Figure 2. Ethiopia: Indicators of Public Debt

(In percent)
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————— TOTAL public debt benchmark —————- .Histarical scenaric
Borrowing assumptions on additional financing needs resulting from the stress Default User defined

Shares of marginal debt

External PPG medium and long-term 20% 30%
Domestic medium and long-term 25% 25%
Domestic short-term 55% 45%
External MLT debt

Avg. nominal interest rate on new borrowing in USD 1.0% 1.0%
Avg. maturity (incl. grace period) 32 32
Avg. grace period [ 6
Domestic MLT debt
Avg. real interest rate on new borrowing 4.7% 4.7%
Avg. maturity (incl. grace period) 6 6
Avg. grace period 1 1
Domestic short-term debt
Avg. real interest rate 46% 46%

* Note: The public DSA allows for domestic financing to cover the additional financing needs generated by the shocks under
the stress tests in the public DSA. Default terms of marginal debt are based an baseline 10-year projections.

Sources: Country authorities; and staff estimates and projections.

1/ The most extrerne stress test is the test that yields the highest ratio in or before 2035. The stress test with a one-off
breach is also presented [if any), while the one-off breach is deemed away for mechanical signals. When a stress test with a
one-off breach happens to be the most exterme shock even after disregarding the one-off breach, only that stress test (with
a one-off breach) would be presented.
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Table 3. Ethiopia: Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed External
Debt, 2025-2035
(In percent)

Projections 1/
2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035

PV of debt-to GDP ratio
Baseline

A. Alternative Scenarios
A1. Key variables at their historical averages in 2025-2035 2/ 21 20 19 19 18 17 17 16 16 15 15

B. Bound Tests

B1. Real GDP growth 21 20 18 17 14 12 1 9 8 7 6
B2. Primary balance 21 20 20 18 16 14 12 1 10 9 7
B3. Exports 21 20 19 17 15 13 1 10 9 8 7
B4. Other flows 3/ 21 22 21 19 16 14 13 1 10 9 7
BS. Depreciation 21 28 22 20 17 14 13 1 10 8 7
B6. Combination of B1-BS 21 22 21 19 16 14 12 11 9 8 7

C. Tailored Tests
C1. Combined contingent liabilities 21 21 20 18 16 14 13 12 10 9 8
C2. Natural disaster

C3. Commodity price
C4. Market Financing 21

7

Threshold 30 30 30 30 30 30 30 30 30 30 30
PV of debt-to-exports ratio

Baseline 180 180 165 144
A. Alternative Scenarios
A1. Key variables at their historical averages in 2025-2035 2/ 180 185 181 173 163 155 152 147 143 139 135
B. Bound Tests
B1. Real GDP growth 180 180 165 144 122 105 94 82 72 63 55
B2. Primary balance 180 184 183 162 141 123 m 99 88 78 69
B3. Exports 180 200 207 181 155 134 19 105 92 80 70
B4. Other flows 3/ 180 196 196 172 148 129 115 102 90 78 68
BS. Depreciation 180 180 146 127 107 91 81 70 61 53 47
B6. Combination of B1-BS 180 200 182 172 148 128 14 101 89 77 68

C. Tailored Tests

C1. Combined contingent liabilities 180 194 184 165 144 128 116 105 94 85 76

C2. Natural disaster

C3. Commodity price

C4. Market Financing 180 180 165 144 123 105 % 82 7 62 55

Threshold 140 140 140 140 140 140 140 140 140 140 140
Debt service-to-exports ratio

Baseline 37 15 16 15 12

A. Alternative Scenarios
A1. Key variables at their historical averages in 2025-2035 2/ 6 35 15 15 14 12 8 8 8 8 7

B. Bound Tests

B1. Real GDP growth 6 37 15 16 15 12 7 7 7 6 6
B2. Primary balance 6 37 16 17 15 13 8 8 8 7 6
B3. Exports 6 40 18 19 17 14 9 9 8 8 7
B4. Other flows 3/ 6 37 16 16 15 12 8 8 8 7 7
B5. Depreciation 6 37 15 16 14 12 7 7 7 6 5
B6. Combination of B1-B5 6 38 17 18 16 13 8 8 8 8 7

C. Tailored Tests

C1. Combined contingent liabilities 6 37 16 16 15 12 8 8 7 7 6

C2. Natural disaster

C3. Commodity price

C4. Market Financing 6 37 15 16 15 13 8 8 7 6 5

Threshold 10 10 10 10 10 10 10 10 10 10 10
Debt service-to-revenue ratio

Baseline 38 15 16 14

A. Alternative Scenarios
A1. Key variables at their historical averages in 2025-2035 2/ 8 38 15 15 14 1 7 7 7 7 7

B. Bound Tests

B1. Real GDP growth 8 4 16 17 15 12 7 7 7 6 5
B2. Primary balance 8 40 16 17 15 12 8 8 7 7 6
B3. Exports 8 40 15 16 15 12 7 7 7 6 6
B4. Other flows 3/ 8 40 16 16 15 12 7 7 7 7 6
BS. Depreciation 8 56 22 22 20 16 10 10 9 7 7
B6. Combination of B1-B5 8 a 16 17 15 12 8 8 7 7 6

C. Tailored Tests
C1. Combined contingent liabilities 8 40 15 16 15 12 7 7 7 6 5
C2. Natural disaster

C3. Commodity price
C4. Market Financing 8

14 12 8 8 7 6 5

Threshold 14 14 14 14 14 14 14 14 14 14 14
Memorandum item:
Grant element assumed on residual financing (i.e, financing required above baseline) 6/ 469 469 469 469 469 469 469 469 469 469 469

Sources: Country authorities; and staff estimates and projections.

1/ A bold value indicates a breach of the threshold.

2/ Variables include real GDP growth, GDP deflator (in U.S. dollar terms), non-interest current account in percent of GDP, and non-debt creating flows.
3/ Includes official and private transfers and FDI
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Table 4. Ethiopia: Sensitivity Analysis for Key Indicators of Public Debt, 2025/2035
(In percent)

Projections 1/
2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035

PV of Debt-to-GDP Ratio
Baseline 43 36

A. Alternative Scenarios
A1. Key variables at their historical averages in 2025-2035 2/ 43 36 32 29 26 23 21 19 18 17 17

B. Bound Tests

B1. Real GDP growth 43 37 36 34 32 30 29 27 26 24 23
B2. Primary balance 43 39 39 36 33 31 29 27 25 23 22
B3. Exports 43 37 35 32 30 28 26 25 23 21 20
B4. Other flows 3/ 43 38 37 34 32 30 28 26 24 22 21
B5. Depreciation 43 44 39 35 31 28 26 23 21 19 17
B6. Combination of B1-B5 43 36 35 32 30 28 26 24 22 20 19

C. Tailored Tests

C1. Combined contingent liabilities 43 44 41 38 35 32 30 28 26 24 23
C2. Natural disaster

C3. Commodity price
C4. Market Financing 43 36 33 31 29 27 25 24 22 21 19
TOTAL public debt benchmark 35 35 35 35 35 35 35 35 35 35 35

PV of Debt-to-Revenue Ratio
Baseline

A. Alternative Scenarios
A1. Key variables at their historical averages in 2025-2035 2/ 410 334 287 250 218 193 176 162 151 143 138

B. Bound Tests

B1. Real GDP growth 410 343 316 292 268 250 238 225 212 200 189
B2. Primary balance 410 357 344 311 281 258 241 224 207 191 177
B3. Exports 410 338 309 281 255 234 220 204 189 175 162
B4. Other flows 3/ 410 350 328 298 270 248 232 216 200 184 170
BS5. Depreciation 410 408 349 304 266 236 215 194 174 156 140
B6. Combination of B1-B5 410 333 312 281 252 230 214 197 180 165 152

C. Tailored Tests

C1. Combined contingent liabilities 410 408 361 327 295 270 253 234 216 200 185

C2. Natural disaster

C3. Commaodity price

C4. Market Financing 410 334 298 271 246 226 212 197 183 169 157
Debt Service-to-Revenue Ratio

Baseline

A. Alternative Scenarios
A1.Key variables at their historical averages in 2025-2035 2/ 26 62 42 48 50 51 47 46 45 45 45

B. Bound Tests

B1. Real GDP growth 26 65 50 62 71 79 81 82 83 83 81
B2. Primary balance 26 64 60 75 76 80 80 81 79 78 76
B3. Exports 26 64 47 57 64 Al 72 73 73 72 Al
B4. Other flows 3/ 26 64 47 57 64 71 72 73 73 73 Al
B5. Depreciation 26 69 52 61 66 71 69 70 69 68 66
B6. Combination of B1-B5 26 61 48 63 66 70 71 7 7 70 68

C. Tailored Tests

C1. Combined contingent liabilities 26 64 86 80 81 85 84 84 82 80 77
C2. Natural disaster

C3. Commodity price
C4. Market Financing 26 64 47 57 64 71 73 73 73 72 70

Sources: Country authorities; and staff estimates and projections.

1/ A bold value indicates a breach of the benchmark.

2/ Variables include real GDP growth, GDP deflator and primary deficit in percent of GDP.
3/ Includes official and private transfers and FDI.
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Figure 3. Ethiopia: Drivers of Debt Dynamics--Baseline Scenario,
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Figure 4. Ethiopia: Realism Tools
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1/ Data cover Fund-supported programs for LICs (excluding emergency financing) approved since 1990.
The size of 3-year adjustment from program inception is found on the horizontal axis; the percent of
sample is found on the vertical axis.
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Figure 5. Ethiopia: Market Financing Risk Indicators

Breach of benchmark
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Benchmarks 14 570
Values 7 2994

1/ Maximum gross financing needs (GFN) over 3-year baseline projection horizon.
2/ EMBI spreads correspond as of May 20th, 2025.
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Sources: Country authorities; and staff estimates and projections.
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Figure 6. Ethiopia: Indicators of Domestic Public Debt, 2020-2035

(in Percent)
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Historical realizations

Median of average projected values over the first five years of the forecast period
across countries using the LIC DSF with non-zero domestic debt, end-2023

Borrowing Assumptions (average over 10-year projection) Value

Shares in new domestic debt issuance
Medium and long-term 31%
Short-term 659%

Borrowing terms

Domestic MLT debt

Avg. real interest rate on new borrowing 47%

Avg. maturity (incl. grace period) 6

Avg. grace period 1
Domestic short-term debt

Avg. real interest rate 4.6%

Sources: Country authorities and staff estimates and projections.

— As a ratio to GDP (LHS)

— As a ratio to domestic debt stock in prev. year (RHS)

1/ Net domestic debt issuance is an estimate based on the calculated public gross financing need net of gross external financing, drawdown of assets, other

adjustments, and domestic amortization. It excludes short-term debt that was issued and matured within the calendar year.
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