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During Parliament's fiscal year closing session, the Government 
approved the FY2026/27 national budget of Birr 2.3trn (~ $14.6bn), 
equivalent to about 10.9% of GDP, representing a 21% nominal 
increase over the previous fiscal year. With inflation currently at 
around 11% (moving average as of June 2026), the budget implies 
real expenditure growth of approximately 10–11%, indicating that 
fiscal policy remains expansionary in real terms despite moderating 
inflation. The Government expects to mobilize approximately Birr 
1.8trn from revenues and grants, resulting in an estimated fiscal 
deficit of around 2.4% of GDP, reflecting a relatively prudent fiscal 
stance that seeks to balance growth-oriented public spending with 
fiscal sustainability. However, the effectiveness of the budget will 
ultimately depend on the Government's ability to achieve its 
ambitious revenue targets while maintaining macroeconomic 
stability through effective expenditure management, inflation 
control, and prudent public debt management.  

 
• Revenue: The Government projects Birr 1.8trn(~$11.5bn) in revenue and 

grants for FY2026/27, representing a 22% increase over the previous 
fiscal year. Tax revenue will remain the primary source of government 
financing, accounting for 82% of total collections, while non-tax revenue 
is expected to contribute 7%. The remaining 11% is projected to come 
from grants, highlighting the government's reliance on domestic revenue 
mobilization while maintaining support from development partners. To 
support these ambitious targets, the authorities have introduced a series 
of tax policy measures expected to generate Birr 78bn, equivalent to 
approximately 0.35% of GDP. These measures include the removal of 
selected tax holidays, the reduction of customs duty exemptions, and 
other reforms aimed at broadening the tax base and improving revenue 
efficiency. While these reforms are expected to strengthen fiscal 
sustainability and reduce dependence on borrowing, their success will 
depend on effective implementation, taxpayer compliance, and the 
government's ability to balance higher revenue collection with 
maintaining a competitive business environment and encouraging 
private sector investment. 
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• Expenditure: Total government expenditure for FY2026/27 is budgeted 
at Birr 2.3trn, with recurrent expenditure accounting for 52.9% of the 
budget, capital expenditure 24.3%, and subsidies to regional 
governments approximately 22.3%, while Sustainable Development 
Goals (SDGs)-related spending remains fixed at Birr 14bn (0.6%). The 
expenditure framework reflects the government's effort to balance 
development priorities with emerging fiscal pressures. A significant share 
of the budget has been directed toward meeting rising domestic and 
external debt service obligations, while also cushioning the impact of 
higher global commodity prices. In response to increased fuel and 
fertilizer costs associated with geopolitical tensions in the Middle East, 
the government has allocated Birr 100bn in fertilizer subsidies and Birr 
20bn in fuel subsidies to mitigate inflationary pressures and support 
agricultural production. In addition, Birr 116bn has been earmarked 
through Treasury bill financing to strengthen the capital base of the 
Ethiopian Petroleum Supply Enterprise, ensuring adequate fuel supply. 
While these interventions are expected to support price stability and 
economic activity in the short term, it also may increase fiscal pressures 
and underscore the importance of effective expenditure management 
and continued domestic revenue mobilization to preserve fiscal 
sustainability. 

 
• Debt Service: Of the Birr 2.3trn budget approved for FY2026/27, roughly 

23% is allocated to public debt servicing — underscoring the growing fiscal 
burden of debt repayment. As of December 2025, total public debt stood at 
approximately $52bn, of which 66% was external. Despite external debt still 
making up the majority of the stock, its share of the FY2026/27 debt service 
allocation is 54%, with the remaining 46% going toward domestic 
obligations. Notably, the domestic debt servicing budget has grown 52% 
year-on-year, reflecting a strategic shift away from concessional external 
borrowing toward market-based domestic financing through Treasury bills. 
This shift aligns with the broader macroeconomic reform agenda — 
promoting market-oriented financing, strengthening monetary policy 
transmission, and reducing external dependence. However, heavier reliance 
on domestic borrowing risks raising debt servicing costs and crowding out 
private-sector credit, unless accompanied by deeper capital markets and 
stronger fiscal performance. Going forward, meeting revenue targets, 
maintaining prudent debt management, and sustaining robust growth will 
be essential to keeping the higher debt service burden manageable — 
without constraining future development spending. 
 

• External Financing: The FY2026/27 budget projects Birr 193.7bn in external 
financing, of which Birr 162.8bn is expected to be mobilized through direct 
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budget support, while the remaining Birr 30.9bn will come from multilateral 
and bilateral development partners. This represents a 39% increase 
compared with the previous fiscal year, signalling a continued recovery in 
external financing after several years of constrained inflows. The increase 
reflects growing confidence among international development partners, 
supported by the government's ongoing macroeconomic reform program, 
progress in restoring macroeconomic stability, and strengthened 
engagement with international financial institutions and bilateral donors. 
Reinforcing this positive outlook, the IMF recently approved the fifth review 
under Ethiopia's Extended Credit Facility (ECF) arrangement, bringing total 
disbursements to $2.647bn, equivalent to approximately 74% of the total 
ECF commitment. The continued IMF support not only provides additional 
balance-of-payments financing but also serves as a strong policy signal to 
other development partners and investors, potentially catalysing further 
concessional financing and private capital inflows. 

 
• Domestic Financing: The FY2026/27 budget financing strategy reflects the 

government's transition toward market-based domestic debt financing 
under the macroeconomic reform program, with domestic borrowing 
expected to finance approximately two-thirds of the total budget financing 
requirement. With direct advances from the National Bank of Ethiopia (NBE) 
having been discontinued, the government's domestic financing needs will 
be met exclusively through the issuance of Treasury bills (T-bills). This 
reflects the government's continued commitment to its macroeconomic 
reform agenda in favour of market-based financing. This shift is intended to 
reduce monetary financing of the fiscal deficit, contain inflationary 
pressures, strengthen monetary policy transmission, and enhance overall 
macroeconomic stability. At the same time, increased T-bill issuance is 
supporting the development of Ethiopia's domestic debt market by 
broadening investor participation, improving price discovery, and 
establishing a more credible, market-based yield curve. This is reflected in 
the sharp rise in T-bill yields, with the 364-day T-bill rate exceeding 20%, 
significantly above the NBE's 15% policy rate, indicating both market-based 
pricing and the government's substantial financing needs. While the 
transition to market-based financing represents a significant structural 
reform and is expected to improve fiscal transparency and policy credibility, 
it also comes at a higher cost. Elevated T-bill yields increase the 
government's borrowing and debt servicing costs while creating incentives 
for commercial banks and institutional investors to allocate more funds to 
government securities rather than private sector lending. Over time, this 
could crowd out private investment, particularly for small and medium-
sized enterprises, potentially slowing credit growth and economic 
expansion.  
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Key Budget Highlights in Figures 
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         Composition of Government Revenue — FY2026/27 

         Birr 1,612bn total revenue across 15 categories 
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         Largest Increase in Federal Government Expenditure         

             Top 10 Sectors Compared to Last Year 
  Health recorded the largest budget increase (+81.7%), signalling a strong policy emphasis on human capital 
development 

 

 
 
       External Financing and Grant Support— FY2026/27 

       Birr 398.5bn: External loans (193.7bn) and grants (204.8bn) 

 



 

 
RESEARCH & ANALYTICS 

 

 
Disclaimer: This report represents solely the views, analysis, and judgement of the Cepheus research team and does 
not necessarily reflect the views or opinions of the Fund’s Managing Partners, Advisors, or Investors. 

 

9 

Appendix  

 



 

 
RESEARCH & ANALYTICS 

 

 
Disclaimer: This report represents solely the views, analysis, and judgement of the Cepheus research team and does 
not necessarily reflect the views or opinions of the Fund’s Managing Partners, Advisors, or Investors. 

 

10 

 

 



 

 
RESEARCH & ANALYTICS 

 

 
Disclaimer: This report represents solely the views, analysis, and judgement of the Cepheus research team and does 
not necessarily reflect the views or opinions of the Fund’s Managing Partners, Advisors, or Investors. 

 

11 

 
 



 

 
RESEARCH & ANALYTICS 

 

 
Disclaimer: This report represents solely the views, analysis, and judgement of the Cepheus research team and does 
not necessarily reflect the views or opinions of the Fund’s Managing Partners, Advisors, or Investors. 

 

12 

 

 
 



 

 
RESEARCH & ANALYTICS 

 

 
Disclaimer: This report represents solely the views, analysis, and judgement of the Cepheus research team and does 
not necessarily reflect the views or opinions of the Fund’s Managing Partners, Advisors, or Investors. 

 

13 

 
 

 
 
 
 



 

 
RESEARCH & ANALYTICS 

 

 
 
Disclaimer: This report represents solely the views, analysis, and judgement of the Cepheus research team and does not necessarily reflect the views or opinions 
of the Fund’s Managing Partners, Advisors, or Investors. 

 

14 

 
 

 


