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EXECUTIVE SUMMARY 

This paper assesses Ethiopia’s progress under the enhanced A t ia t i ve  for Heavi ly Indebted 
Poor Countries (HIPC Initiative) and seeks approval o f  the Boards for the completion point 
under the initiative. 

With the resumption o f  sound macroeconomic management and structural reforms, and after 
completion o f  an interim poverty reduction strategy, the Executive Boards o f  IDA and the 
IMF agreed in November 200 1 that Ethiopia had met the conditions for the decision point 
under the HIPC Initiative framework, and defined the conditions for reaching the floating 
completion point. Based on end-2000/0 1 data, the debt sustainability analysis at the decision 
point indicated that debt re l i e f  o f  US$1.3 bi l l ion in net present value (NPV) terms was 
required under the enhanced HIPC Initiative, to  lower the N P V  o f  debt-to-exports ratio to  
150 percent. 

In the opinion o f  the staffs o f  IDA and the IMF, Ethiopia has made sufficient progress to 
reach the completion point under the HIPC Initiative. Ethiopia has prepared and satisfactorily 
implemented for a year a poverty reduction strategy paper (PRSP), and maintained a sound 
track record o f  macroeconomic management. This performance was achieved despite 
Ethiopia having been adversely affected by a severe drought and continued decline in coffee 
export prices. Progress with structural reforms has continued, and Ethiopia has achieved al l  
the floating completion point triggers except those on public expenditure management, 
agriculture, and education. The government has made satisfactory progress on the remaining 
triggers, which just i f ies  i t s  request for waivers to  reach the completion point. 

At the decision point, a hump in the N P V  o f  debt-to-exports profile above the HIPC 
threshold o f  150 percent was projected. The ratio was expected to  reach 174 percent by end- 
2002/03 and to remain above 150 percent until mid-2008. 

In November 2003, the staffs o f  the IMF and IDA, together with the authorities, updated the 
debt sustainability analysis (DSA) based on end-2002/03 data and projections. In l ine with 
the framework o f  the HIPC Initiative, the N P V  o f  debt at the completion point was 
recalculated using prevailing exchange and discount rates. Updating the DSA led to the 
conclusion that debt rel ief currently committed under the HIPC Initiative wil l leave Ethiopia 
with a debt hump for a prolonged period o f  time. The full delivery o f  HIPC Initiative 
assistance results in a N P V  o f  debt-to-exports ratio at end-2002/03 o f  246 percent 
(21 8 percent taking into account additional bilateral relief). The ratio after additional bilateral 
r e l i e f  peaks at 269 percent in 2005/06, stays above 200 percent until 2013/14, and exceeds 
the 150 percent threshold until 2020/2 1. 

New borrowing between the decision and completion points was 9 percent (US$96 mi l l ion in 
nominal terms) lower than projected at the decision point, including IDA lending which fel l  
short o f  the decision point projections by US$98 million. Three-year average exports were 
2 percent higher than projected at the decision point, despite the impact o f  the drought and 
lower-than-expected coffee prices. This was due to higher-than-projected exports o f  services 
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and goods other than coffee, and the government’s timely actions to promote exports in the 
face o f  shocks. 

Lower-than-projected new borrowing and higher-than-projected exports imply that the N P V  
o f  debt-to-exports ratio at the completion point based on discount and exchange rates at the 
decision point would have been 173 percent instead o f  174 percent that was projected at the 
decision point. The deterioration in the NPV ratio at the completion point, compared with the 
decision point estimate, i s  therefore entirely the result o f  changes in discount and exchange 
rates. 

The staffs recommend that Directors conclude that Ethiopia has met the conditions for 
reaching the floating completion point. In view o f  the NPV o f  debt-to-exports ratio being 
above the HIPC threshold, due to exogenous factors that led to a fundamental change in the 
economic circumstances o f  the country, the staffs further recommend that in l ine  with the 
framework o f  the HIPC Initiative, exceptional additional assistance (or “topping-up”) be 
granted in order to lower Ethiopia’s N P V  of debt-to-exports ratio at end-2002/03 to  
150 percent. 
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I. INTRODUCTION 

1. In  November 2001, the E ecutive Boards of  the International Develo ment 
Association (IDA) and the International Monetary Fund (IMF) agreed that Ethiopia 
had met the conditions for reaching the decision point under the enhanced Initiative for 
Heavily Indebted Poor Countries (HIPC Initiative), and defined a set o f  conditions for 
Ethiopia to reach the completion point.' This paper discusses Ethiopia's progress in fulfilling 
these conditions and proposes the Boards' approval o f  the completion point, including 
waivers o f  three completion point triggers, and a topping-up o f  assistance under the 
Initiative. 

2. At the decision point, debt rel ief  required under the enhanced HIPC Initiative to 
lower the net present value (NPV) of debt-to-exports ratio to 150 percent was estimated 
at US$1,275 million in NPV terms. This debt rel ief reduced the NPV o f  debt after the full 
use o f  traditional debt-relief mechanisms at end-2000/01 by 47.2 percent. The Boards o f  the 
IMF and IDA also agreed to deliver interim debt rel ief until Ethiopia reached the completion 
point. The IMF approved interim debt re l ie f  o f  SDR 10.3 m i l l i on  in nominal terms for the 
period November 2001-February 2004. IDA provided interim rel ief o f  US$59.6 mi l l ion in 
nominal terms until end-February 2004. Ethiopia has also benefited from interim assistance 
granted by the African Development Bank (AfDB), the OPEC Fund for International 
Development (OPEC Fund), the European Union (EU), and Paris Club creditors. Total 
interim HIPC Initiative assistance to Ethiopia amounted to US$50 mi l l ion in 2001/022 and 
US$62 mi l l ion in 2002/03. 

3. 
meeting the requirements for reaching the completion point under the enhanced HIPC 
Initiative, as set out in the decision point document; Section I11 reviews the status o f  creditor 
participation and the delivery o f  debt re l ie f  to Ethiopia under the enhanced HIPC Initiative, 
updates the debt sustainability analysis (DSA), and provides an analysis o f  the sensitivity o f  
the debt indicators to changes in macroeconomic variables. In view o f  the fact that the ratio 
of N P V  o f  debt to exports exceeds the HIPC Initiative threshold, Section IV discusses the 
case for topping up enhanced HIPC Initiative assistance. Sections V and VI present 
conclusions and issues for discussion. 

The paper i s  organized as follows: Section I1 assesses Ethiopia's performance in 

11. ASSESSMENT OF REQUIREMENTS FOR REACHING THE COMPLETION POINT 

4. 
for reaching the floating completion point. To reach the completion point under the 
enhanced HIPC Initiative, Ethiopia agreed to (i) complete and implement for one year a fully 
participatory poverty reduction strategy paper (PRSP); (ii) maintain macroeconomic stability; 
and (iii) implement key structural reforms and social measures monitored under the Initiative 
and outlined at the decision point. The staffs assess the implementation o f  the PRSP as wel l  
as maintenance o f  macroeconomic stability to be satisfactory. The fifth review under the 

Ethiopia has made satisfactory progress on the implementation o f  the triggers 

' See EBS/O1/174 (10/16/01), and IDA/R2001-0168 (1 1/06/01). 
The Ethiopian fiscal year runs from July 8 to July 7 o f  the fol lowing year. 
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IMF’s PRGF arrangement was completed o n  February 27,2004. Concerning key structural 
reforms and social measures, a l l  but three requirements have been met by January 2004. 
Satisfactory progress had been made with respect to the remaining conditions on public 
expenditure management, agriculture, and education (Box 1). 

A. Implementation of  the Poverty Reduction Strategy 

5.  The government prepared a full PRSP through a participatory process 
unprecedented in the country’s history. Ethiopia’s PRSP-the Sustainable Development 
and Poverty Reduction Program (SDPRP)-was approved by the government in July 2002.3 
The poverty reduction strategy set out ambitious medium and long-term targets, consistent 
with the Mi l lennium Development Goals (MDGs), including a reduction o f  income poverty 
f rom 44 percent in 1999/2000 to 40 percent in 2004/05.4 The strategy focuses on promoting 
growth of the agriculture and rural sectors, and on improving the investment climate. The 
jo int  staff assessment (JSA) concluded that the policies contained in the S D P W  should result 
in substantial progress in Ethiopia’s fight against poverty, although it also identified some 
key gaps in the ~ t r a t e g y . ~  

6. 
government o f  Ethiopia prepared the annual progress report (APR) for the SDPW in 
December 2003. The government’s capacity to address the gaps identified in the original 
strategy was undermined when Ethiopia was hit by the worst drought the country has faced 
since 1 9 8 4 ~ 5 . ~  Moreover, capacity constraints in 2002/03 within the government and c iv i l  
society organizations have l imited formal consultations during implementation. Nevertheless, 
the government has made credible efforts to implement the SDPRP, and the PRSP process 
has firmly taken root and i s  expected to continue well beyond the HIPC Initiative completion 
point. There i s  strong ownership o f  the SDPW, which has become the government’s 
organizing framework for policies and programs. Donors have taken steps, through a local 
donor assistance group (DAG), to align their assistance in support o f  the SDPW. The 
Executive Boards o f  IDA and the IMF, based on a JSA, concluded that Ethiopia’s efforts 
towards implementation o f  i t s  PRSP provided sufficient evidence o f  i t s  continuing 
commitment to poverty reduction and provided a credible framework for IDA and IMF 
concessional assistance. 

The government implemented the PRSP satisfactorily during 2002/03.6 The 

7.  Poverty-targeted expenditure in Ethiopia increased substantially between the 
decision and the completion points (see table below). In the two fiscal years since end- 
2000/01, poverty-targeted spending has increased by US$259 mi l l ion (3.3 percent o f  GDP), 
substantially more than HIPC relief, thanks to the resumption o f  donor assistance and a 
reduction in military spending. 

EBD/02/130 (8/28/02) and IDA/SecM2002-0471 (9/19/02). 
Refers to head count measure. Social and demographic indicators are presented in Table 1. 
EBD/02/13 1 (8/28/02) and IDA/ SecM2002-0471 (9/19/02). 
See EBD04/4 (1/20/04), EBD/04/5 (1/20/04), and IDA/SecM2004-0025 (1 /22/04). 
In 2003, 13 mi l l ion people relied on food aid, compared with about 5 mi l l ion people in a 

normal crop year. 
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Ethiopia: Increase in Poverty-Targeted Spending and HIPC Debt Relief Since the Decision Point 
(In mill ions o f  US. dollars, unless otherwise indicated) 

2001102 2002103 
Act. Est. Total 

Increase in poverty-targeted spending 
(in percent o f  GDP) 
(in percent o f  total spending) 

Current poverty-targeted spending 
Agriculture & natural resources 
Roads 
Education 
Health 

Capital poverty-targeted spending 
HIPC debt re l i e f  
(in percent o f  GDP) 
(in percent o f  total spending) 

138 121 
2.8 0.5 
6.7 5.1 
44 67 

5 6 
2 2 

31 58 
6 1 

94 54 
50 62 

0.8 0.9 
2.4 2.6 

259 
3.3 

11.8 
111 
11 
5 

89 
7 

148 
112 
1.7 
5.0 

Source: Ethiopian authorities 

B. Macroeconomic Stability* 

8. Since the decision point in November 2001, the economy has been adversely 
affected by a severe drought and worsening terms o f  trade (Table 2 and Figure 1). Real 
GDP declined by 3.8 percent in 2002/03 following modest growth in 2001/02, compared 
with the projected increase o f  7 percent at the decision point. The drought in 2001/02- 
2002/03 was the most severe since 1984/85, with cereal production declining by 6 percent in 
2001/02 and 26 percent in 2002/03. As a result o f  food shortages, inflation accelerated to 
15 percent in 2002103 f rom negative 7 percent in 2001/02, although core inflation remained 
stable at around 3 percent, consistent with core inflation projected at the decision point. The 
external current account deficit (including official transfers) remained around 5 percent o f  
GDP on average (excluding official transfers, the deficit remained at around 13 percent o f  
GDP), compared with around 6 percent projected at the decision point. Whi le merchandise 
export receipts were less than projected at the decision point due largely to falling coffee 
prices, exports o f  nonfactor services and other commodities, including gold and other 
agricultural goods, grew strongly. 

9. The government has pursued prudent fiscal and monetary policies at a difficult 
time. The overall fiscal deficit (including grants) remained at around 9 percent o f  GDP 
during 2001/02-2002/03, compared with around 7% percent projected at the decision point. 
The government introduced the value-added tax (VAT) in January 2003 and has continued to 
improve tax administration and collection. In spite o f  these efforts, total tax revenues 
declined in percent o f  GDP in 2002/03, as a result o f  drought-related weak economic activity. 

* For more details, see EBS/03/109 (7/24/03) and EBS/04/14 (2/6/04). 
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The government has followed a cautious expenditure management pol icy in response to 
revenue shortfalls, while making every effort to increase poverty-targeted spending. As a 
result, poverty-related spending i s  estimated to have increased strongly f rom 12 percent o f  
GDP in 2000/0 1 to about 15 percent in 2002/03. Monetary and exchange rate policies have 
remained geared to achieving inflation and international reserve targets despite the severe 
drought, and the government continued to  allow greater market determination o f  the 
exchange rate. To a large extent, food import requirements were met by a good response by 
donors, thereby alleviating the pressure on the balance o f  payments. 

10. Ethiopia's performance under the PRGF-supported program has been 
satisfactory despite exogenous shocks (Table 3). All the quantitative performance criteria 
under the program through end-September 2003 were observed with one e x ~ e p t i o n . ~  All but 
one" o f  the structural performance criteria and benchmarks have also been met. All the 
reviews under the PRGF arrangement have been concluded on time, except the fourth review, 
which was concluded in August 2003 fol lowing a postponement o f  six months, due to a delay 
in completing a financial audit o f  the Commercial Bank o f  Ethiopia (CBE). Ethiopia has 
established i t s  minimum six-month track record o f  successful pol icy implementation under 
the PRGF-supported program by concluding the fifth review in February 2004. 

C. Key Policy Reforms and Floating Completion Point Conditions 

1 1. Ethiopia has made satisfactory progress in implementing the triggers for  
reaching the floating completion point (Box 1). Progress made with structural and social 
sector reforms beyond these pre-re uisites i s  documented in the f i rs t  APR o f  the PRSP and 
assessed in the accompanying JSA. 91 

12. 
progressed satisfactorily despite delays, and tax and financial sector reforms have been 
implemented. The ongoing and unprecedented decentralization initiative has caused a delay 
in implementing reforms on public expenditure management. Nonetheless, monetary and 
fiscal accounts for 200 1/02 and 2002/03 were reconciled by end-December 2003, following 
technical assistance from the IMF, and federal and regional budgets for 2002/03 and 
2003/04-including al l  extra-budgetary funds and accounts-were consolidated in 
November 2003. The consolidation o f  the federal and regional budgets, however, was not 
completed at the beginning o f  the fiscal year 2002/03 as was envisaged as part o f  the trigger 
agreed at the decision point, and a waiver i s  therefore being requested. The value-added tax 
(VAT), with a flat rate o f  15 percent, was introduced in January 2003, with the support o f  
technical assistance from the IMF. 

Structural reform measures related to public expenditure management have 

A performance criteria for  end-September 2001 on the ceiling on net domestic assets o f  the 
National Bank o f  Ethiopia for the second review under the PRGF arrangement, for which a 
waiver was approved. 
lo A structural benchmark for end-September 2002 o n  reducing nonperforming loans o f  the 
CBE by Br 0.8 bi l l ion (from Br 3.9 bi l l ion at end-December 2001). 

See also the President's Report for the Poverty Reduction Support Credit (PRSCl), 
IDAR2003 -0009. 



- 9 -  

13. 
the management o f  the CBE in June 2002 to ensure that i t i s  operated effectively on a 
commercial basis; (ii) adopted and fully implemented a new provisioning directive in l ine  
with international best practices on January 1, 2004; (iii) allowed private banks to enter into 
management contracts with foreign institutions; and (iv) adopted and commenced 
implementation o f  a detailed financial restructuring plan for the CBE in November 2003, l2 

O n  financial sector reform, the govemment (i) signed a performance contract with 

14. 
The trigger required implementing an agreed action plan that aimed at improving 
fertilizer input market competitiveness, and that included monitorable indicators, with 
half yearly assessment reports beginning in December 2002. Action to reform the 
fertilizer market was put on hold in 2002/03, whilst the govemment responded to the severe 
drought with emergency assistance. As a result o f  the delay in formulating the action plan, 
ha l f  yearly reports have not yet been produced, and a waiver for the agreed trigger i s  being 
requested. Since fertilizer pol icy reforms have recommenced fol lowing the emergency, the 
staffs consider that satisfactory progress has been made toward meeting this trigger. 

Satisfactory progress was made on the implementation of the agriculture trigger. 

15. 
national average female gross enrollment rose to 5 1.2 percent in 200 1/02, exceeding the 
target o f  50 percent. Whi le a govemment survey estimates that the repetition rate f e l l  to 
6.8 percent in 2002/03, full census data are not yet available to verify this outcome with 
certainty, and hence a waiver i s  being requested regarding the trigger on the repetition rate. 
The repetition rate was 9.7 percent in 2001/02. If deemed true, the sharp drop in 2002/03 
would have been made possible through a combination o f  measures implemented by the 
govemment, which have greatly reduced repetition rates in grades 1-3. A challenge for the 
future wil l be to reduce repetition rates in higher grades whilst maintaining standards in 
student achievement. More generally, satisfactory progress has been made in education 
sector outcomes, with the primary completion rate having risen from 25 percent in 1999/2000 
to 34 percent in 2002/03. 

Satisfactory progress has been made toward meeting the education triggers. The 

16. Performance under the health and HIV/AIDS triggers exceeded the 
requirement. DPT3 vaccination coverage exceeded the targeted rate o f  50 percent by 2002, 
whilst utilization o f  health outreach facilities met the targeted rate o f  30 percent in 2002. 
Condom distribution increased by 15 mi l l ion during 2000/0 1 -2002/03, compared with the 
targeted increase o f  12 mil l ion. 

17. Other structural reforms in areas related to the HIPC Initiative completion 
point triggers have also progressed. O n  public expenditure management, in particular the 
tracking o f  poverty-targeted spending, it has proved to be more dif f icult  to  obtain reporting in 
a timely and comprehensive manner from regions and districts (woredas), due to an 
unprecedented level o f  ongoing decentralization and capacity constraints. T o  strengthen 
public expenditure management and to better track poverty-targeted expenditures, the 
government has launched an Expenditure Management and Control Program with the support 

l2 See para. 20 o f  the Letter o f  Intent (Appendix I) o f  EBS/04/4 (2/6/04). 
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o f  IDA and other donors.13 A Ministry o f  Capacity Building has been established, and 
capacity-building efforts have intensified, in particular at the local government level. Tax 
administration has been further strengthened through the establishment and strengthening o f  
the large taxpayer unit, computerization o f  VAT and tax identification numbers, enhanced 
collection o f  tax arrears, and streamlining customs clearances. On financial sector reform, a 
restructuring o f  the Development Bank o f  Ethiopia (DBE) was implemented, and shares o f  
the Construction and Business Bank (CBB) wil l soon be offered for sale. However, the 
financial sector remains dominated by the CBE, and i s  s t i l l  closed to  foreign financial 
institutions. Regarding agriculture, the government has prepared a food security strategy, 
focusing on increased food production, strengthened safety nets, and voluntary resettlement. 
The envisaged measures should also reduce the vulnerability o f  agricultural output. 

18. Furthermore, progress has been made in structural reforms in areas unrelated 
to the completion point triggers. In private sector development, the government has 
continued to improve the investment climate and promote foreign and domestic investment, 
through, inter alia, a revision o f  the Investment Code to  ease investment and business 
licensing requirements, land-leasing reform, promoting market competition by adopting a 
new Competition Policy, and enhancing the public-private sector dialogue. In total, 230 
public entities have been privatized through end-2002/03 , although the privatization program 
has slowed down recently due to delays in auditing and a lack o f  large investors. Civ i l  
service reform has progressed in the context o f  ongoing decentralization through measures to 
improve public service delivery, including the training o f  c iv i l  servants, the streamlining o f  
the administrative processes, and the introduction o f  a grievance system. 

19. 
meeting the completion point triggers, which justifies its request for three waivers to 
reach the completion point. On the agriculture trigger, action was delayed by the 
emergency response to the drought. A comprehensive action plan for improving fertilizer 
input market competitiveness and efficiency has now been agreed with IDA and i t s  
implementation has commenced. Regarding the trigger on the consolidation o f  federal and 
regional budgets, in order to facilitate the consolidation o f  the federal and regional budgets 
for 2004/05 prior to the start o f  the fiscal year, the government has already notified the 
regions of the regional transfer for 2004/05. On the trigger on the repetition rate at the 
primary school level, although init ial  indications suggest satisfactory progress, the staffs 
cannot verify in the absence o f  full census data whether the trigger has been met, and 
therefore support a request for a waiver. Nonetheless, with the female gross enrollment rate 
and the primary completion rate having increased significantly, the staff consider that the 
overall progress in the education sector i s  satisfactory. 

The staffs consider that the government has made satisfactory progress toward 

l3 The program i s  composed o f  eight pillars o f  reforms: (i) public expenditure program; 
(ii) financial legal framework; (iii) budget reform; (iv) accounting reform; (v) cash 
management reform; (vi) financial information systems; (vii) internal audit project; and 
(viii) external audit project. For more detail, see Chapter V o f  the APR (EBD/04/4 (1/20/04) 
and IDA/SecM2004-0025 (1/22/04)). 
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111. DELIVERY OF DEBT RELIEF AND LONGER-TERM DEBT SUSTAINABILITY 

A. Updated Data Reconciliation for the Decision Point14 

20. There i s  no need to revise HIPC Initiative assistance agreed at the decision point 
on account o f  information on the debt stock arising from the reconciliation. In updating 
the DSA, the staffs and the authorities reviewed debt stock calculations based on new 
statements received from creditors. The decision point D S A  data for the overall debt stock 
outstanding as o f  end-2000/0 1 was substantially confirmed. M ino r  revisions to bilateral debt 
resulted in a marginal net decrease o f  the overall N P V  o f  debt after traditional debt rel ief by 
less than 1 percent (US$1.5 million). Given the very marginal net revision to the calculated 
N P V  o f  debt, the staffs have not changed their assessment o f  the required debt re l ie f  at 
decision point, or the ensuing common reduction factor. 

B. Status of Creditor Participation” 

Multilateral creditors 

21. Debt relief from multilateral creditors under the enhanced HIPC Initiative, as 
estimated in the decision point document, amounted to US$764 million in NPV terms 
(or 60 percent of total debt relief). Interim assistance has been granted by IDA, the IMF, 
the AfDB, the OPEC Fund, and the EU. Debt rel ief from IDA amounts to US$463 mi l l ion in 
N P V  terms. It i s  delivered through a reduction o f  the debt service falling due on disbursed 
and outstanding credits to IDA during the interim period, and fol lowing the completion point 
for a total period o f  18 years (Table 6). Debt rel ief f rom the IMF amounts to SDR 26.9 
mi l l ion in NPV terms, which i s  delivered through grants f rom the PRGF-HIPC Trust to 
Ethiopia’s Umbrella Account. These resources, plus accrued interest, have covered about 
34 percent o f  the payments falling due to the IMF over the period o f  2001/02-2002/03 and 
wil l cover about 32 percent o f  Ethiopia’s obligations to the Fund over the 2003/04-2009/10 
period16 (Table 7). Satisfactory financing assurances have been obtained from the main 
multilateral creditors, committing a total assistance o f  US$757 mi l l ion in N P V  terms. The 
authorities are seeking comparable assurances o f  full delivery from the remaining two 
multilateral creditors: the OPEC Fund, which has ratified an initial agreement for partial 
delivery o f  HIPC Initiative assistance to Ethiopia, and the Arab Bank for Economic 
Development in Afr ica (BADEA), which has already agreed in principle to participate in the 
HIPC Initiative. 

Bilateral and commercial creditors 

22. 
enhanced HIPC Initiative on Cologne terms, amounting to US$402 million in NPV 

Paris Club creditors have agreed in principle to provide assistance under the 

l4 The assistance calculated at the decision point i s  presented in Table 4. 
l5 The status o f  creditor participation under the enhanced HIPC Initiative i s  summarized in 
Table 5. 
l6 The period through which the HIPC Initiative assistance i s  provided i s  extended by one 
year to 2009/10, compared with the decision point document. 
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terms. In order to provide interim assistance under the enhanced HIPC Initiative, the Paris 
Club increased f low re l ie f  previously provided to Ethiopia on Naples terms (agreed in April 
2001) to Cologne terms (a debt reduction o f  90 percent in NPV terms). Provided Ethiopia has 
maintained satisfactory relations with participating creditor countries, the agreement includes 
a goodwill clause stating that participating countries, at the completion point, wil l make the 
necessary effort to reach the HIPC debt sustainability threshold in the context o f  equitable 
burden sharing among creditors. The remaining amount o f  assistance required at the 
completion point (Le., after the interim assistance period) would be delivered by the Paris 
Club via a stock-of-debt operation on Cologne terms, to ensure that the N P V  assistance 
pledged at decision point i s  delivered fully. Most Paris Club creditors have indicated their 
intention to provide debt re l ie f  beyond that required under the enhanced H IPC Initiative, 
estimated to amount to US$284 mi l l ion in N P V  terms as at end-2002/03. The willingness o f  
Paris Club creditors to deliver debt relief beyond the Initiative, and the modalities o f  such 
delivery, are summarized in Table 8. 

23. 
treatment comparable to that o f  Paris Club, with assistance under the enhanced HIPC 
Initiative amounting to US$110 million in NPV terms. O f  these creditors, Bulgaria has 
settled al l  i t s  official claims on Ethiopia through a buyback operation, and Hungary has 
agreed to settle through a combination o f  debt cancellation and provision o f  grants. Other 
non-Paris Club c ~ u n t r i e s ' ~  and commercial creditors have not yet signaled their willingness 
to provide relief. The Ethiopian authorities are continuing their efforts to obtain comparable 
treatment from both their official bilateral and commercial creditors. 

Non-Paris Club bilateral and commercial creditors are expected to provide 

24. 
HIPC Initiative debt relief estimated at the decision point have given satisfactory 
financing assurances. Financing assurances from multilateral creditors represent 
59.4 percent o f  total HIPC Initiative assistance, while that f rom bilateral creditors i s  
32.2 percent. The Ethiopian authorities are making an effort to  obtain HIPC Initiative re l ie f  
from creditors that are not yet participating in the Initiative. 

Creditors representing 92 percent (US$1,168 million in NPV terms) of total 

C. Updated Debt Sustainability Analysis 

Debt sustainability at end-2002/03 

25. 
authorities and the staffs o f  the IMF and IDA, on the basis o f  loan-by-loan data provided 
by the authorities for nominal debt disbursed and outstanding at end-2002/03. The discount 
and exchange rates used in the updated DSA are presented in Table 9. 

The DSA included in the decision point document was updated jointly by the 

26. Based on a full reconciliation o f  debt data, Ethiopia's nominal stock of  external 
debt reached US$6,845 million at end-2002/03 (Table 10 and Figure 2). Of  the total 
nominal debt at end-2002/03, 64 percent was owed to multilateral creditors, compared with 

l7 Libya has agreed, in principle, to provide i t s  share o f  assistance, but no accord has been 
reached with Ethiopia. 
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60 percent at end-2000/0 1. IDA i s  Ethiopia’s largest creditor, accounting for 41 percent o f  
the total outstanding debt at end-2002/03. 

27. Average exports o f  goods and nonfactor services during the three years to 
2002/03 were slightly higher than projected at the time of  the decision point, with 
higher service exports more than offsetting lower-than-expected exports of goods (see 
figure below). Gold and nonagricultural exports (including manufactures) were in line with 
decision point projections, with higher gold exports (due to both higher price and volume) 
offsetting somewhat lower other nonagricultural exports. Excluding coffee, agricultural 
exports have also performed in line with decision point projections, despite the drought. 
Lower leather and leather goods exports were offset by higher exports o f  pulses and oilseeds, 
due to a much higher than expected volume growth. Consequently, most o f  the shortfall in 
exports o f  goods relative to the decision point projections i s  accounted for by lower coffee 
exports due to the continued decline in coffee prices. The impact o f  lower-than-expected 
coffee prices, however, was to a great extent offset by larger export volumes, as the 
government stimulated the sale o f  existing coffee stocks for export by suspending the tax on 
coffee exporters, and extending credit to coffee exporters. Lower-than-expected exports o f  
goods were more than offset by better-than-expected exports o f  nonfactor services, as the 
adverse impact o f  the events o f  September 11 , 2001 o n  transport and travel was short-lived, 
and much less pronounced than was expected at the decision point discussion in November 
2001. 

Bhiopia: Difference of Three-Year Average Exports Behv een Decision and Corrpletion Points 
(In nillions of US. dollars) 

Leal her and products 

-30 -20 -10 O 20 30 40 

28. 
projected at the decision point, including US$98 mil l ion less f rom IDA. This was partially 
offset by larger-than-expected project loan disbursements from other multilateral and 

The government has borrowed US$96 million in nominal terms less than was 
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bilateral creditors (see table below). Using exchange rates prevailing at the decision point, 
new borrowing was US$133 mi l l ion lower than projected at the decision point. 

Ethiopia: New Borrowing Between Decision Point and Completion Point 
(In millions o f  US. dollars at prevailing exchange rate 1/) 

Decision Point Projections 21 Actual 

2001/02 2002/03 Tota l  2001/02 2002/03 Total Difference 

External loan disbursements 
Projects 221.1 228.0 449.1 232.6 239.5 472.1 23.0 

Balance o f  payments support 132.0 92.0 224.0 109.4 129.5 238.9 14.9 
Special programs 200.0 80.0 280.0 82.9 74.3 157.2 -122.8 

Total loan 553.1 400.0 953.1 424.9 443.3 868.2 -84.9 

IMF 50.0 27.0 77.0 52.0 14.0 66.0 -1 1.0 

Total (incl. IMF) 603.0 427.0 1,030.0 476.2 457.3 934.2 -95.9 

Source: Ethiopian authorities. 

1/ With decision point exchange rates, actual total lending was US$133 mi l l i on  lower than projected. 
21 Including exceptional f inancing f rom IDA. 

29. 
traditional debt-relief mechanisms, i s  estimated at US$3,949 million, equivalent to 
382 percent of the three-year backward-looking average of  exports in 2002/03 (Tables 
11 and 12). Assuming full delivery at end-2002/03 o f  current debt rel ief committed under 
the HIPC Initiative, the NPV o f  debt would have been reduced to US$2,542 million, 
equivalent to 246 percent o f  exports, compared with a decision point projection o f  
174 percent. Taking into account the bilateral debt r e l i e f  expected to be granted beyond 
HIPC Initiative assistance, the N P V  o f  debt i s  further reduced to US$2,258 million, or 
2 18 percent o f  exports. This level i s  s t i l l  significantly above the 150 percent threshold 
defined under the enhanced H IPC Initiative framework. Section N, on topping-up 
considerations, presents a detailed analysis o f  the factors involved in considering the merits 
of additional HIPC r e l i e f  to bring the NPV o f  debt-to-exports ratio to 150 percent. 

The NPV of Ethiopia’s external debt at end-2002/03, after full application of 

Debt sustainability over the period 2003/04-2022/23 

30. The long-term macroeconomic framework for the DSA was revised and 
compared with the decision point document. The revised framework maintains the thrust 
o f  the baseline scenario presented at the time o f  the decision point, but takes into account 
developments since the decision point, including the continued vulnerability o f  the economy 
to exogenous shocks. K e y  macroeconomic assumptions are summarized as follows and 
supplemented in Box 2 (Tables 13 and 14): 
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e Economic growth i s  projected at 6 percent on an annual average basis during 
2003/04-2022/23. This i s  0.5 percentage point lower than projected at the decision 
point, reflecting shocks Ethiopia experienced since the decision point, but largely 
consistent with the 5.7 percent rate o f  growth required to achieve the income poverty 
target o f  the MDGs.'~ The economy grew at an average growth rate o f  5.3 percent 
during 199 1192-2001/02, spurred by nonagricultural growth, while agriculture grew 
modestly. With continued and renewed efforts for agricultural and private sector 
development envisaged in the PRSP and the APR, the revised projection i s  achievable. 

e Export projections are based on the same key assumptions that were used at the 
decision point but have been revised to reflect actual developments through 2002/03, 
and the most recent price assumptions under the IMF World Economic Outlook 
(WEO). The annual volume growth o f  goods exports i s  projected at 7.4 percent over 
the next 20 years, which i s  lower than the 8.1 percent projected at the decision point, 
and consistent with a lower GDP growth projection and the recent development in 
coffee exports. During 1992/93-2002/03, export volume grew by 10.6 percent 
annually, owing partly to trade liberalization in the early 1990's. The recent price 
assumptions under the WE0 also project a slower improvement in terms o f  trade 
during the first ten years o f  the projection. As a result, exports o f  goods and services 
in 2020/21 are projected to reach US$4.6 billion, compared with U S $ 5  bi l l ion 
projected at the decision point. 

0 External financing beyond 2002/03 has been revised upward compared to the 
decision point to  reflect a level o f  IDA lending which i s  more consistent with the IDA 
performance allocation framework. 2o As presented in the Country Assistance 
Strategy (CAS) o f  IDA in April 2003, annual assistance f rom IDA i s  projected at 
about US$500 mi l l ion with a maximum o f  40 percent o f  the total assistance provided 
in the form o f  grants.2' With IDA and other donors combined, 50 percent o f  total 
assistance i s  assumed on average to be provided in the form o f  grants, 8 percentage 
points lower than assumed at the decision point because o f  the higher performance- 
based IDA lending proposed in the CAS and the cap on grants. Total annual 

'' See Chapter I1 of the PRSP (EBD/02/130 (08/28/2002) and IDA/SecM2002-0471 
(09/19/2002)). 
'' Medium-term IDA loan disbursements projected at the decision point were consistent with 
past IDA lending, and so were lower than the base case lending derived f rom the IDA '' The new borrowing assumption for the period 2003/04-05/06 includes new loan 
commitments from IDA after the completion point in l ine with the IDA's Country Assistance 
Strategy. These are in addition to disbursements f rom previously committed IDA loans that 
were included by the authorities under the PRGF-supported program pending IDA's decision 
after the completion point (see para. 20 o f  EBS/O4/14 (2/6/04)). As a result, there are small 
differences between the PRGF fifth review and the completion point projection for loan 
disbursements, imports o f  goods, and off icial reserves. In addition, the finalization o f  the 
DSA since the PRGF fifth review resulted in small changes in debt service and debt rel ief .  
21 Reflecting the maximum level o f  grants available through IDA13.  

erformance-based allocation. 
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assistance i s  projected to increase gradually in nominal terms, reaching U S $ l  bi l l ion 
by 2020/21, compared with USS0.6 bi l l ion projected at the decision point. In percent 
o f  GDP, the total gradually declines to 3 percent during the same period, compared 
with 2 percent projected at the decision point. New borrowing, excluding 
disbursements from the IMF and for Ethiopian Airlines (EAL),22 i s  assumed on 
concessional terms and has an average grant element o f  44 percent, which i s  lower 
than the 60 percent assumed at the decision point. 

3 1. Under these assumptions, even after unconditional delivery of additional 
bilateral relief beyond HIPC Initiative assistance, Ethiopia’s NPV of debt-to-exports 
ratio would peak at 269 percent in 200906 before fal l ing gradually to below 150 percent 
in 2021/22 (Tables 15 and 16, and Figure 3), compared with 2004/05 in the decision point 
document. The deterioration reflects higher IDA lending and a reduced grant element due to 
unchanged loan terms and lower discount rates. The NPV o f  debt after full provision o f  
enhanced H IPC Initiative assistance and additional bilateral r e l i e f  i s  projected to rise 
gradually, as new debt i s  disbursed, reaching US$6,890 mi l l ion by 2022/23. 

32. The  debt service-to-exports ratio after HIPC Initiative assistance and additional 
bilateral relief i s  projected to peak at 10.3 percent in 2007/08, and decline gradually to 
6.2 percent by  2017/1823 (Tables 16 and 17). The debt sewice-to-revenue ratio i s  projected 
to r ise f rom 6.4 percent in 2003/04 to 8.1 percent in 2005/06 before falling to 4.3 percent in 
2017/18. This outcome reflects concessional interest rates and the long grace periods and 

22 At the t ime of the decision point in November 200 1 , EAL had two outstanding commercial 
loans for the purchase o f  aircraft with the total outstanding o f  US$44 million. Under the 
April 2001 Paris Club Naples f low rescheduling agreement, both loans were treated as post 
cut o f f  and thus outside o f  the rescheduling agreement. Under the terms o f  the HIPC 
Initiative, they were included in the DSA and treated the same as other commercial debt. At 
end-2002/03, the outstanding amount o f  these loans included in the stock o f  debt for the 
completion point was U S 2 4  mi l l ion in nominal values (0.4 percent o f  total debt outstanding). 
As part o f  the fleet expansion program, EAL wil l  lease and purchase 6 new planes each over 
the next three years. The planes are delivered in three tranches starting in November 2003, 
July 2004, and July 2005, and are financed by a US$350 mi l l ion commercial loan to be 
repaid over 12 years. Long-term financing operations o f  EAL will not be guaranteed by the 
government or financed by government borrowing. The new commercial loan represents a 
contractual obligation that increases the public sector external indebtedness. As currently 
formulated, al l  public sector debt i s  included in the HIPC Initiative whether it carries a 
government guarantee or not, and no distinction i s  made as to the commercial viabi l i ty o f  the 
borrowing state enterprise. In the case o f  Ethiopia, the state-owned EAL i s  a profitably run 
autonomous entity and large earner o f  foreign exchange which borrows without a 
government guarantee. Consequently, the new US$350 mi l l ion EAL loan was included in the 
disbursement projections but, since the f i r s t  disbursement under the loan was not until 
November 2003, i t  was not captured in the debt stock for the completion point (end-2002/03) 
and therefore does not affect the topping up calculations. 
23 The ratio rises again to 7.2 percent in 2019/20 before falling to 6.6 percent at the end o f  the 
projection period. 
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maturity profile o f  current and future debt. In US dollar terms, debt service (including new 
debt) after enhanced HIPC assistance i s  about 66 percent higher on average during the 
projection period than projected in the decision point document. This i s  largely attributable to 
a projected higher external assistance and the depreciation o f  the U.S. dollar against the SDR 
and euro. 

D. Sensitivity Analysis and Long-Term Sustainability 

33. This section analyzes the impact, in terms of  debt sustainability, o f  four 
alternative scenarios. The first and the second scenarios examine the effect o f  a higher or a 
lower GDP growth rate, consistent with the government’s alternative growth scenarios in the 
PRSP/APR. The third scenario analyzes the effect on the base case o f  restrained loan 
commitments or higher grant financing, while the last considers the impact o f  lower GDP 
growth and lower coffee prices. 24 The results o f  these scenarios are presented in Table 18 
and Figure 4. 

Sensitivity scenario 1: higher GDP growth 

34. 
economic and policy performance. The PRSP/APR projects an annual average o f  7 percent 
growth, 1 percentage point higher than projected under the baseline scenario. The volume 
growth o f  exports o f  goods is projected at 8.5 percent, 1.1 percentage points higher than the 
baseline, while that o f  imports o f  goods i s  projected at 5.4 percent. External financing 
follows the high case scenario under the IDA CAS, reaching US$1.2 bi l l ion by 2022/23, 
about US$200 mi l l ion higher than the baseline (although the level o f  external assistance 
remains at 3 percent o f  GDP). The share o f  grants declines slightly to  46 percent on average 
because o f  a higher share o f  lending assistance from IDA in total. 

A higher-GDP-growth scenario i s  envisaged in the PRSP/APR, based on better 

35. Under these assumptions, Ethiopia’s external debt situation improves slightly, 
but in relation to exports, the NPV of debt would still remain high (Scenario I, Table 
18). The N P V  o f  debt-to-exports ratio, before additional bilateral relief, would peak at 
294 percent in 2005106, compared with 29 1 percent in the baseline, as a result o f  higher 
disbursements, then fal l  gradually to 136 percent by 2022/23, compared with 142 percent in 
the baseline. The debt-service ratio would be lower, declining from 1 1.1 percent o f  exports in 
2005/06 to 6.2 percent in 2022/23. 

Sensitivity scenario 2: lower GDP growth 

36. 
exogenous shocks and weaker policy implementation. Under this scenario, annual GDP 
growth averages 4 percent, about 2 percentage points lower than projected under the baseline 

A lower-GDP-growth scenario, reflecting the vulnerability of the economy to 

24 The higher-GDP-growth, lower-GDP-growth, and lower-coffee-price cases reflect the 
potential impact o f  exogenous factors (e.g. drought and terms o f  trade). All the scenarios 
assume an incremental capital output ratio (ICOR) o f  about 3, although in recent years the 
ICOR has varied widely. 
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scenario. Exports of goods grow at 6 percent, 1.4 percentage points lower than the baseline, 
while imports o f  goods grow at the lower rate o f  3 percent. External financing availability 
follows the l o w  case scenario under the IDA CAS, reaching US$O.8 b i l l ion by 2022/23, 
about US$200 m i l l i on  lower than the baseline, although, in share o f  GDP, the level o f  
external assistance remains at 3 percent. The share o f  grants increases slightly to 5 1 percent 
on average because o f  a lower share o f  lending assistance f rom IDA in total. 

37. Under these assumptions, Ethiopia’s external debt dynamics would improve at a 
slower pace (Scenario 11, Table 18). The N P V  o f  debt-to-exports ratio, before additional 
bilateral relief, would peak at 287 percent in 2005/06 and remain above 150 percent through 
2022/23. The debt service-to-exports ratio would decline only marginally from 1 1.1 percent 
in 2007/08 to 8.8 percent in 2022/23. 

Sensitivity scenario 3: lower concessional lending 

38. 
overhang in the NPV of  debt-to-exports ratio after HIPC Initiative relief. Two 
hypothetical scenarios for  lower concessional lending are presented to test the sensitivity o f  
the NPV o f  debt-to-exports ratio to the volume and grant mix o f  external assistance. Under 
the f i rs t  scenario (Scenario I11 A in table 1 S), lending i s  lowered by the equivalent o f  
10 percent o f  total assistance, or $93 mi l l ion on average, while the level o f  grants in 
assistance i s  increased by the same amount to maintain the overall level o f  assistance under 
the baseline. The effect o n  the N P V  o f  debt-to-exports ratio i s  in i t ia l ly  limited, but increases 
as the grant portion in new external financing increases. Compared with the baseline scenario 
after enhanced HIPC Initiative assistance, the peak o f  the ratio i s  lowered by 4.1 percentage 
points; the ratio falls below 150 percent 2 years earlier (in 2020/21). The staffs estimate that 
over a 20-year period, an increase in the share o f  grants by 10 percentage points would 
reduce the NPV o f  debt-to-exports ratio by 18.2 percentage points in 2022/23. 

Increasing the grant mix under the base case improves but does not solve the 

39. I f  concessional lending to Ethiopia were restrained by the same amount (about 
US$93 million per year on average) but not substituted by grants (Scenario I11 B, Table 
18), Ethiopia’s external debt situation would not become appreciably more sustainable 
than the baseline. This is because o f  the reliance o f  the economy on extemal finance. 
Compared to the baseline, economic growth would fal l  by an annual average o f  about 
0.4 percent to 5.6 percent, as lower foreign exchange availability would limit essential 
imports for production. Export volume growth would be 7.1 percent, 0.3 percentage point 
lower than the baseline. The N P V  o f  debt-to-exports ratio i s  slightly lower than the baseline 
because the lower N P V  o f  debt i s  more pronounced than the lower exports. The ratio reaches 
150 percent one year earlier than the baseline. However, while the NPV o f  debt-to-exports 
ratio shows little improvement, all things being equal, i t  i s  projected that GDP growth could 
fall just below the average annual growth rate necessary to achieve the income poverty target 
o f  the M D G s . ~ ~  

25 Estimated in the SDPRP to be 5.7 percent per year until 2015. 
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Sensitivity scenario 4: lower GDP growth and lower coffee prices 

40. I f  coffee prices were lower than projected and concessional bo r row ing  was 
undertaken to  meet the consequent short fa l l  in foreign exchange earnings, the debt 
situation wou ld  worsen considerably (Scenario IV, Table 18). Under this scenario, on top 
of the lower-GDP-growth scenario, coffee prices are assumed from 2004/05 to be lower than 
the baseline scenario by 25 percent, the same magnitude as assumed in a sensitivity analysis 
at the decision point. The shortfall o f  foreign exchange from lower coffee exports i s  assumed 
to be covered by an equivalent increase in concessional loans. The N P V  o f  debt-to-exports 
ratio would peak at 296 percent in 2005/06 and remain over 200 percent until 2021/22. The 
debt service-to-exports ratio would peak at 1 1.9 percent in 2007/08 and remain over 
9 percent throughout the projection period. 

41. The  alternative scenarios highlight the sensitivity o f  the D S A  to  macroeconomic 
performance, gross external financing, and  the  terms o f  new finance. They underline the 
importance o f  Ethiopia following prudent debt-management policies (see attached 
Appendix). Given Ethiopia’s vulnerability to weather conditions and terms o f  trade shocks, 
Ethiopia can only mitigate these large potential r i sks  by pursuing appropriate policies, 
substantially increasing the composition o f  grants in external financing, and obtaining more 
debt rel ief where possible. 

Iv. CONSIDERATION OF A TOPPING U P  OF ENHANCED HIPC INITIATIVE ASSISTANCE 

42. In the  event o f  a deterioration o f  the debt indicators beyond the HIPC thresholds 
after the decision point, the enhanced HIPC In i t ia t ive f ramework allows f o r  exceptional 
topping-up o f  HIPC Ini t iat ive debt r e l i e f  if the deteriorat ion i s  due to  “exogenous 
factors that  lead to  a fundamental change in the  country’s economic circumstances.”26 
Additional debt rel ief may then be provided to bring the NPV o f  debt-to-exports ratio down 
to 150 percent at the completion point. This section identifies the factors that have increased 
Ethiopia’s N P V  o f  debt-to-exports ratio at the completion point relative to the level projected 
at the decision point. 

43. With an  NPV o f  debt-to-exports ra t i o  reaching 218 percent a t  the completion 
point, even after addit ional voluntary re l ie f  f r o m  bi lateral  creditors, Ethiopia i s  a case 
that  warrants consideration o f  addit ional HIPC In i t ia t ive relief. This consideration i s  
reinforced by the continued high level o f  Ethiopia’s external debt burden projected into the 
medium term, as evidenced by the ratio o f  NPV o f  debt to  exports which exceeds 150 percent 
through 2020/2 1. 

44. The unanticipated increase o f  the NPV o f  debt-to-exports ratio, after full 
del ivery o f  HIPC Ini t iat ive assistance, f r o m  the 174 percent at  end-2002/03 projected a t  
the decision po in t  t o  218 percent, resul ts  entirely f r o m  the changes in interest  and  
exchange rates since the decision point  (see table below). Despite the lower outtum of 
coffee exports, exports o f  goods and services turned out slightly higher at completion point 
than projected at the decision point and contributed to reducing the ratio by 3.5 percentage 

26 See Box  1 o f  EBS/O1/141 (8/20/2001) and IDMSecM2001-0539/1 (8/21/2001). 
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Ethiopia: Breakdown o f  the Increase o f  NF’V o f  Debt-to-Exports Ratio 
From 150 Percent at End-2000101 to 218 Percent at End-2002103 11 

(In percent; unless otherwise indicated) 

Anticipated Unanticipated 
variation at the variation at the Total variation 
decision point decision point 

Percentage Percent Percentage Percent Percentage Percent 
points o f  total points o f  total points o f  total 

Total increase 

Due to: 

1. Changes in the parameters 
Discount rates 
Exchange rates 

2. New borrowing 
Volume 
Change in concessionality 
Other factors 21 

3. Changes in exports 
Changes in exports o f  goods 

(Ofwhich: changes in coffee exports) 
Changes in volumes 
Changes in prices 

Changes in exports o f  nonfactor services 

4. Additional bilateral relief 
5. Amortization and other factors 31 

Memorandum items: 

SDR discount rate (in percent) 
SDR exchange rate (in SDRs per U.S. dollar) 
Nominal new borrowing during 200 1/02-2002/03 
(in millions o f  U.S. dollars at the decision point exchange rates) 
Implici t  grant element o f  new borrowing (in percent) 
Exports o f  goods and services in 2002103 
(three-year average; in millions o f  US. dollars) 

23.5 

0.0 
0.0 
0.0 

36.3 
36.3 
0.0 
... 

-8.9 
... 
... 
... 
... 
... 

0.0 
-3.9 

100 44.9 

0 63.0 
0 43.9 
0 19.1 

154 4.3 
154 -4.6 

0 1.9 
... 6.9 

-3 8 -3.5 
... 1.5 
... 1 .o 
... -2.3 
... 3.8 
... -5.0 

0 -19.9 
-17 1.2 

A t  Decision 
Point 
5.40 
0.80 

1,030 
64.3 

1,013 

100 

140 
97 
42 

10 
-10 

4 
15 

-8 
3 
2 

-5 
8 

-1 1 

-44 
3 

Actual 

4.25 
0.70 

897 
58.2 

1,034 

68.4 

63 .O 
43.9 
19.1 

40.5 
31.7 

1.9 
6.9 

-12.4 
... 
... 
... 
... 
... 

-19.9 
1.2 

100 

92 
64 
28 

59 
46 

3 
10 

-18 
... 
... 
... 
... 
... 

-29 
-4 

Source: IMF and World Bank Staff estimates 

1/ N P V  o f  debt-to-exports ratio (in percent), after full delivery o f  HIPC Initiative assistance: 
A t  end-200010 1 150.0 
Projected for end-2002103 at end-200010 1 (Decision point) 173.5 
Estimate at end-2002/03 (after additional bilateral relief) 218.4 

2/ Refers to the inappropriate use, at the decision point, o f  U.S. dollar discount rate and terms for new borrowing. 
31 For the unanticipated variation, includes differences between the assumptions used at the decision point for the delivery of 
interim assistance and the actual interim assistance received by Ethiopia. 



- 2 1  - 

points (or minus 8 percent o f  the total increase). New borrowing contributed 4.3 percentage 
points to the increase in the N P V  o f  debt to exports ratio (10 percent o f  the total increase). 
This i s  largely the result o f  (i) lower nominal disbursements than projected at the decision 
point, accounting for a reduction o f  4.6 percentage points (assuming the same grant element 
for new borrowing as in the decision point document); and (ii) lower concessionality of 
actual new borrowing compared to what was assumed at the decision point, which accounts 
for an increase o f  1.9 percentage points. Additional bilateral r e l i e f  reduced the NPV o f  debt- 
to-exports ratio by 19.9 percentage points (or minus 44 percent o f  the total increase). 
However, the change in discount rates contributed 43.9 percentage points (or 97 percent of 
the total increase), and that in exchange rates accounted for 19.1 percentage points (or 
42 percent o f  the total increase). In total, the change in the parameters explains 63 percentage 
points (or 140 percent o f  the total increase).27 

A. Discount and Exchange Rates 

45. Discount rates have declined significantly since the decision point. The discount 
rate o f  the SDR and U.S. dollar f e l l  f rom 5.40 percent to 4.25 percent (by 21 percent) and 
from 6.20 percent to 4.52 percent (by 27 percent), respectively, while the euro discount rate 
also declined from 5.76 percent to 4.85 percent (by 16 percent) (Table 7). These rates are on 
a continuing trend decline since mid-1990’s and are expected to remain low  over the next 
few years. 

46. US. dollar exchange rates have depreciated since the decision point. The end- 
2002/03 exchange rates o f  the U.S. dollar used to calculate the N P V  o f  debt depreciated as 
follows: for the SDR, f rom SDR 0.80 per U.S. dollar at end-2000/01 to SDR 0.71 per 
U.S. dollar (by 1 1 percent) at end-2002/03, and for the euro f rom EUR 1.18 per U.S. dollar to 
EUR 0.88 per U.S. dollar (by 25 percent). Debts denominated in SDRs and U.S. dollars 
accounted for 43.2 percent and 41.8 percent o f  Ethiopia’s total indebtedness (in nominal 
terms) at end-2002/03, respectively, while the euro-denominated debt was equivalent to 
10.7 percent o f  the total (see table below). 

47. 
and the cost o f  debt service relative to Ethiopia’s export revenues. The effect i s  
significant because more than 95 percent o f  Ethiopia’s export receipts are in U.S. dollars, 
whereas about 50 percent28 o f  Ethiopia’s debt i s  denominated in SDRs and euros, which 
appreciated substantially against the U.S. dollar. 

Since the decision point, exchange rate changes have increased the value o f  debt 

27 Using decision point parameters and actual exports and new borrowing, the N P V  debt-to- 
exports ratio at the completion point would have been 173 percent, compared with the 
projected level o f  174 percent. 
28 53.9 percent in nominal terms and 49.7 percent in N P V  terms (see table above). 
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Ethiopia: Structure o f  Extemal Debt by Currency Denomination at End-2002/03 

Currency Nominal Value Net  Present Value 1/ 
In millions o f  U.S. dollars In percent in total In mill ions o f  US. dollars In percent in total 

SDR 

U.S. dollar 

Euro 

Japanese yen 

Swiss franc 

U.K. pound sterling 

Kuwait i  dinar 

Others 

Total 

2,958.0 

2,862.6 
729.7 

155.0 

32.7 

29.1 
25.2 

53.1 

6.845.4 

43.2 1,670.2 
41.8 1,991.1 

10.7 546.9 

2.3 146.3 

0.5 25.1 

0.4 22.5 
0.4 21.8 

0.8 37.6 

100.0 4,461.5 

37.4 

44.6 
12.3 

3.3 

0.6 

0.5 
0.5 
0.8 

100.0 

Source: IMF and World Bank staff estimates. 

1/ After traditional debt rel ief.  

48. 
exogenous factors, and they have led to a fundamental change in Ethiopia’s economic 
circumstances. 29 Industrial country interest and exchange rates are clearly beyond the 
control o f  the Ethiopian authorities. If the significant declines in interest rates reflect lower 
inflationary expectations in industrial countries, expected future commodity export prices for 
Ethiopia wi l l  be lower, and the expected capacity to service their debt burden will decline 
correspondingly. The decline in nominal interest rates has increased the NPV o f  debt-to- 
exports ratios, and the concessionality implied by Ethiopia’s f ixed interest rate debt has fallen 
accordingly. In the absence o f  topping up, this greater real debt burden would leave an 
overhang o f  external indebtedness at a level significantly higher than the HIPC threshold o f  
150 percent for the N P V  debt-to-exports ratio. The high N P V  o f  debt-to-exports ratio could 
also limit Ethiopia’s future access to additional loan financing for poverty reduction efforts 
even at a very concessional level. Such a development could damage Ethiopia’s economic 
growth prospects and the country’s chances for achieving the MDGs, because the level o f  
external aid flows into Ethiopia, one o f  the poorest countries in the world, i s  already low, at 
about US$13 per capita, wel l  below the sub-Saharan average o f  US$23 per capita, and more 
than hal f  o f  this comes in the form o f  concessional lending f rom IDA and the AfDB. 

The changes in discount rates and exchange rates since the decision point are 

29 This assessment o f  topping up i s  guided by BUFF/04/33 (2/27/04), “Statement by the Staff 
Representative on the Enhanced HIPC Initiative-Clarification o f  the Topping-Up 
Framework,” and IDA/SecM2004-0127 o f  March 8,2004, “HIPC Initiative-Information 
Note on the Topping Up Framework.” 
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49. Regarding the impact o f  exchange rates, while the debt-stock and debt-service costs 
in U.S. dollar terms rose, the value o f  exports o f  goods in U.S. dollar terms remained 
unchanged (see para. 47). Thus, the higher debt-stock and debt-service costs in U.S. dollar 
terms represent an additional burden, which constitutes a fundamental change in Ethiopia’s 
economic circumstances. Under the HIPC Initiative guidelines, the revised discount and 
exchange rates at the completion point are required to be applied to  debt service payments 
over the entire projection period. Under this construction, the resulting N P V  o f  debt-to- 
exports ratio exceeds the HIPC Initiative threshold by a large margin. 

50. 
the established criteria for  exogenous factors leading to fundamental changes in the 
economic circumstances of  the country, and therefore recommend that additional HIPC 
Initiative relief be granted to bring Ethiopia’s NPV of debt-to-exports ratio of 
218 percent at end-2002/03 down to the HIPC Initiative threshold of 150 percent. 
Furthermore, (i) the track record o f  the authorities in pol icy and reform implementation has 
been strong, (ii) the authorities have borrowed prudently despite being adversely affected by 
a severe drought and lower coffee prices, and (iii) the authorities promoted additional coffee 
exports to offset the foreign exchange loss from lower coffee prices.30 On the basis o f  the 
updated DSA, a topping-up o f  US$707 mi l l ion (in N P V  terms) o f  HIPC Initiative assistance 
at the completion point would be needed to achieve this. Topping-up amount i s  calculated as 
US$552 mi l l ion in NPV terms (78 percent o f  the total) for multilateral creditors, o f  which 
IDA and the IMF represent US$368.7 mi l l ion and US$26.5 mil l ion, respectively, and 
US$l55 mi l l ion (22 percent o f  the total) for bilateral and commercial creditors (Table 6, 7, 
and 12).31 

The staffs are o f  the view that the change in discount and exchange rates meet 

B. Debt Sustainability After Topping Up 

5 1. Even with topping up, Ethiopia’s NPV o f  debt-to-exports ratio would peak at 
216 percent (Table 16 and Figure 3). Under the baseline scenario for new lending from 
IDA and other concessional sources, the NPV o f  debt-to-exports ratio i s  projected to r ise 
from 150 percent in 2002/03 to 2 16 percent in 2005/06 (1 89 percent, excluding EAL loans), 
before falling gradually to below 150 percent in 2020/21 , which is two years earlier than in 
the scenario without topping up.32 The ratio i s  then projected to  fa l l  to 133 percent 20 years 
from now. By comparison, in the decision point document, NPV o f  debt-to-exports ratio was 
projected to fa l l  below 150 percent in 2004/05 (after additional bilateral assistance). If higher 
grants and lower loans are assumed as in the Scenario 111 A, the NPV o f  debt-to-exports ratio 

30 There i s  no moral hazard in granting a topping up in these circumstances, but if a topping 
up i s  not granted, and access to external resources i s  compromised, Ethiopia would be 
penalized for good behavior. 
3 1  For possible topping up o f  HIPC Initiative assistance, no creditors have indicated financing 
assurances yet. 
32 Excluding EAL loans, N P V  o f  debt-to-exports ratio i s  projected to remain below 
200 percent throughout the projection period but to fa l l  below 150 percent in the same year 
as i s  the case with EAL loans. This i s  because repayments o f  the EAL loans are projected to 
be completed by 2014115. 
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would peak at 2 12 percent in 2005/06, before falling to below 150 percent in 201 8/19, or two 
years earlier than the baseline. By the end o f  the projection period, the NPV o f  debt-to- 
exports ratio would be 115 percent. After topping up, the debt service-to-exports ratio i s  
estimated at 7.7 percent in 2003/04, and i s  projected to fal l  to 4 percent by 2016/17, before 
starting to increase, but nonetheless i t  remains below 8 percent throughout the projection 
period although i t  i s  somewhat higher on average than projected at the decision point 
(Figure 5). In assessing debt sustainability, several indicators need to be considered. While, 
as noted above, the N P V  o f  debt-to-exports ratio is expected to remain above 150 percent 
through 2020/2 1 even after topping up, the debt service ratio i s  projected on average to be 
6 percentage points below the average for 1997198-2002/03. Thus i t  i s  anticipated that 
Ethiopia’s debt service ratio wil l be manageable during the projection period and debt relief 
would provide resources for spending on poverty alleviation. 

V. CONCLUSIONS 

52. 
respect to the conditions for reaching the completion point under the enhanced HIPC 
Initiative has been satisfactory. The full PRSP was prepared and implemented 
satisfactorily, the PRGF-supported program has remained on track, and most key structural 
reforms and social measures have been implemented. Given an overall progress in structural 
reforms despite the challenges Ethiopia faced, the staffs consider that a request by the 
government for waivers o f  completion point triggers on public expenditure management, 
agriculture, and education i s  warranted. 

The staffs of the IMF and IDA are of the view that Ethiopia’s performance with 

53. The staffs of the IMF and IDA therefore recommend that the Executive 
Directors determine that Ethiopia has reached the completion point under the 
enhanced HIPC Initiative and that an exceptional additional HIPC Initiative assistance 
be granted to lower Ethiopia’s NPV of debt-to-exports ratio at end-2002/03 to 
150 percent.33 

33 The additional assistance of the IMF would be disbursed when other creditors provide 
sufficient assurances o f  their participation in this exceptional effort. Once satisfactory 
assurances have been received, IMF staff wi l l  re turn to the IMF Board with a proposed 
decision approving the disbursement o f  the IMF’s share o f  the additional rel ief .  
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VI. ISSUES FOR DISCUSSION 

54. Executive Directors are asked to provide guidance on the fol lowing questions: 

e Do Directors agree that Ethiopia has met the conditions for reaching the completion 
point under the enhanced HIPC Initiative framework, as established at the time o f  the 
decision point? 

e Do Directors agree that sufficient assurances have been given by Ethiopia’s other 
creditors to commit enhanced HIPC Initiative resources to Ethiopia, as approved at 
the decision point, on an irrevocable basis? 

e D o  Directors agree that the deterioration in Ethiopia’s debt indicators, including the 
increase in the N P V  o f  debt-to-exports ratio to 2 18 percent at end-2002/03, was 
caused by exogenous factors beyond the control o f  the government that led to a 
fundamental change in the country’s economic circumstances? 

> If so, do Directors agree that exceptional additional HIPC Initiative assistance be 
granted to bring Ethiopia’s NPV o f  debt-to-exports ratio at end-2002/03 down to 
150 percent? 

k If so, do Directors agree that this additional assistance could be granted when other 
creditors provide sufficient assurances to  participate in this exceptional effort? 
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Box 1. Ethiopia: Status o f  Triggers for Floating Completion Point 

Triggers Status 

PRSP. A full PRSP will have been prepared and 
implemented satisfactorily for at least one year 
as evidenced by the joint staff assessment o f  the 
country’s annual progress report. 

Macroeconomic stability. Continued 
maintenance o f  macroeconomic stability as 
evidenced by satisfactory implementation o f  the 
PRGF-supported program. 

Governance and public expenditure 
management. The authorities will have 
strengthened public expenditure management by 
(i) reconciling monetary and fiscal accounts 
starting in fiscal-year 2001/02; and (ii) as part o f  
the budget exercise, consolidating federal and 
regional budgets for both the past year and the  
budget year-including al l  extrabudgetary funds 
and accounts-at the beginning o f  each fiscal 
year, starting in 2002/03. 

Structural reforms and social sectors. In these 
areas, the authorities will have done the 

a. Introduced the value-added tax (VAT) by 
January 2003; 

following: 

b. Completed the financial restructuring of 
the Commercial Bank  o f  Eth iop ia (CBE) and  
increased competitiveness of the financial 
sector through (i) allowing the management o f  
CBE to operate on commercial principles 
(including autonomy o f  decision on staffmg, on  
meeting performance targets set by CBE’s 
Board, and o n  pursuing delinquent borrowers); 
(ii) provisioning for nonperforming loans and 
other doubtful assets in l i n e  with intemational 
standard practices;’ and (iii) allowing private 
banks to enter into management contracts with 
foreign institutions; 

Met. A full PRSP was submitted to the Fund and the Wor ld  Bank on August 
15,2002. O n  September 19 and 23,2002, the IDA and Fund Executive Boards, 
respectively, considered the full PRSP as providing a sound basis for 
concessional assistance. The f i rst  annual progress report (APR) on the PRSP 
was submitted to the Wor ld  Bank and the Fund in December 2003. A joint staff 
assessment (JSA) on the APR, which indicates progress made, was discussed 
by the Boards o f  IDA and the IMF in February 2004. 

Met. All the performance criteria have been met with only one exception, and 
al l  but one benchmark have been observed under the  PRGF-supported 
program. All the PRGF reviews have been concluded on  time, except the 
fourth review which was concluded on  August 29, 2003, following a 
postponement by six months due to a delay in completing a financial audit o f  
the CBE. The fifth review was discussed by the Board o f  the IMF in February 
2004, and Ethiopia has established i t s  minimum six-month track record o f  
successful policy implementation under the PRGF-supported program. 

(i) Met. The reconciliation o f  monetary and fiscal accounts for 2001/02 and 
2002/03 was completed in December 2003. The reconciliation, originally set as 
a structural benchmark for September 30, 2002 then revised to December 3 1, 
2002 under the PRGF arrangement, was delayed partly because o f  the ongoing 
decentralization process. The reconciliation was a structural benchmark for 
end-December 2003 under the third annual PRGF program, and further 
technical assistance from the Fund was provided in August 2003. (ii) N o t  met, 
but completed with delay. T h e  consolidation of federal and regional budgets, 
including a l l  extrabudgetary accounts, was completed in November 2003. 
However, the consolidated budgets were not  ready at the beginning o f  the fiscal 
year 2002/03 as envisaged at the decision point. The consolidation, set as a 
structural benchmark for September 30,2002 under the PRGF arrangement, 
was delayed as a result o f  the ongoing decentralization. The consolidation was 
a performance criterion under the third annual PRGF program for end- 
November 2003. 

Met. The VAT was introduced in January 2003, 

(i) Met. A performance contract, set as a structural benchmark for June 30, 
2002 under the PRGF arrangement was signed by the government and the 
management o f  CBE on  June 28,2002, to ensure that the CBE i s  operated 
effectively, on a commercial basis. The management o f  CBE now has 
autonomy in decision making, including staffing, meeting performance targets, 
and pursuing delinquent borrowers; (ii) Met.  A new directive on the 
amendment o f  provisions was adopted o n  August 31, 2002. A first directive 
was adopted on March 30, but was subsequently revised to bring i t  more fully 
in line with intemational best practices. The directive has become fully 
effective since January 1, 2004 as stipulated; and (iii) Met.  Private banks are 
allowed to enter into management contracts with foreign institutions. Although 
none o f  the banks have chosen to do so because o f  financial and autonomy 
reasons, they have been benefiting f rom consulting services o f  foreign financial 
institutions for strengthening credit risk and portfolio management, accounting 
and auditing, staff training, and information technologies. 
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Box 1 Ethiopia: Status o f  Triggers for Floating Completion Point (concluded) 

Trigger Status 

c. agriculture 
Implemented satisfactorily an action plan 
agreed with IDA, that aims at improving 
fertilizer input market competitiveness and 
efficiency, and that includes monitorable 
indicators, with half-yearly assessment reports 
beginning in December 2002; 

d. education: 
(i) Reduced the repetition rate at the primary 
level  from 9 percent in 1999/00 to 7 percent; 
and 

(ii) Increased the gross enrollment rate o f  girls 
in primary level f rom 40.7 percent in 
1999/2000 to 50 percent; 

e. health: 
(i) Increased DPT3 vaccination coverage f rom 
40 percent in 2000101 to 50 percent; and 

(ii) Increased the utilization rate o f  health 
outreach facilities (defined as the number o f  
new outpatients during the year divided by total 
population) from 27 percent in 2000/01 to 
30 percent; and 

f. HIV/AIDS:  
Increased the distribution o f  condoms 
throughout the country by 6 mi l l ion annually, 
starting from 50 mi l l ion in 2000. 

N o t  met, but satisfactory progress achieved. Act ion was delayed 12 months 
by the emergency response to the severe drought. T o  ensure a successful 
harvest in 2003/04, externally financed government intervention in fertilizer 
and seed markets was needed.’ Following the drought, an action plan has been 
agreed with IDA which will gradually improve the competitiveness and 
efficiency o f  the fertilizer market. Half-yearly assessment reports have not yet 
been produced because o f  the delay. Agreed reforms include (i) a reduction in 
the proportion o f  extension staffs involvement with fertilizer delivery and 
credit administration f rom 30 percent in 2004 to zero in 2006; (ii) completion 
o f  phasing out o f  regional government fertilizer credit guarantees by 2006; 
(iii) training 80 percent o f  cooperatives to access bank credit by 2006, (iv) the 
introduction o f  a warehouse receipt system, (v) an increase in credit provision 
by microfinance institutions. In addition, the government wil l (v) conduct a 
study to evaluate options for improving the importation and distribution o f  
fertilizer, and implement the findings o f  the study in 2006. 

(i) Data no t  available, but satisfactory progress achieved. Although full 
census data are not yet available to verify the outturn, a government survey 
estimates that the repetition rate fel l  to 6.8 percent in 2002/03 percent. The 
repetition rate was 9.7 percent in 2001/02. If deemed true, the sharp drop in 
2002/03 would have been made possible through a combination o f  measures 
implemented by the government, which have greatly reduced repetition rates in 
grades 1-3. A challenge for the h t u r e  wil l be to reduce repetition rates in 
higher grades whilst maintaining standards in student achievement. 

(ii) Met. The national average female gross enrollment ratio rose to 
51.2 percent in 2001/02, although female enrollments are unacceptably l ow  in 
several regions. Specific government interventions have been implemented. 

(i) Met.  DPT3 coverage reached 51.5 percent in 2002. 

(ii) Met. T h e  health outreach utilization rate reached 30 percent in 2002. To 
continue to improve services consistent with the pol icy direction assessed by 
th i s  trigger, the government needs to complete the definition o f  new service 
standards (minimum packages) which place greater emphasis on  health 
outreach services, especially the health extension package for the delivery o f  
basic preventive and curative services in communities. 

Met .  50 mi l l ion condoms were distributed in 2000, 57 mi l l ion in 2001, and 65 
mi l l ion in 2002. This figure includes an estimated annual distribution o f  5 
mi l l ion by Pathfinder and Ministry o f  Health. 

li Taking into account Base1 Committee guidelines for troubled debt restructuring and credit risk. 
2/ External support included the Bank’s Emergency Drought Recovery Project (IDA Report P7577-ET). 

- 
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Box 2. Ethiopia: Macroeconomic Assumptions Underlying the Debt Sustainability Analysis 
Over the Period 2003/04-2022/23 

Inflation i s  expected to remain l ow  at 3 percent, the same level as targeted at the decision 
point, thanks to continued sound fiscal and monetary policies. 

Impor t  volume i s  projected to increase at a rate o f  4.5 percent per annum, lower than 
5.3 percent projected at the decision point, reflecting a lower GDP growth projection. 

Current account deficit, excluding official transfers, i s  forecast to decline gradually from 
about 13 percent o f  GDP in 2002/03 to 4 percent by 2022/23, higher than the 2 percent 
projected at the decision point. 

Fiscal policy. Prudent fiscal policies will be maintained through fixther revenue mobilization 
and cautious spending to limit domestic borrowing, while continuing every effort to increase 
poverty-targeted spending. Revenue i s  projected to increase to 24 percent o f  GDP by 2022/23, 
while spending i s  projected to be curtailed to 28 percent. Fiscal deficit, excluding grants, i s  
projected to decline to 4 percent o f  GDP by 2022/23, and domestic debt would fall to 
16 percent o f  GDP as a result o f  limited domestic recourse to the banking system. 

Saving and investment. Gross domestic investment i s  projected to increase steadily from 
2 1 percent o f  GDP in 2002/03 to 24 percent by 2022/23, slightly higher than 22 percent 
projected at the decision point. Gross national saving i s  projected to rise from 17 percent in 
2002/03 to 21 percent o f  GDP in 2022/23, the same level as projected at the decision point. 

Foreign direct investment i s  projected to steadily r ise from 0.2 percent o f  GDP in 2002/03 to 
1.3 percent by 2022123, compared with 1.4 percent projected at the decision point. 

Gross official reserves, expressed in months o f  imports o f  goods and services, are expected to 
remain over 4 months throughout most o f  the projection period. Reserves in import coverage 
continue to increase through 201 1/12, followed by a decline to a level  lower than projected at 
the decision point, reflecting an increase in debt service from new disbursements. 
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Figure 1. Ethiopia: Selected Economic Indicators, 1999/2000-2005/06 I/ 
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Figure 1. Ethiopia: Selected Economic Indicators, 1999/2000-2005/06 1/ (concluded) 
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Sources: Ethiopian authorities; and staff estimates and projections. 

I /  All data pertain to the period July 8-July 7. Shaded area indicates projection period. 
21 Corresponds to original projection at the decision point under the enhanced HIPC Initiative (November 
2001). Projection of fiscal data was made only through 2003/04. Original monetary projection was omitted 
because i t  was made only through 2001/02. 
31 In months o f  imports o f  goods and nonfactor services o f  the following year. 
41 Excluding special programs. 
5/ Change in percent o f  beginning-of-period broad money. 
6/ Includes credit to public enterprises and the private sector. 
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Figure 2. Ethiopia: Composition o f  External Debt in NPV Terms 1/ 
(In mil l ions o f  US. dollars) 
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Sources: Ethiopian authorities; and staff estimates. 

I/ After the application o f  traditional debt-relief mechanisms at end-200010 1. 
21 A t  end-2000101 discount and exchange rates. 
31 At end-2002103 discount and exchange rates. 
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Figure 4.Ethiopia: Sensitivity Analysis, 2003/04-2022/23 
(Ratio in percent) 
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Figure 5. Ethiopia: External Debt and Debt-Service Indicators Projected 
at the Decision Point and After Possible Topping Up Assistance, 2000/0 1 -2022/23 
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Table I. Ethiopia:  Selected Social  and Demographic Indicators 

Latest Single Year Same Regiof lncome GrouE 

Saharan LOW. 
Afnca income 

Sub- 

1970.75 1980.85 1995-2001 

Population 

Total population, mid-year (millions) 

Urban population (percentage ofpapulation) 
Total fertility rate (births per woman) 

Growth rate (percentage: nnnual average for period) 

POWW 
(percentage o f  population) 
National headcount index 

Urban headcount index 
Rural headcount index 

Income 

GNI per capita (US$) 
Consumer price index (1995-100) 

Food price index (1995-100) 

Incomeiconsumption distribution 

Share of income or consumption 
Gin1 index 
Lowest quintile (percentage o f  income or consumption) 

Highest qvintile (pementae o f  income or consumption) 

Social indicators 

Public expendiNre 

Health (percentage of GDP) 
Education (percentage of GDP) 

Social security and weifare (percentage of GDP) 

Net primary school enrollment rate 

(percentage ofage group) 

Total 

Male 
Femdc 

Access to an improved water source 
(percentage of population) 

Total 

Urban 
Rum1 

Immunization rate 
(percentage under 12 months) 

Measles 

DFT 
Child malnutrition (percentage under 5 years) 

Life expectancy a t  birth 

(yean) 
Total 

Male 
Female 

Monallty 
Infant (per 1,000 l ive binhs) 
Under 5 (per 1,000 live births) 

Adult (15-59) 
Male (per 1,000 population) 

Female (per 1,000 population) 
Matemal (modeled, per 100,000 live births) 

Births mended by skilled health staff (percentage) 

33.0 
2.6 

9.5 
5.9 

17 

42  

40  
43 

I 5 2  

226 

482 

41  I 

43.4 
2.8 

11.6 
7. I 

120 
51 

52 

32.4 
8.6 

41.3 

3.0 
I .4 

12 

6 

44 
42 

45 

136 
203 

491 

401 

58 

65.8 673.9 

2.5 2.5 
15.9 32.3 
5.6 5.1 

44.2 
37.0 
45.0 

IO0 460 
99  
47 

57.2 
2.4 

60.8 

1.8 2.5 

4.8 3.4 

47 

53 
41  52 

24 58 

81 83 
12 4 6  

5 2  58  
56 53 
47 

4 6  42  
41 45 
43 4 7  

116 105 

172 171 

594 520 

535 461 

1,800 
10 

2.505.9 

I .9 

30.8 

3.5 

430 

1.1 

2.8 

7 6  

90  

7 0  

60  
6 1  

59 

58 
60  

80 

121 

312 

256 

Source: World Bank, 2003 World Development Indicators CD-ROM 

~ o t e :  0 or 0.0 means zero or less than half the unit shown. Net enrollment rate: break in series between I 9 9 7  and 1998 due to 

change from ISCED76 to ISCED97: ratios exceeding 100 indicate discrepancies between the estimates o f  schoohge population 

and rewned enrollment data. 
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Tab le  2. Ethiopia:  Selected Economic  and Financial  Indicators, 2000/01-2005106 I/ 

2OOOlOl 2001102 2002103 2003104 2004105 2005106 
Est. Projections 

National income and prices 
GDP at constant prices (at factor cost) 
GDP deflator 
Consumer prices (period average) 

External sector 
Exports, f.0.b. 
Imports, c.i.i. 
Expon volume 
Import volume 
Terms oftrade (deterioration. ) 
Nominal erective exchange rate (end ofperiod) 
Real effective exchange rate (end of period) 

Money and credit 
Net foreign assets 
Net domestic assets 

Net claims on the government 
Credit to the nongovernment sector 

Broad money 
Velocity (GDPbroad money) 
Interest rates (in percent at end ofperiod) 

Savings deposits (minimum rate) 
Lending rates (maximum rate) 
Treasury bi l l  (91-day maturity) 

Financial balances 
Gross domestic saving 

Government saving 
Private saving 

Gross domestic investment 
Govemment investment 
Private investment 

Resource gap 
External current account balance, including official transfers 

Savinginvestment (govemment) 
Saving-investment (private) 

Extemal current account balance, excluding offcial transfers 

Government finances 

Tax revenue 
Nontax revenue 

External grants 
Expenditure and net lending 21 
Fiscal balance, excluding grants (cash basis) 21 
Fiscal balance, including grants (cash basis) 21 
Special programs 31 
Fiscal balance, including grants and special programs 

Total financing 

Revenue 

External financing 
Domestic financing (including residual) 
Privatization receipts 

Domestic debt 41 
External debt (including lo Fund) 
Net Present Value (NPV) ofexternal debt-to-exports ratio (including to Fund) 51 
NPV of external debt-to-revenue ratio (including to Fund) 61 
External debt-service ratio 71 
External debt-service ratio 81 

Overall balance ofpayments (in millions 0fU.S. dollars) 
Gross offcial reserves (in millions 0fU.S. dollars) 

GDP at current market prices (in millions ofbirr) 
Exchange rate (birr per U.S. dollar; period average rate) 

(in months of imports ofgoods and nonfactor services o f  following year) 

(Annual percentage change) 

7.7 I .2 -3.8 6.7 6.4 6. I 
-6.3 -6.3 14.5 5.1 3.7 3.2 
-5.2 -7.2 15.1 5.5 3.0 3.0 

-4.8 -2.2 6.7 7.3 11.5 9.5 
-3.4 8.9 14.4 9.9 3.1 I .4 
0.3 11.1 10.1 3.8 7.1 7.8 

-1.8 9.8 7.0 3.5 1.7 1.4 
-3.6 -11.1 -9.4 -2.6 4.2 1.6 
6.5 -7.8 -12.5 

-11.7 -3.2 5.9 

(In percent of  beginning-of-period stock o f  broad money, unless otherwise indicated) 

0.3 
9.2 

-0.9 
3.8 
9.5 
2.2 

6.0 
13.5 
3.0 

3.1 
2.0 
1.1 

17.8 
8.5 
9.3 

-14.7 
-3.6 
-1.5 
2 0  
-9.7 

18.8 
13.7 
5.0 
4.8 

28.4 
-9.6 
-4.8 
0.7 

-5.5 

5.5 
3.8 
0.9 
0.7 

37.4 
86.3 

169.6 
133.3 
22.7 
... 

-64 
337 
2.0 

54,21 I 
8.34 

14.0 10.8 6. I 
-1.7 -0.4 7.3 
2.9 5.7 3.3 

-3.5 -3.2 5.8 
12.3 10.4 13.4 
I .9 I .9 1.9 

3.0 3.0 ... 
13.0 13.0 ... 
0.2 I .3 ... 

(In percent ofGDP. unless otherwise indicated) 

2.5 
0.8 
1.7 

20.5 
1 1 . 5  
9.0 

-18.0 
-5.7 
-4.4 
-1.3 

-12.9 

20. I 
15.3 
4.8 
4.7 

32.2 
-12.1 

-7.4 
1.9 

-9.3 

9.3 
9.5 

-0.3 
0.1 

39.8 
109.8 
183.7 
148.1 
17.0 
11.0 

305 
664 
3.3 

51,761 
8.54 

1.8 
0.4 
1.4 

21.2 
10.5 
10.7 

-19.4 
-4.7 
-3.0 
-1.7 

-12.8 

19.6 
14.5 
5.1 
8.0 

34.8 
-15.3 

-7.3 
1.1 

-8.4 

8.4 
6.8 
I .6 
0.0 

39.1 
98.7 

245.9 
204.8 

14.9 
7.3 

161 
93 1 
4.3 

56,958 
8.58 

3.7 
0.5 
3.3 

23.4 
11.9 
11.5 

-19.7 
-8.1 
-6.4 
-1.7 

-14.2 

19.5 
15.5 
4.1 
7.1 

32.8 
-13.3 

-6.2 
0.8 

-7. I 

7.1 
5 . 1  
I .8 
0.2 

36.4 
95.9 

268.1 
204.9 

18.9 
9.5 

-123 
1,043 

4.6 
64,249 

2.7 
8.0 
0.0 
8.6 

10.7 
I .9 

... 

... 

... 

5.4 
2.7 
2.6 

23.6 
11.6 
11.9 

-18.2 
-8.1 
-5. I 
4.0 

-13.2 

20.1 
16.2 
3.9 
6.0 

30.8 
.I0.7 

-4.7 
1 . 1  

-5.7 

5.7 
5.2 
0.4 
0. I 

33.3 
95.2 

277.3 
209.6 

19.1 
9.8 

-190 
1.084 

4.7 
71,162 

0.0 
10.9 
0.0 
9.5 

10.9 
1.8 

... 

... 

... 

7.1 
4.1 
3.0 

23.3 
11.4 
11.9 

-16.3 
-7.1 
-4.3 
-2.9 

.11.5 

20.4 
16.6 
3.8 
5.2 

29.7 
-9.3 
-4.1 
0.3 

-4.4 

4.4 
3.8 
0.4 
0.1 

30.7 
93.7 

291.2 
214.0 

19.7 
11.0 

-211 
1 ,151  

5.0 
78,139 

Sources: Ethiopian authorities; and staff estimates and projections. 

I1  Data pertain to the period July 8-July 7. Consistent with disbursements' assumptions of lhe debt sustainability analysis, data include new loan commitmenta from IDA.  
21 Excluding special programs. 
31 Demobilization and reconstruction. 
41 Whole series was revised. 
51 Afler enhanced HIPC Initiative relief. Exports ofgoods and services used. 
61 Afler enhanced HIPC Initiative relief, Revenues exclude grants. 
71 Before debt relief; on an accrual basis; i n  percent o f  exports of goods and nonfactor services. 
81 Afler enhanced HIPC Initiative relief. 
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Table 3. Ethiopia: Observance afQuantitative and StrucNraI Performance Criteria and Benchmarks under the PRGF ArrangemenS 2000101-2003104 

200010 i 2001102 200U03 2003104 
March i l  September 21 March 31 September 41 March 41 September 51 

A. Quantitative performance criteria 
Floor on net foreign assets of the National Bank o f  Ethiopia Met 

Met 
Met 

Ceiling on net domestic asseta ofthe National Bank of Ethiopia 
Ceiling on net domestic financing o f  the general govemment (incl. privatization receipts) 

Met Met 
Not met Met 

Met Met 

Met 
Met 
Met 

Met Met 
Met Met 
Met Met 

8. Continuous quantitative performance criteria 
Ceiling on outsranding external payments arrears of the public secror Met Met Met Met Met Met 
Ceiling on new nonconcessional external debt contracted or guaranteed by the public sector 61 Met Met Met Met Met Met 

C. Indicative target 

Floor on net foreign liquid reserves o f  the National Bank of Ethiopia Met Met Met Met Met Met 

Teat Date Status 

Structural perromance criteria 

Sign a management contract for CBE with a reputable international firm that provider experienced and 
qualified management staff. 

Establish a fully operational iarge taxpayer unit 

End-June 2001 

July I, 2001 

Met 71 

Met 

Submit draft value-added tax legislation to Parliament. October I, 2001 Met 

Submit to the NBEs Board an unqualified audit ofNBE's financial statements carried out by the Audit 
Services Corporanan for the year ended June 30,2001. 

End-March 2002 Met 

Introduce the value-added tax, as adopted by Parliament on July 4, 2002. January i, 2003 Met 

Finalization and adoption of a financial restructuring plan by the govemment for the CBE that includes 
(i) ensuring that CBE complies fully with the NEE provisioning directives by January 2004; (ii) a time 
bound plan for reducing NPLs to 20 percent of to 

Consolidate federal and regional budgets for bath the past year and the budget year. including all 
extrabudgetary funds and accounts. 

End-November 2003 Met 

End-November 2003 Met 81 

Structural benchmarks 

Establish a tax reform imphentauon tax force. End-April 2001 Met 

Terminate the wholesaie foreign exchange auchon snd move foreign exchange operations lo  the interbank 
market. 

Adopt regulation for the provisioning by b a t h  for nonperforming loans and other doubtful assets in line 
with intemational best practices, taking into account Barel Committee guidelines for troubled debt 
restrusNring and credit risk 

Sign a performance contract with the CBE to ensure that the CBE IS operated effectively on a commercial 
basis to achieve t h e  necessary improvements in  financial performance. 

Reduce nonperforming loans of the CBE by BT 0.8 billion (from Br 3.9 billion at endDecember 2001), 
including through write-offr. 

October I, 2001 

End-March 2002 

Met on October 24,200 I. 91 

Met io /  

End-June 2002 Met 

End-September 2002 Notmet 111 

Complete the audit of the CBE by a reputable intemational audit firm. 

Reconcile monetary and fiscal accounts. End-December 2003 Met IU 

End-January 2003 Met. Completed as B prior action an May 15,2003 

Finalization o f  a resrmcruring plan for the NBE, based on the recent KPMG sNdy, and beginning o f  its 
implementation. 

End-December 2003 Ongoing 

Full provisioning by al l  commercial banks for nonperforming loans and other doubtful assets in line with 
the existing NBE directive. 

End-January 2004 Ongoing 131 

Soursc: Staff assessment. 

I/ Corresponds to the first review under the PRGF arrangement. 
21 Corresponds to t h e  second review undcr the PRGF arrangement. 
31 Corresponds to the third review under the PRGF arrangement. 
41 Corresponds to t h e  fourth review under the PRGF arrangement. The fourth review was delayed by six month, and March 2003 was indicative targets. 

51 Corresponds to the fifth review under the PRGF arrangement. 
61 Shon-term impon credits and long-term financing operations O f  Ethiopian Airlines 8,s excluded as defined in the Technicai Memorandum of Understanding o f  the PRGF arrangement. 
71 A management conuact was signed on June 29,2001. However, the foreign bank withdrew from the contra8st in early January 2002. 
81 lninal date was September 30,2002 8s a SWCNSI benchmark. Progress in  consolidating budgets WBS delayed because o f  the ongoing decentraiiratian process. 
91 Implementation delayed because of delayed provision of technical assistance as a result o f  travel suspension related to the events of  September I I, 200 i. 
IO1 A first directive was adopted on March 30.2002, but was revised on August 3 I, 2002 to bring I t  more fully in line with intemational best practices. 
i i lNPLs of the CBE (exciuding loans cofinanced with the Development Bank ofEthiopia (DBE)) were reduced to Br 3.68 billion as of September 30,2002, that i s  Br 0.57 biilion more than the benchmark, but down from Bc 5.01 billion at 
end-June 2002. NPLs (excluding lams cofinanccd with the DBE) st end-June 2003 stood at Br 3.55 billion. 
121 Initial date was September 30,2002, then revised to December 31,2002, both as B StruSNraI benchmark. FTogress in reconciling monetary and fiscal accounts were delsyed because ofthe ongoing decentralization process. 
I 3 /  The NBE directive for the provisioning by banks for nonperforming loans and other doubtful assets in line with international best practices has become fully effective on January I, 2004. 



- 3 8 -  
I 
J 

m W 



- 39 - 

Table 5.  Ethiopia: Status o f  Creditor Participation Under the Enhanced HIPC Initiative 

Debt Relief Percentage of  Satisfactory 
in NPV Terms Total Assistance Reply to the authorities 

(US1 million) I1 

Modalities To 
Deliver Debt Relief 

- 

IDA 463.2 36.3 Yes Assistance wil l  be delivered through a reduction of  debt service payments to IDA, on the 
disbursed and outstanding debt as of July 7, 2003, over the period December 2001 to 
April 2019. Interim relief provided lhrougtFebruary2004 amounts lo approximately 
US160 million. 

AfDB Group 216.5 

34.4 

17.0 

2.7 

Yes Assistance wil l  be delivered through a reduction of 80 percent of the debt service payments 
falling due to the AfDB group through 2012113. Interim relief oUS165 million has been 
provided as of January, 2004. 

IMF Yes Assistance will be delivered through grants from the PRGF-HIPC Trust that will cover 
partially the debt service payments to IMF, on Ethiopia's outstanding obligations with the 
Fund in effeclat end-October 2001, through2009110. Interim relief o f  SDR10.3 million 
has been provided throughFebruary 2004. 

Debt-service relief on selected EC loans during the interim, supplemented with grants lo 
pay off EC loans a1 the completion point. As of  end-October 2003, US10.6 million of 
interim assistance has been provided since fiscal year 2002103. 

Yes EC / EIB 26.8 2.1 

3.4 

15.5 

0.3 

1.2 

No 

Yes 

BADEA 

IFAD Assitance wil l  be provided starting at the completion point through a reduction of  up to 
100 percent debt service until NPV target is achieved. Preliminary calculations show that 
IFAD assistance could be delivered over I O  years. 

NDF 0.3 0.0 Yes Assitance wil l  be delivered starting a1 the completion point through a contribution to the 
HIPC T N S ~  Fund, which wil l  pay 100 percent of debt service as i t  falls due. Preliminary 
estimates show that NDF assistance would be delivered in fulbver 5 years. 

OPEC Fund 3.4 0.3 Panially A concessional loan in the amount ofUS16.6 million was granted to Ethiopia. The 
resources of this loan are being used to cover debt service payments to Ethiopia as it falls 
due. Preliminary estimates suggest that the OPEC Fund would have delivered US11.7 
million in NPV terms out o f  its share of  assistance. 

Total multilateral 763.5 59.9 59.4 

Paris Club creditors 402.2 

79.9 

31.5 

6.3 

31.5 

0.7 
No 
Yes 
No 
Yes 

N O  

No 

No 
No 
N O  

No 

32.2 

Cologne flow provided during interim period. Stock-of-debt operation 
under Cologne terms i s  expected a1 completion point. 

Being contacted by Ethiopia. 
Debt buyback with the discount factor by 95.2 percent. 
Being contacted by Ethiopia. 
90 percent debt cancellation, I O  percent grant. Agreement not yet signed, but an accord has 
been reached. 
Being contacted by Ethiopia. 
Agreed, in principle, to provide its share ofassistance, but no accord has been reached. 

Being contacted by Ethiopia. 
Being contacted by Ethiopia. 
Being contacted by Ethiopia. 

Being contacted by Ethiopia. 

Non-Paris Club creditors 
Algeria 
Bulgaria 
China 

Hungary 

Kuwait 
Libya 

Korea, Dem. People's Rep. of 
Poland 
Former Republic o f  Yugoslavia 

Commercial creditors 

Total bilateral and commercial 

29.9 2.3 

511.9 40. I 

Total 1,275.3 100.0 

Source: Ethiopian authorities; and staff estimates 

I/ The amount ofassistance i s  estimated using the exchange rates a1 the decision point. 

91.6 
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Table 9. Comparison o f  Discount Rate and Exchange Rate Assumptions at End-2000/01 and End-2002/03 

Discount Rates I/ 2/ 
(In percent per annum) 

Exchange Rates 
(Currency per U.S. dollar) 

At completion At decision At completion 
point point point point 

At decision 

Currency 
Austrian schilling 
Belgian franc 
Bulgarian lev 
Canadian dollar 
Swiss franc 
Chinese yuan 
Deutsche mark 
Danish krone 
Spanish peseta 
Euro 
Finnish markka 
French franc 
United Kingdom pound sterling 
Indian rupee 
Italian l i ra 
Japanese yen 
Kuwaiti dinar 
Netherlands guilder 
Norwegian krone 
Portuguese escudo 
SDR 
Swedish krona 
U.S. dollar 

5.76 
5.76 
5.40 
6.23 
4.44 
5.40 
5.76 
6.05 
5.76 
5.76 
5.76 
5.76 
6.16 
5.40 
5.76 
1.76 
5.40 
5.76 
7.79 
5.76 
5.40 
5.57 
6.20 

4.85 
4.85 
4.25 
5.65 
2.86 
4.25 
4.85 
4.98 
4.85 
4.85 
4.85 
4.85 
5.30 
4.25 
4.85 
1.49 
4.25 
4.25 
6.24 
4.85 
4.25 
5.38 
4.52 

16.2 
47.6 

2.3 
1.5 
1.8 
8.3 
2.3 
8.8 

196.2 
1.2 
7.0 
7.7 
0.7 

47.0 
2,283.3 

124.1 
0.3 
2.6 
9.3 

236.4 
0.8 

10.8 
1 .o 

12.0 
35.3 

1.7 
1.4 
1.4 
8.3 
1.7 
6.5 

145.6 
0.9 
5.2 
5.7 
0.6 

46.5 
1,694.5 

119.9 
0.3 
1.9 
7.3 

175.4 
0.7 
8.0 
1 .o 

Memorandum item: 
Pans Club cutoff date i s  December 31, 1989 

Sources: OECD; and IMF, International Financial Sfafisfics. 

I/ The discount rates used are the average commercial interest reference rates (CIRRs) for the respective currencies over the six-month period ending in 
June 2003 for the completion point and in June 2001 for the decision point. 
21 For all euro area currencies, the euro CIRR i s  used. For all other currencies for which the CIRRs are not available, the SDR discount rate i s  used as a 
proxy. 
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Table 10. Ethiopia: Nominal and Net Present Value o f  External Debt at Completion Point, End-2002103 1/ 

(In millions of US dollars) 

Legal Situation 21 After Full Application of Traditional Debt Relief 31 

Nominal debt NPV of debt Nominal debt NPV of debt 

Total 
Multilateral 

IDA 
AfDF 
AfDB 
IMF 
EU 
IFAD 
BADEA 
OPEC Fund 
NDF 

Official bilateral 
Paris Club 

Pre-cutoff date 
ODA 
Non-ODA 

Post-cutoff date 
ODA 
Non-ODA 

Australia 
Austria 
Belgium 
Canada 
Finland 
France 
Germany 
Italy 
Japan 
Netherlands 
Russia 
Spain 
Sweden 
United Kingdom 
United States 

Other oficial bilateral 
Pre-cutoff date 

ODA 
Non-ODA 

Post-cutoff date 
ODA 

Algeria 
China 
North Korea 
Hungary 41 
Kuwait 
Libya 
Poland 
Former Republic of Yugoslavia 

Commercial 51 
Bulgaria 
India 

Netherlands 
Slovakia 
United States 
Former Republic of Yugoslavia 

Italy 

6,845.4 
4,248.8 
2,939.3 

799.3 
123.1 
140.7 
135.4 
76.9 
13.6 
10.4 
10.1 

2,492.2 
1,870.5 
1,839.3 

362.2 
1,477.1 

31.3 
22.6 

8.7 

4. I 
15.9 
16.7 
0.3 
2.7 
6.6 

75. I 
337.5 

13.6 
I .2 

1,268.8 
11.2 
26.2 
19.7 
70.8 

62 I .7 
595.7 
301.2 
294.5 

26.0 
26.0 

10.9 
45.7 

103.2 
7.2 

25.2 
246.3 

10.8 
172.4 

104.4 
8.7 

20.7 
1.5 

22.7 
0.05 

1 .o 
49.8 

4,490.7 
2,548. I 
1,675.3 

443.1 
136.2 
115.8 
103.1 
48.4 
11.9 
9. I 
5.2 

1,837.4 
I ,22 I .8 
1,195.3 

245.8 
949.4 
26.5 
17.7 
8.8 

3.7 
10.0 
8.6 
0.4 
2.4 
8.4 

88.6 
223.6 

13.1 
1.5 

751.5 
10.4 
21.5 
17.1 
61.0 

615.6 
593.1 
298.6 
294.5 
22.5 
22.5 

10.9 
43.1 

103.2 
7.2 

21.8 
246.3 

10.8 
172.4 

105.2 
8.7 

20.7 
1.5 

23.5 
0.05 

1.0 
49.8 

6,551.0 
4,248.8 
2,939.3 

799.3 
123.1 
140.7 
135.4 
76.9 
13.6 
10.4 
10.1 

2,260.2 
1,842.1 
1,810.9 

362.2 
1,448.7 

31.3 
22.6 

8.7 

4.1 
15.9 
16.7 
0.2 
2.5 
4.9 

59.1 
337.5 

13.6 
0.8 

1,268.8 
11.2 
21.4 
14.5 
70.8 

418.0 
392.0 
293.8 

98.1 
26.0 
26.0 

11.2 
25.1 
43.5 

7.2 
25.2 

238.7 
9.7 

57.5 

42.1 
2.9 
8.2 
0.5 

10.8 
0.02 

3.0 
16.6 

3,949.0 
2,548. I 
1,675.3 

443.1 
136.2 
115.8 
103.1 
48.4 
11.9 
9. I 
5.2 

1,359.2 
1,132.8 
1,106.3 

194.3 
912.0 
26.5 
17.7 
8.8 

3.7 
6.4 
5.2 
0.2 
1.6 
5.5 

64.4 
185.0 
10.4 
0.8 

749.7 
10.4 
21.7 
15.7 
52.0 

226.4 
203.9 
106.6 
97.2 
22.5 
22.5 

7.5 
14.9 
33.1 

5.4 
21.8 
76.4 
10.3 
56.9 

41.7 
2.9 
8.1 
0.5 

10.7 
0.02 

3.0 
16.5 

Sources: Ethiopian authorities; and staff estimates 

I1 Figures are based on data as of July 7, 2003. 
21 Reflects the extemal debt situation as of end-2002103, including a 2001 Pans Club flow rescheduling on Naples tems,  updated to a flow rescheduling on Cologne 
terms in 2002. 
31 After full use of traditional debt rel ief mechanisms including for non-Paris Club members. 
41 Accord has been reached, but an agreement has not yet been signed. 
51 Commercial loans for Bulgaria, India, Italy and Yugoslavia subject to a buyback operation which is  unsettled, and the loans are in arrears. 
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Table 14. Ethiopia: Balance of Payments, 2002103-2022123 11 
(In millions of U S  dollars, unless othemise indicated) 

2002/03 2003/04 2004105 2005106 2006107 2007108 2008/09 2009/10 2OlOil I 
Ell. Projections 

Trade balance 
Exports of  goods 

Coffee 
Other 

Fuel 
Cereals 
Aircraft 
Imports, excl. fuel, cereals. aircraft 

Imports ofgoods 

Nonfactor sewices (net) 
Exports o f  nonfactor sewices 

Imports o f  nonfactor services 

Income (net) 
Ofwhich: gross official interest payments 21 

Private transfers (net) 

Current account balance, excl. official transfers 
(in percent ofGDP) 

Excluding Ethiopian Airlines (EAL) imports 

Official transfers (net) 

Current account balance, incl. official transfers 
(in percent of GDP) 

Excluding EAL imports 

Capital account balance ( i d  errors and omissions) 
Foreign direct investment (net) 
Other investment (net) 

Official long-term loans 
Disbursements 

EAL loan 
Amonization 21 

Other public sector long-term loans (net) 31 

Errors and omissions 

Overall balance 

Financing 
Central bank (net; increase .) 

Reserves (increase .) 
Liabilities (increase +) 

Ofwhich: Fund credit (net) 
Commercial banks (net; increase -) 
Changes in arrears 
Debt relief(Pa6s Club II and 111, Naples terms) 41 

Financing gap 
Exceptional financing 51 
Traditional debt relief 
HlPC Initiative relief 
Residual gap 

Memorandum items: 
Exports of  goods (percent change) 

Export price index (percent change) 
Export volume index (percent change) 

Tom1 imports of goods (percent change) 
Import price index (percent change) 
Import volume index (percent change) 

Gross official resewes 
(in months of imports of goods and nonfactor services of  following year) 

Terms oftrade index (percent change; 1996197 = 100) 

1,458 
483 
165 
318 

1,940 
288 
273 

17 
1,362 

167 
657 

490 

-55 
-72 

495 

-850 
.12.8 

540 

-310 
-4.7 

472 
14 

349 
353 
443 

0 
90 
4 

108 

161 

-161 
-236 
-266 

30 
4 

-108 
0 

183 

0 
0 
0 
0 
0 

6.7 
-3.1 
10.1 
14.4 
7.0 
7.0 

93 I 
4.3 

-9.4 

-1,614 
518 
167 
351 

2,132 
305 
I20 
117 

1,590 

I69 
650 

481 

-54 
4 4  

454 

.1,045 
.14.2 
-12.6 

449 

-597 
-8.1 
-6.5 

473 
20 

453 
470 
577 
I I7  
I06 
-17 

0 

-123 

123 
.97 
.I 12 

15 
15 

-62 
0 

26 

255 
146 
21 
88 

0 

7.3 
3.4 
3.8 
9.9 
6.2 
3.5 

1.043 
4.6 

-2.6 

.l,621 
578 
196 
382 

2,199 
296 
110 
117 

1,675 

I83 
717 

534 

-65 
-100 

460 

.I,043 
-13.2 
-11.7 

400 

-643 
-8.1 
-6.7 

453 
50 

403 
417 
540 
117 
I23 
-14 

0 

-190 

190 
-38 
-42 

4 
4 

-45 
0 
0 

273 
I52 
24 
96 

0 

11.5 
4.1 
7.1 
3. I 

-0.1 
1.7 

1,084 
4.7 

4.2 

-1,598 
632 
206 
426 

2,230 
293 
80 
I I 7  

1,740 

200 
750 

551 

-72 
.I12 

484 

-985 
- 1 1 . 5  
-10.1 

374 

-611 
-7. I 
-5.8 

400 
70 

330 
345 
483 
1 I 7  
138 
. I5  

0 

.211 

21 I 
-75 
-67 

8 
8 

16 
0 
0 

270 
I so 
23 
97 
0 

9.5 
1.5 
7.8 
I .4 

-0. I 
1.4 

1,151 
5.0 

1.6 

-1,483 
703 
226 
477 

2,186 
298 

60 

1,828 

236 
803 

567 

-47 
-113 

498 

-796 
-8.6 

385 

411 
-4.4 

144 
70 
74 
91 

239 
0 

148 
-16 

0 

-267 

267 
-110 

.97 
-14 
-14 

0 
0 
0 

377 
25 I 
23 

I03 
0 

11.2 
3.9 
7.0 

-2.0 
0.3 

-3.0 

1,248 
5.4 

3.6 

-1,421 
772 
246 
526 

2,193 
316 
60 

1,817 

264 
860 

596 

-4 I 
-117 

513 

-685 
-6.8 

396 

-289 
-2.9 

I90 
90 

100 
I I 6  
260 

0 
144 
-16 

0 

-100 

IO0 
-294 
-272 
-22 
.22 

0 
0 
0 

394 
272 

16 
106 

0 

9.7 
2.5 
7.0 
0.3 
0.7 
4.3 

1.520 
6. I 

1.7 

. IS01 
843 
265 
578 

2,343 
344 
60 

1,939 

295 
920 

626 

-27 
-117 

522 

-711 
-6.5 

409 

-302 
-2.8 

180 
97 
83 
99 

24 I 
0 

I42 
.I6 

0 

-122 

122 
.250 
-228 

-2 I 
.2 I 

0 
0 
0 

372 
253 
II 

I07 
0 

9.2 
2.0 
7.1 
6.9 
1.5 
5.3 

1,748 
6.7 

0.5 

.l,575 
92 I 
283 
637 

2,496 
376 
60 

2,060 

328 
985 

657 

-14 
-116 

53 I 

-730 
-6.2 

417 

-312 
-2.6 

I77 
107 
71 
87 

23 I 
0 

144 
.I6 

0 

-135 

135 
.222 
-197 

-25 
-25 

0 
0 
0 

357 
244 

9 
I04 

0 

9.3 
2.0 
7.1 
6.5 
1.5 
5.0 

1,945 
6.9 

0.6 

-1,661 
1,009 

303 
706 

2,670 
410 

60 

2,200 

358 
1,054 

696 

4 
-116 

547 

-760 
-5.9 

426 

-335 
-2.6 

182 
I I5  
66 
82 

228 
0 

146 
-16 

0 

.I53 

153 
-196 
-168 

.28 
-28 

0 
0 
0 

349 
24 I 

5 
103 

0 

9.6 
1.8 
7.7 
7.0 
I .5 
5.4 

2,113 
7.0 

0.3 
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Table 14. Ethiopia: Balance o f  Payments, 2002103.2022/23 11 (concluded) 
(In millions of U S .  dollsn, u~less otherwise indicated) 

2003104. 2013114. 

Projcctioni Average Average 
2011112 2012113 2013114 2014115 2015116 2016117 2017118 2018119 2019120 2020121 2021122 2022/23 2012113 2022123 

Trade balance 
Exports of  goads 

Coffee 
Other 

Fuel 
Csreak 
AlWrafl 
Imports. excl. fuel. cereals, aimraft 

Imports of goods 

Nonfacror sswices (net) 
Expom of nonfastor sewices 
Imports of  nonfactor sewices 

Income (net) 
OJwhrch' grorr official intweEt payments 21 

private transfen ("$1) 

Current account balance, cxcl. omciai mnsfen 
(in pemsnt of GDP) 

Excluding Ethiopian Airlines (EAL) impom 

Offic1sl wnrfen (net) 

CuKcnf account balance, ind. official transfers 
(in p e r c ~ ~ t  ofGDP) 

Excluding EAL imports 

Capital B C E O U ~ ~  balance (id erron and omissions) 
Foreign direct ~ n ~ e s t m ~ n t  (net) 
Othsi investment (net) 

Official long-term loans 
Disbursements 

EAL loan 
Amanization 21 

Othm public sector long-term loans (net) 31 

EKWS and omissions 

Overall balance 

Financing 
Cenwl bank (net, increase .) 

Reserves (increase .) 
Liabilities (increase t) 

Ofwhich. Fund credit (net) 
Commercial banks (net; increase .) 
Changes Ln BKean 
Debt relief (Paris Club 11 and 111. Naples terms) 41 

Financing gap 
Exceptional financing 51 
Traditional debt rellef 
HlPC Initiative relief 
Residual gap 

Memorandum items: 
Exports of goods (percent change) 

Expon price index (percent change) 
Export volume indcx (percent change) 

Total imports of goods (percent change) 
lmpon price index (percent change) 
lmpon ~ o l u m e  index (p~%ent change) 

Gross official resewe~ 
(m months of imports ofgoods and nonfactor scrv~ces 

Terms of wade index (percent change: 1996197 = 100) 

-1,764 
1,106 

325 
781 

2,870 
448 

60 

2,362 

391 
1,129 

738 

5 
.I15 

56 I 

-806 
-5.8 

436 

-370 
-2.7 

182 
I25  
57 
75 

232 
0 

157 
. I7  

0 

.I87 

187 
.I67 
-147 

-2 I 
-2 I 

0 
0 
0 

355 
245 

4 
106 

0 

9.6 
1.8 
7.7 
7.5 
1.8 
5.6 

2,260 
of following year) 7.0 

0.0 

.1,869 
1,213 

348 
865 

3,082 
489 

60 

2,533 

426 
1,208 

782 

14 
-113 

590 

4 3 8  
-5.6 

447 

-391 
-2.6 

164 
136 
28 
48 

222 
0 

I75  
-19 

0 

-227 

227 
-111 
-101 
-10 
-10 

0 
0 
0 

338 
24 I 

3 
94 
0 

9.7 
1.8 
7.7 
7.4 
1.8 
5.5 

!,361 
6 8  

0 0  

-1.988 
1,331 

373 
958 

3,318 
533 

60 

2,725 

463 
1,292 

829 

21 
-112 

622 

-882 
4 . 4  

458 

-424 
-2 6 

193 
153 
40 
60 

246 
0 

185 
-2 I 

0 

-231 

23 I 
-124 
-115 

9 
9 
0 
0 
0 

355 
259 

I 
94 
0 

9.7 
1.8 
7.7 
7.7 
1.8 
5.8 

2,476 
6.7 

0.0 

-2,106 
1,460 

399 
1,060 
3,566 

582 
60 

2,924 

495 
1,382 

887 

28 
.I 12 

653 

.93I 
.5.3 

470 

4 6 1  
-2.6 

215 
173 
42 
62 

248 
0 

186 
.2 I 

0 

-246 

246 
-114 
- 1 1 1  

3 
3 
0 
0 
0 

360 
263 

I 
96 
0 

9.7 
1.8 
7.8 
7.5 
1.8 
5.6 

2,587 
6.5 

0.0 

,2232 
1,602 

427 
1.176 
3,834 

635 
60 

3,139 

530 
1,479 

949 

33 
. I13 

687 

.982 
-5 I 

479 

4 0 2  
-2.6 

240 
197 
43 
64 

252 
0 

188 
-2 I 

0 

-263 

263 
-104 
-104 

0 
0 
0 
0 
0 

366 
266 
I 

99 
0 

9 8  
1.8 
7.8 
7.5 
1.8 
5.6 

2,691 
6.3 

0.0 

-2,164 
1,760 

456 
1,304 
4,124 

693 
60 

3,371 

568 
1,583 

1,015 

38 
.I13 

723 

-1.035 
4 . 0  

489 

4 4 6  
-2.6 

281 
237 
44 
66 

256 
0 

I90  
-2 I 

0 

-265 

265 
-108 
.I08 

0 
0 
0 
0 
0 

371 
270 

0 
103 

0 

9.8 
1.8 
7.9 
7.5 
1.8 
5.6 

2,799 
6. I 

0.0 

.2,503 
1,933 

488 
1,445 
4,436 

758 
60 

3,618 

609 
1,695 

1.085 

41 
-116 

75 I 

-1,101 
-4.9 

499 

-603 
.2.7 

149 
298 

51 
72 

260 
0 

188 
.21 

0 

-254 

254 
-109 
-109 

0 
0 
0 
0 
0 

363 
274 
.25 
I 1 3  

0 

9.8 
1.8 
7.9 
7.6 
1.8 
5.7 

2,908 
5.9 

0.0 

4.648 
2,123 

52 I 
1,602 
4,772 

828 
60 

3,884 

653 
1,814 

1,161 

43 
-119 

781 

-1,171 
-4.8 

509 

-662 
-2.7 

370 
33 I 

39 
62 

264 
0 

202 
-22 

0 

-293 

293 
-66 
-66 

0 
0 
0 
0 
0 

358 
279 
-26 
106 

0 

9.9 
1.8 
7.9 
7.6 
1.8 
5.7 

2,974 
5.6 

0.0 

-2,801 
2,333 

557 
1,776 
5,134 

906 
60 

4,169 

700 
1,942 

1,242 

42 
-121 

813 

-1,246 
4 .7  

519 

-728 
-2.7 

374 
345 

29 
52 

266 
0 

213 
.24 

0 

-353 

353 
36 
36 
0 
0 
0 
0 
0 

317 
281 
.30 
67 
0 

9.9 
1.8 
7.9 
7.6 
1.8 
5.7 

2,938 
5 1  

0.0 

-2.961 
2,564 

595 
1,969 
5,525 

990 
60 

4,475 

75 I 
2,079 

1,328 

36 
-123 

846 

-1,328 
-4.6 

529 

.799 
-2.8 

393 
375 

19 
44 

269 
0 

226 
-25 

0 

-406 

406 
86 
86 
0 
0 
0 
0 
0 

320 
285 
-32 
67 
0 

9.9 
1.8 
8.0 
7.6 
1.8 
5.7 

2,851 
4.7 

0.0 

.A129 
2,818 

636 
2,181 
5,947 
1,083 

60 

4,804 

83 I 
2,225 

1,394 

41 
-127 

872 

, 1 3 6  
-4.4 

534 

-851 
.2.7 

411 
405 

6 
33 

273 
0 

240 
.27 

0 

-440 

440 
290 
290 

0 
0 
0 
0 
0 

325 
289 
-35 
70 

0 

9.9 
1.8 
8.0 
7 6  
1.8 
5.7 

2,736 
4.2 

0.0 

-3,305 
3,097 

680 
2,416 
6,402 
1,185 

60 

5,157 

918 
2,382 

1,464 

30 
.I29 

899 

.1,458 
-4.3 

540 

-918 
-2.7 

422 
437 
-15 
14 

278 
0 

263 
-29 

0 

-496 

496 
278 
278 

0 
0 
0 
0 
0 

333 
294 
4 7  
76 

0 

9.9 
1.8 
8.0 
7.6 
1.8 
5.7 

2.573 
3.8 

0.0 

-1.611 
829 
256 
573 

2,440 
357 

73 
35 

1,975 

285 
908 

623 

-30 
-110 

516 

-840 
-8.4 
-3.4 

414 

-426 
-4.4 
.2.3 

255 
88 

I67 
183 
325 

35 
142 
-16 

0 

-171 

171 
-156 
-143 

-13 
-13 

9 
0 
3 

334 
220 

14 
100 

0 

9.7 
2.5 
7.0 
4.8 
1.5 
3.5 

1,647 
6 0  

1.0 

-2,604 
2,102 

513 
1.589 
4,706 

819 
60 
0 

3,827 

652 
1,787 

1,135 

35 
-119 

765 

.],I52 
-4.8 
0.0 

503 

.650 
-2.7 
0.0 

325 
295 

30 
53 

26 I 
0 

208 
4 3  

0 

4 2 5  

325 
7 
8 
I 
1 
0 
0 
0 

347 
276 
- I 8  
89 
0 

9.8 
1.8 
7.9 
7.6 
1.8 
5.7 

2.753 
5.5 

0.0 
~ 

Sourcer. Ethiopian authonties, and Fund staff estimates and projections. 

11 Data penain to the period h l y  8-Iuly 7. Coniistcnt with disbursements assumptions of the debt swrainabiliry analysis, data includc new loen comm~lmcnts from IDA.  
21 lncludsr debt sewice 10 Rwria on mble-denommstsd debt afler up-front discount. 
31 Public enterprises. 
41 includes 1997 and 2001 P a m  Club rescheduling agreements (including Russia) under Naples terms, 2002 Paris Club topping-up l o  Cologne tcrms, 
and HlPC l n i t d v e  intenm relief including estimates of reliefbeyond HlPC end relief on non-Paris Club dcbl under negotiation 
51 ~ a i a n c e  of payments wppon from the World Bank (Poveq Reduction Suppon Credit) and Ahcan Development Bank ( r t l ucm l  adjustment loan) 
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Table 19. HIPC Initiative: Status of Country Cases Considered Under the Initiative, End-January 2004 

Target Estimated Total 
NPV of Debt-to- Assistance Levels I1 Percentage Nominal Debt 

Decision Completion Gov. (In millions of U.S. dollars; present value) Reduction Service Relief 
Country Point Point Exports revenue Multi- World in NPV of (In millions of 

(in percent) Total Bilateral lateral IMF Bank Debt 21 U.S. dollars) 

Completion point reached under enhanced framework 
Benin 
Bolivia 

Original framework 
Enhanced framework 

Original framework 
Enhanced framework 
Topping-up 31 

Original framework 
Enhanced framework 

Original framework 
Enhanced framework 

Burkina Faso 

Guyana 

Mali 

Mauritania 
Mozambique 

Original framework 
Enhanced framework 

Nicaragua 
Tanzania 
Uganda 

Original framework 
Enhanced framework 

Jul. 00 

Sep. 97 
Feb. 00 

Sep. 97 
Jul. 00 

... 

Dee. 97 
Nov. 00 

Sep. 98 
Sep. 00 
Feb. 00 

Apr. 98 
Apr. 00 
Dec. 00 
Apr. 00 

Apr. 97 
Feb. 00 

Mar. 03 150 

Sep. 98 225 
Jun. O I  150 

Jul. 00 205 
Apr. 02 I50 
Apr. 02 150 

May99 I07 280 
Dee-03 150 250 

Sep. 00 200 
Mar. 03 I50 

Jun.02 137 250 

Jun.99 200 
Sep. 01 150 
Jan. 04 150 

Nov.01 150 

Apr. 98 202 
May 00 I50 

Decision point reached under enhanced framework 
Cameroon Oct. 00 Floating 
Chad May. 0 1 Floating 
Congo, Democratic Rep. of Jul. 03 Floating 
Ethiopia Nov. 01 Floating 
Gambia, The Dec. 00 Floating 
Ghana Feb. 02 Floating 
Guinea Dec. 00 Floating 
Guinea-Bissau Dec. 00 Floating 
Honduras Jun. 00 Floating 
Madagascar Dec. 00 Floating 
Malawi Dec. 00 Floating 
Niger Dec. 00 Floating 
Rwanda Dec. 00 Floating 
SBo Tom6 and Pnncipe Dec. 00 Floating 
Senegal Jun. 00 Floating 
Sierra Leone Mar. 02 Floating 
Zambia Dec. 00 Floating 

Cbte d’lvoire Mar. 98 41 ... 
Preliminary HIPC Initiative document issued 

Total assistance providedkommitted 

Preliminary HIPC Initiative document issued 
CBte d’Ivoire 71 ... ... 

150 
150 
150 
150 
150 

150 
150 
110 250 
150 
150 
150 
150 
150 
133 250 
150 
150 

69 250 

141 280 

91 250 

265 
1,302 

448 
854 
553  
229 
I95 
129 
59 1 
256 
335 
539 
I 2 I  
417 
622 

2,023 
1,717 

306 
3,308 
2,026 
1,003 

347 
656 

1,260 
170 

6,311 
1,275 

67 
2,186 

545 
416 
556 
814 
643 
52 1 
452 

97 
488 
600 

2,499 

345 

3 1,475 

2,569 

77 189 
425 876 
I57 291 
268 585 

83 469 
32 I96  
35 I61 
16 112 

223 367 
91 I65 

I32 202 
169 370 
37 84 

I32 285 
261 361 

1,270 753 
1,076 641 

194 I12 
2,175 1,134 
1,006 1,020 

183 820 
73 274 

I10 546 

874 324 
35 134 

3,837 2,474 
482 763 

17 49 
1,084 1,102 

215 328 
212 204 
215 340 
457 357 
163 480 
211 309 

56 397 
29 68 

193 259 
205 354 

1,168 1,331 

163 182 

15,489 15,815 

1,027 918 

24 
84 
29 
55 
57 
22 
22 
14 
75 
35 
40 
59 
I 4  
45 
47 

143 
I25 

18 
82 

120 
160 
69 
91 

37 
18 

472 
34 

2 
112 
31 
12 
30 
22 
30 
28 
44 

45 
123 
602 

23 

84 
194 
54 

I40 
23 1 
91 
79 
61 
68 
27 
41 

185 
43 

I43 
100 
443 
381 

62 
191 
695 
517 
160 
357 

179 
68 

83 1 
463 

22 
781 
152 
93 
98 

252 
331 
170 
228 
24 

124 
122 
493 

91 

2,517 61 7,230 

166 438 

31 

I 4  
30 

27 
30 
24 

24 
40 

9 
29 
50 

63 
27 
73 
54 

20 
37 

27 
30 
80 
47 
27 
56 
32 
85 
18 
40 
44 
54 
71 
83 
19 
80 
63 

460 
2,060 

760 
1,300 

930 
400 
300 
230 

1,353 
634 
71 9 
895 
220 
6 75 

1,100 
4,300 
3,700 

600 
4,500 
3,000 
1,950 

650 
1,300 

2,000 
260 

10,389 
1,930 

90 
3,700 

800 
790 
900 

1,500 
1,000 

900 
800 
200 
850 
950 

3,850 

6 51 800 

52,257 

37 3,900 

Sources: IMF and World Bank Board decisions; completion point documents; decision point documents, preliminary HIPC Initiative documents; and staff calculations. 

I1 Assistance levels are at countries’ respective decision or completion points, as applicable. 
21 In percent of the net present value o f  debt at the decision or completion point (as applicable), after the full use of traditional debt-relief mechanisms. 
31 Topping up amount to be disbursed pending receipt of satisfactory financing assurances. 
41 CBte dIvoire reached its decision point under the original framework in March 1998. The total amount of assistance committed thereunder was US$345 million in NPV 
51 Nonreschedulable debt to non-Paris Club official bilateral creditors and the London Club, which was already subject to a highly concessional restructuring, i s  
excluded from the NPVof debt at the completion point in the calculation of this ratio. 
61 Equivalent to SDR 1,695 million at an SDRs per U S  dollar exchange rate of 0.6732, as of February 2, 2004. 
71 I t  i s  suggested that enhanced HIPC Initiative relief for CBte d’Ivoire overtake the commitments made under the original HIPC framework. 

terms. 
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APPENDIX 

Debt Management 

Ethiopia’s external debt-monitoring and debt-management system i s  run by the Credit and 
Investment Department in the Ministry o f  Finance and Economic Development (MOFED). I t  
currently uses the UNCTAD-DMFAS (Version 4.1) system for maintaining a detailed loan-by- 
loan database on government direct debt, government-guaranteed debt, and public enterprise 
direct debt. F rom this system, reports can be produced on both debt service due and actual debt 
service o n  a monthly, quarterly, and annual basis. Information o n  loan agreements is provided to 
the debt unit directly by creditors, and a fairly good documentation on government and public 
sector debt i s  maintained. Reconciliation o f  existing loan data with creditors i s  made infrequently 
and only in the context o f  debt negotiations. Although the existing system can and has produced 
the detailed extemal debt data necessary for running debt sustainability analyses and deriving the 
NPV o f  debt in the context o f  the enhanced Initiative for Heavi ly Indebted Poor Countries (HIPC 
Initiative), i t has major deficiencies and f u l f i l l s  only the basic operational and analytical needs o f  
the debt unit. 

At present, the system i s  incapable o f  handling information o n  private extemal debt and domestic 
public debt. In addition, i t is not installed in a network environment and i s  thus not accessible to 
al l  debt-management staff and other agencies involved in debt management. Also, the level of 
staff with sufficient training to carry out even basic debt-management functions i s  inadequate. 
Some staff training has been provided by Debt Rel ief  International o n  renegotiation techniques, 
debt sustainability analysis, and debt strategy design, but more i s  needed and additional training 
on the use o f  the new version o f  the D M F A S  software is considered a priority. In addition, 
regular training support i s  felt to be necessary to ensure that the staff i s  able to  master the 
necessary techniques. Crucially, an adequate number o f  staff must be acquainted with modem 
techniques and skills of debt renegotiation and have an understanding o f  Paris Club terms and 
the entire HIPC Initiative framework. In this respect, capacity building and training in debt 
management, together with an upgrade in computer hardware and software, have been identified 
by the debt unit as critical areas for development, a view shared by Fund and IDA staffs. 
Ethiopia has completed the self-assessment questionnaire as part o f  the jo in t  Bank-Fund review 
on debt management capacity in HIPC Initiative countries. I t  i s  intended that the results o f  this 
review wil l be shared with the main agencies/donors providing assistance and capacity building 
in debt management and thus provide a starting point for further assistance efforts aimed at 
achieving and maintaining long-term external debt sustainability. 

In addition to the concerns noted above, there is some weakness in coordination amongst 
government agencies, including the National Bank o f  Ethiopia WE) ,  which compiles the 
balance o f  payments statistics. There is no established committee or  working group that 
facilitates the f low o f  information and debt-strategy coordination, and information is exchanged 
between different units dealing with external debt management only when deemed necessary. As 
a result, the link between external debt management and the formulation o f  macroeconomic 
policies i s  weak. In addition, there are n o  formal procedures to  track the public sector’s debt- 
servicing needs and their impact o n  the budget and the balance o f  payments; Such discussions 
take place o n  an ad hoc basis. The staffs have encouraged regular meetings in the context o f  a 
program monitoring committee under the Poverty Reduction and Growth Faci l i ty (PRGF) 
arrangement. This general lack o f  coordination also means that information o n  aid and loan- 
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financed projects i s  not readily available for incorporation in public investment projections and a 
medium-term expenditure fiamework. In addition, although Ethiopia maintains a prudent policy 
o f  contracting only concessional debt, i t s  evaluation o f  new borrowing proposals is  made 
independently o f  the existing loan portfolio, making possible the buildup o f  debt-service 
obligations, which could have adverse implications for the future. 

The staffs support the view o f  the debt unit that the coordination and working relationship 
between the MOFED and the NBE must be strengthened, and procedures established to ensure a 
timely and adequate flow and exchange o f  information. As a first step, the NBE’s staff was 
encouraged to accompany the joint IMF/IDA mission in all discussions it had with the debt unit, 
and was kept informed o f  the process by which debt relief was being calculated and presented in 
the balance o f  payments. The need for the establishment o f  a clearly defined borrowing policy, 
which includes analysis o f  the macroeconomic effect o f  new borrowing prior to acquiring new 
loans, was also stressed. 


