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Abstract

Understanding the nature of national savings behavior is critical in designing policies to
promote savings and investment which in turn enhance economic growth through capital
formation. This paper empirically examines the determinants of savings in private commercial
banks of Ethiopia for the 2001-2015 periods. From total of sixteen private Banks which are
engaged in commercial activities, six selected based on the historical time formation of banks.
The conceptual framework for this study is originally derived from Life-Cycle model and
appropriately modified to accommodate the peculiarities of a developing country and builds on
the existing cross-country literature on determinant of saving mobilization. The researcher
adopted Quantitative research approach. Bank specific and macroeconomic variables were
analyzed by using the balanced panel fixed effect regression model. Different diagnostic tests
(test for assumption of Homoscedasticity, Autocorrelation, Normality, average value of the error
is zero and independent variables are non-stochastic) were conducted to check the
appropriateness of the model. The results reveal that disposable income, real GDP growth,
branch expansion, are positively and statistically significant on bank deposit growth; whereas,
loan to deposit ratio (bank’s liquidity)influence is negatively and statistically significant on bank
deposit growth. Deposit rate and profitability had insignificant positive influence on bank
deposit growth. Whereas population growth and capital to loan ratio (capital adequacy) had
insignificant negative influence on bank deposit growth. The study implies that stimulation of
economic growth is most important factors that affect bank deposit growth. The research
recommends that private commercial banks should have to intensify branch expansion to areas
where there are potential deposit sources even to remote locations .moreover, private
commercial banks required to have enough liquid assets to meet the demand for cash outflows

so as to generate and sustain public confidence of the depositors.

Keywords:. Private commercial Banks, Bank deposit, Regression Analysis
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CHAPTER ONE

1.1 Background of the Study

Resources for development can be mobilized from domestic or external sources. The external
sources can be foreign direct investment and other forms of private foreign investment; export
earnings from international trade; foreign aid and technical cooperation; and the proceeds of
debts forgiven by international creditors. Domestic resources, on the other hand, stem from
households, firms, and governments (Culpeper & Bhushan, 2008). Households generate savings,
firms generate profits and net earnings, and governments generate taxes and other public
revenues. However, it is argued here that the crucia difference between domestic and external
resource mobilization rests not only on the origin, but also on the application, of the resourcesin
guestion. In other words, there are typically significant differences between the motivations for,
and impact of. For example, most of foreign aid and debt relief motivated by political objective
of the donors and creditors, foreign direct investment responds to the commercial profit
opportunities of, and retained earnings flow to, foreign investors. So it would be difficult, indeed
impossible, to meet domestic development objectives principally through mobilizing external

resources.

Resource mobilization is an integral part of banking activity. Bank deposits have certain peculiar
features which combine the cannons of liquidity, profitability and security. Deposit mobilization
is the most important function of commercia banks since their successful functioning depends

on the extent of funds mobilized.

Saving and investment are two main macroeconomic variables that are closely related with one
of the main problems of economics growth. Investment requires saving obtained either from
national or international source. In examining the relation of national saving and investment,
(Kayikel, 2012) have confirmed the predictions about the behavior of saving and investment;
they move together in the long run. Knowing the nature of national savings behavior is a
fundamental thing in designing policies to promote savings and investment which in turn
enhance economic growth through capital formation(Kudaisi, 2013). Based empirical evidence
cited (Carroll, Overland, & Weil, 2000) indicates that increases in growth tend to be followed by
increases in saving. (Feldstein & Charles, 1980) found empirical evidence against the capital
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mobility for the Organization of Economic Cooperation and Development (OECD) countries that
domestic investment is largely determined by the national savings. (Ozcan, Gunay, & Ertac,
2003) has dso indicate despite the importance of international flows of capital, the most
important factor for a country’s investment is indeed its own savings. Studies indicate that
unsatisfactory growth performance in developing countries has been attributed to poor saving
and investment (Nwachukwu & Odigie, 2011), (Loayza, Schmidt-Hebbel, & Servén, 2000),
(Khan & Villanueva, 1991).

As financia intermediaries, banks are in the business of attracting deposits from individuals,
businesses, and other organizations and then lending such funds to their customers with current
credit needs. A bank’s success in finding depositors consequently plays a critical role in its
ability to satisfy customer credit demands and perform other banking functions. Moreover, much
of a bank’s profitability is derived from gathering deposits at one set of interest rates and then
lending or investing these funds at higher rates. These key roles that deposits play in overall bank
performance have thus drawn much attention to bank funding practices and the ability of
individual banks to maintain or expand their deposit base (Harvey & Spong, 2001). On the other
hand, (Browning & Lusardi, 1996) list eight depositor’s motives in saving which are identified
by M.J(1936) . These are

i. ToBuilding up areserve against unforeseen contingencies (the precautionary motive)

ii. To provide for an anticipated future relationship between the income and the needs of the
individual (the life —cycle motives),

iii. Toenjoy interest and appreciation (the inter-temporary substitution motive),
iv. Toenjoy agradual increase in expenditure (the improvement motive),

v. Toenjoy sense of independence and the power to do thing , though with out a clear idea

of definite intention of specific action (the independence motive),

vi. To secure a masse de maneuver to carry out speculative or business projection (the

enterprise motive),
vii. To bequeath afortune (the bequest motive ),and
viii. To satisfy pure miserliness, i.e.,, unreasonable but insistent inhibition against acts to

expenditure as such (the avarice motive)
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Compared to most countries, Ethiopia has taken a cautious approach toward the liberalization of
its banking industry. For al intents and purposes, its industry is closed and generaly less
developed than its regiona peers. The industry comprises one state-owned development bank
and dominant Commercial Bank of Ethiopia (CBE) with assets accounting for more than 70
percent of the industry’s total holdings and sixteen private domestic commercial bank. ((IMF),
2013). The banking industry’s nonperforming loan ratio is commendably low, and profitability is
good, but the dominance of public sector banking certainly restricts financial intermediation and
economic growth. It contrasts with regiona and international peer countries where banking

industries have a much higher share of private sector and foreign participation.

The underdevel opment of the banking industry in Ethiopia can be seen in the small proportion of
the population that has a deposit account, less than 8 percent. This underdevelopment restricts
economic growth because it dramatically reduces the ability of the banking industry to offer
savings products, which in turn hinders greater bank lending to business and entrepreneurial
developments (Keatinge, 2014).

Before ten years, According to (Amha & Alemu, 2014) Commercial banks of Ethiopia focused
on the delivery of credit and failed to focus on the provision of saving services for a number of

reasons. These include:

|. The limited investment opportunities in the economy which limited the opportunities to

convert deposit or saving into investment ;

I1. The excess liquidity in formal financial institution which discouraged finance providers

from mobilizing saving;

[11. The limited number of financia intermediaries in Ethiopia focusing in urban areas and

hardly reaching the excluded population in rural areas, particularly in remote areas,

V. Misguided notion of finance providers, particularly forma banks, that low-income people

are too poor to save and are un-bankable;

V. Practitioner believe that the transaction costs to mobilize from the poor and in remote areas

ishigh;
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VI. The unsubstantiated belief that poor households aren’t creditworthy ,risky and financial
service cannot be provided to the poor on a profitable basis at low transaction costs

contributed to the exclusion of poor households from accessing financial services,
VII. Subsidized loans provided to financial intermediaries discourage saving mobilization ;
VIII. Limited understanding and education on the role of household saving ;

IX. Lack of financial intermediaries which the client trust and finance providers which trust the

financially excluded population has also limited financial access to poor household ;

X. Inadequate financia infrastructure has limited the capacity of financial intermediaries to

mobilize public saving .particularly in rural and remote areas; and

XI1. The limited technical and financial capacity of financia intermediaries to mobilize public
saving .These include lack of client-centered saving product ,inadequate incentive system
for staff and Branches mobilizing savings, lack of back and front—office technology,

inadeguate risk management system etc.

Currently there is an increasingly growing public and private investment in Ethiopia in the area
of infrastructure, agriculture, manufacturing, and processing etc. which seeks for continues
supply of finances. Financial assistance from other is not dependable and unfortunately decisions
are made beyond the financia criteria. Moreover, the donation of funding is unpredictable and
difficult to plan for long term investment in the economy. This calls for urgent mobilization of
financial resources domestically. Thus, banks have a major responsibility to mobilize deposit to
reduce dependence on external resources.

1.2 Statement of Problem

In developing economy, the commercia banks are recognized for their vital role in the economy
to enable to continue to meet the ever growing demand for credit. Commercial banks have
assumed greater responsibilities in mobilizing domestic resources for financing the priorities of

the economy.

In this regard, Public sector banks will inevitably lead investment in key developmental projects
such as those involving infrastructure, but broad-based development is required in order to create
sustainable economic growth, and this investment typically comes from private sector banks as
their deposit base grows. Expanding private sector banking needs to be encouraged so that the
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national savings rate increases dramatically. As a result, investment in businesses and the
broader economy can be undertaken from this base of funding stability rather than through the

use of international borrowing.

Expanding private sector banking and increasing financia intermediation are key elements of
this much-needed reform that will underpin economic growth. The most recent available data
indicate that Ethiopia is falling behind its sub-Saharan African peers, with credit to the private
sector equal to only 14 percent of gross domestic product (GDP), a reduction of 5 percentage
points since 2004, compared with the rising-peer average of 23 percent (Keatinge, 2014).

Currently, total deposit of private commercial banks is 34 % of total deposit of al banks in

Ethiopia. Thisisalso very small when it compares with sub —Saharan peers. (addisfortune.net)

Hence, commencing from the year 2009 the government of Ethiopia has forced to take further
steps to strengthen the financial sector in order to achieve the five years Growth and
Transformation Plan (GTP). However, some of the measures that had been taken by the
government were likely to weaken financial intermediation and make the playing field between
private and public banks more uneven as the public banks have a competitive advantage over
private banks. For instance, National Bank of Ethiopia (NBE, 2011) issued a directive effective
from April 4, 2011 that requires private commercia banks to hold 27 percent of the gross loan
extension in a 5 year bill a an interest rate of 3 percent per annum. This bring private
commercial Bank’s loanable fund tied up in a less profitable investment. However, CBE and
DBE are gaining competitive advantageous as they are set free from purchasing of bonds. In
addition, Households partial saving for low cost house of condominium projects are alowed to
be deposited only in CBE. Thisis also other competitive advantage given to public Bank. Data
accessed from the financial statements of private commercial banks indicated that liquidity (Loan
to Deposit ratio) of private commercia banks after the directives enactment is higher than before
the directive enactment reflecting that the reduction of liquid asset of banks to repay its liability.
It was 62%, on average before the enactment of the directive and 76% on average after the

enactment of the directive marking 14 percentage increases (Shibiru, 2014).

These indicates that discriminatory policies likely to decrease the deposit mobilization of private

Banks and made the Banks unable to fulfill the credit demand of their clients.
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Moreover, in the contexts of Ethiopia, the related research has mostly focus on only one public
Bank (Commercial Bank of Ethiopia) and little attention is given to Private commercial Banks.
In addition to this, there is adso inconsistency finding among researcher. According to Hibret
(2015) and Shemsu (2015) finding , interest rate has positive relation with deposit however
Giragn (2015) reveals that deposit interest has negative relation with deposit . Giragn (2015) and
Waubitu (2012) found that Branch expansion had positive and significant effect on total deposit.
As opposed to this finding, Tizita (2014) reported that branch expansion has negative effect on
private saving in the short term. According to Yitbarek &Hibret (2015) and Giragn (2015)
finding economic growth has positive and insignificant to deposit mobilization however
Bahredin (2016) revalues that economic growth is the most important factors to deposit

mobilization.

This is therefore; the number of studies conducted so far on deposit mobilization are limited in
number , scope and have inconsistency funding further study is required. So this study is helpful
in filling this research gap by identifying the factors that affect the deposit mobilization of the
Private commercia banks of Ethiopiain order to manage and control through different strategies

in the future.

In order to increase deposit of private commercial Banks of Ethiopian, understanding the nature
of households saving behavior is critical so senior Managers of private Commercial Banks would
benefit from the research by understanding the real determinant factors that affect deposit
mobilization and design strategies to minimize tradeoffs. Academicians will also use it in

examining the relationship between bank deposit and its stated factors
1.3 Objective of Study

The main objective of this study isto examine what determine private commercial banks’ deposit

in Ethiopia economy. The specific objectives of the study are

» To examine the effect of Disposable income and real GDP on private commercia banks’
deposit

» To examine the effect of Population growth rate and deposit rate on private commercia
banks’ deposit

» To examine the effect of capital adequacy and Bank’s liquidity on private commercial
banks’ deposit

Determinants of Deposit in Ethiopian Private Commercial Banks 6



» To examine the effect of Branch Expansion and profitability on private commercia

banks’ deposit
1.4 Resear ch Questions
» How does deposable income affect private commercial banks’ deposit?
How does population growth rate affect private commercia banks’ deposit?
How does deposit rate affect private commercia banks’ deposit?
How does GDP growth rate affect private commercial banks’ deposit?
How does Branch expansion affect private commercial banks’ deposit?

How does profitability affect private commercial banks’ deposit?

YV V Vv ¥V VYV VY

How does Bank liquidity affect private commercial banks’ deposit?
» How does adequacy capital affect private commercia banks’ deposit?
1.5 Hypotheses of the Study

The purpose of this study mainly focuses on to identify the determinants of deposit on Ethiopian
private commercial banks. In order to evaluate and identify the determinants and to break down
the research questions, the following major hypotheses will be tested in the case of Ethiopian
private commercial banks.

H1: Disposable income has positive and significant impact on bank’s deposit
H2: Real GDP growth has positive and significant impact on bank’s deposit
H3: Population Growth has positive and significant impact on bank’s deposit
H4: Deposit rate has positive and significant impact on bank’s deposit

H5: Branch expansion has positive and significant impact on bank’s deposit
H6: Bank’s liquidity has negative and significant impact on bank’s deposit
H7: Capital adequacy has negative and significant impact on bank’s deposit

H8: profitability has positive and significant impact on bank’s deposit
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1.6 Scope and Limitation

The scope of the study extends up to examining determinant of deposit mobilization of private
Commercial Bank of Ethiopia. As it is well-known, most private commercial Banks are
established recently and if sample of population want to be increased then the frequency of
observation will decreased .This may create difficulties to find out the true relation between
dependent variable and independent variables. In order to make generaization from sample to
population, and to increase number of observation of the study, a combination of the maximum
number sample of population (private commercial bank) and frequency of observation (Y ear of
operation) were taken into account. As a result, the researcher used 15 years data by taking
sample of 6(six) private commercia banks that have been operating 2001 to 2015 while deposit
mobilization activity in Ethiopiais made by the entire seventeen commercial banks.

1.7. Significant of Study

This study has significant role to play in filling gap in understanding of private commercial
Bank’s deposit determinate which is basic to become profitable in banking industry by ensuring
the provision of the ever demanding loans and facilities for investment. And hence, serve as
reference for senior managers of commercia Banks of Ethiopia to equip them with applied
knowledge of factors which have an impact on deposit mobilization so as to design and
implement effective deposit attraction strategies. Academicians will also use it as point of

reference in examining the relationship between bank deposit and its stated factors.
1.8. Organization of the Study

The study is organized into five chapters. First chapter includes back ground of the study,
statement of the problem, objective of the study, research questions, hypothesis, scope and
limitation, and significance of the study .Second chapter is literature review on both theoretical
and empirical studies regarding the bank deposits and the factors that determine deposit
mobilization activity more ever conceptual framework of the study also presented in this chapter.
Chapter three presents research design, sample & population, data type & source, model
specification, method of data analysis, variable description and hypotheses. Then, chapter four
presents the results and discussion of the study and finally, chapter five presents conclusions and

possible recommendations.

Determinants of Deposit in Ethiopian Private Commercial Banks 8



CHAPTER TWO

LITERATURE REVIEW

This chapter deals with review of both theoretical and empirical literature on the subject under
study. It also outlines a historical overview of banks in Ethiopia, discusses conceptua framework
of the study and type of bank deposits.

2.1. Theoretical and Conceptual Literature Review

The theoretical basisfor understanding the crucial position of bank deposit is related to consumer
choice and banking activities. There are also four widely accepted theories related to consumer
choice. These theories are Absolute Income Hypothesis (AIH) by Keynes (1936), Relative
Income Hypothesis (RIH) by Duesenberry (1949), Permanent Income Hypothesis (PIH) by
Friedman (1957), and Life-Cycle Hypothesis (LCH) by Modigliani (1963). There are four
theories related to banking activities, these are Real Bill theory, Portfolio regulation theory,
Shiftability Theory and the liability management theory.

2.1.1 TheKeynesian Theory of Absolute Income Hypothesis

Keynes in his theory argues that consumption and savings are an increasing function of
absolute/disposable income. Keynes postulates that consumption will increase at a decreasing
rate as the income increases other things being constant. Thisimplies that part of the income will

be saved at an increasing rate as the disposable income increase (Epaphra 2014).

Generdly, the Keynesian saving function takes a form of linear function with constant marginal
propensity to save (MPS) (Equation 1).

St=C +pYt

Where,

St=real value of savings
C= constant with value less than zero, Hence, with Yt=0, savings is negative or very low and in

general, income-savings relationship is not proportional.
Yt=total disposable income

B=changing S/changing Y, the margina propensity to save is expected to be constant and

positive but less than unity, so that the higher income leads to higher savings.
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2.1.2 Duesenberry Relative Income Hypothesis

According to Duesenberry (1949) cited in Epaphra (2014) ,an household consumption function
depends on household income in relation to other household income, as a result, for any given
relative income distribution, the percent of income saved by a household will tend to be unique,
invariant, and increasing function of its percentile position in the income distribution. The
Relative Income Hypothesis assumes that the percent of income saved will be independent of the
absolute level of income. This implies that the MPS (marginal propensity to save) of an
individual would be higher if his percentile position in the income distribution is higher.

2.1.3 Milton Friedman’s Permanent Income Hypothesis

The core of Friedman’s PIH is that individuals are rational and they seek to maximize their
lifetime utility subject to the constraint that all their lifetime resources must be spent. In this
hypothesis, income and Consumption are divided into two major components, the transitory and
permanent components. The permanent income is defined as the lifetime income an individual is
expected to earn out of the physical and human assets that he possesses while transitory income
has been defined as the difference between actual income and permanent income over a specified
period of time. This is because an individual economic agent is thought to plan his expenditures
on both income received during the current period and income expected during his lifetime.
Therefore, consumers plan their expenditure on the grounds of a long-run view of the resources
that will accrue to them in their lifetime. Friedman argues that, permanent income should be
considered when studying the saving and consumption behavior of economic agents, not
absolute income as K eynes suggests (Epapher 2014).

According to Friedman’s PIH, the saving function at time t in its simplest form given the

transitory and permanent income can be expressed as (Equation 2).

St=C+®Y (p) +®Y(T)
Where,

® is the marginal propensity to save given permanent income Y (p)
® is the marginal propensity to save given transitory income Y (t)

C= constant with value less than zero
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2.1.4 Life-Cycle Hypothesis

Ando and Modigliani (1963) postulate a life-cycle hypothesis of consumption of an individual in
a specified period of time the life-cycle hypothesis has been utilized extensively to examine
savings and retirement behavior of older persons. This hypothesis begins with the observation
that consumption needs and income are often unequal at various points in the life cycle. Y ounger
people tend to have consumption needs that exceed their income. Their needs tend to be mainly
for housing and education, and therefore they have little savings. In middle age, earnings
generdly rise, enabling debts accumulated earlier in life to be paid off and savings to be
accumulated. Finaly, in retirement, incomes decline and individuals consume out of previously
accumulated savings. This model suggests that in the early years of a persons’ life they are net
borrowers. In the middle years, they save to repay debts and provide for retirement. The life
cycle model predicts that a higher interest rate increases the current price of consumption visa-

visthe future price, thus leading to an increase in savings.

According to Tochukwu (2009), the life —cycle hypothesis theory are more focus on  what
happens in developed economies but little or no regard to the peculiarities of developing
countries. So it needs to modeled separatel y from that in devel oped economies because

Households in developing countries tend to be larger than those in developed ones, and
there is a greater tendency for several generations to live together. Such a household has
no need for retirement saving because resources are shared between workers and
dependents, and ownership is passed from parents to children. This kind of household can
internalize many of the insurance activities that would otherwise require saving
Developing-country households tend to be large and poor. They have a different
demographic structure, more of them are likely to be engaged in agriculture, and their
income prospects are much more uncertain. Uncertainty at low income poses areal threat
to consumption levels, athreat that is likely to exert a powerful influence on the way in
which incomeis saved and spent.

Borrowing is not permitted. This is an extreme simplifying assumption, but more
appropriate than it’s opposite, that households are free to borrow and lend at a fixed real
interest rate.
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Saving provides a buffer between uncertain and unpredictable income and an already low
level of consumption. Saving here is inter tempora smoothing saving, not life-cycle
intergenerational saving. The analysis is different, and so are the welfare issues, which
are focused on the protection of consumption, particularly among those whose
consumption levels may not be far above subsistence.

Based on the above point, Deaton (1989) modifies the life-cycle theory by developing a model of
households which cannot borrow but which accumulate assets as a buffer stock to protect
consumption when incomes are low. Such households dissave as often as they save, do not
accumulate assets over the long term, and have on average very small asset holdings. However,

their consumption is markedly smoother than their income.
2.1.5 Real BillsTheory

This is one of the oldest theories in banking and it is also referred to as the “commercial loan
theory”. According to the Real Bills Doctrine, unrestricted intermediation either by private banks
or by a central bank has a beneficial economic effect. The doctrine asserts that one function of
banks is to issue notes or similar liabilities that are more convenient and easily held as assets
than the bills being discounted. This theory holds that banks should concentrate on making short
term self-liquidating loans and advances; implying that commercial bank should hold assets in
short term loans that would be liquidated in the normal course of business. The proponents of
this theory are of the view that banks should only finance the movement of goods through
successive stages of production to consumption (making working capital loan). They further
stressed that a bank needs a continual and substantial flow of cash moving though it in order to
maintain its own liquidity and such cash flow can be attained only if the bank limits its lending
activities to short term facilities otherwise the bank has to hold more of deposits to attain a cash

flow in short term demands.
2.1.6 Portfolio Regulation Theory

Regulatory policies typical for the banking sector may include Deposit interest rate ceilings,
Portfolio restrictions, Deposit insurance, Capital requirements and Regulatory monitoring. The
study also uses the theory of portfolio regulation to gauge the performance of banking firms. The
theory opined that the regulation of banks is necessary to maintain safety and soundness of the
banking system, to the extent, which put them in a position to meet its liabilities without
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difficulty. This made it imperative for the regulatory authorities to compel greater solvency and

liquidity on individual banks than making it optional.
2.1.7 Shiftability Theory
Shiftability theory is developed in 1918 by M.G Mouton. Central theme:
» Bank must arrange portfolio in such away that it can have desired liquidity.

» Most investment is made in secondary money market securities so that liquidity can be

achieved at alittle/very insignificant amount of loss of value.

» Here investment money market securities includes, treasury bill, commercia paper and

securities issued by reputed companies.

» Bank can aso get cash from central bank in case of difficulty simply by keeping the
instruments as security. (Mutton, 1981).

Assets shiftability refers to the ability of financial assets to move between persons or institutions
(banks) at negotiated prices. The shiftablity theory holds that the liquidity of a bank depends on
its ability to shift its assets to someone else at a particular price. The theory is based on the
proposition that a bank’s liquidity could be maintained by holding assets that could be shifted or
sold to other lenders or investors for cash at short notice and the more liquid the banks are, the
better they attract deposits .It will be better served if its assets are shiftable to enable it acquire
liquidity readily as the need may arise. The shiftablitiy theory is fully accepted by Ethiopian
bankers who invest a considerable proportion of their resources in treasury bills, treasury
certificate and other marketable securities. The theory serves to redirect the attention of bankers

from loan to investment as a source of bank liquidity.
2.1.8 The Liability Management Theory

Liability management is the use and management of liabilities, such as customer deposits, by a
bank in order to facilitate lending and alow for balanced growth. Management of money
accepted from depositors as well as funds secured from other institutions constitute liability
management. This theory suggests that banks can meet liquidity requirement by bidding in the
market for additional funds. It further suggest that a bank borrow (purchase) the fund it needs by
means of the various bank related money market instrument; inter-bank fund (call money fund),
certificate of deposits and Eurocurrencies. Under words, the bank goes out to purchase the
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liquidity it need to liability management. This theory is contrast of the liquidity management
theory which suggest that the bank sells secondary reserve assets to meet customers deposit
withdrawals and legitimate |oan request of its customers. Investment whether of the short term or
intermediate terms provides some income and can quickly be converted. Loans which are much
less liquid assets serve the credit needs of the society and provide the greatest sources of profits

of banks.

The theory emphasized the need for a good mix of bank deposits. A well-mixed deposit with
regular monthly or quarterly payments of principal and interest has some liquidity because of the

regular monthly or quarterly cash flow that can be anticipated. It a'so emphasizes the
2.1.9 The Deter minants of Commer cial Banks Deposits- Theory

These are macroeconomic factors and micro economic factories that can affect the growth of
commercia banks deposits. There are discussed as follows:-

<+ Macroeconomic Factors

The external or macro determinants are variables that are not related to bank management but
reflect the economic and legal environment that affects the operation and deposit positions of
Banks. The macroeconomic factors that can affect bank’s deposit include factors such as

Economic growth; disposable income, deposit rate and population growth among others.
Economic Growth

Economic growth is an increase in the capacity of an economy to produce goods and service,
compared from one period of time to another. It is generaly being measured through GDP
(Gross Domestic Product), a variable that has also become the de facto universal metric for
'standards of living (Yanne et al, 2007).

The relevant literature generated a mixed view regarding the relationship between savings and
Economic growth. Some of the researches explain that savings cause to economic growth;
however some other certain works argue that economic growth granger causes savings. Different
countries also have different effect of saving; income source of a country does play an important

role in determining the direction of causality.

In the light of life-cycle analysis, GDP growth will result in an increase of aggregate savings,
because it increases the lifetime earnings and savings of younger age groups relative to older age
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groups (Athukorala and Sen, 2004).Thus, Countries with higher GDP growth rates are expected
to have higher savings than countries with lower growth rates. However, the size of this effect is
likely to decline as GDP growth rises and may even become negative for rich countries where
investment opportunities and growth are relatively lower (Masson et al, 1998 cited in Epapher
2014)

Disposable Income

Income received by households can be disposed of in three ways: it can be paid in tax, consumed
or saved. Income after tax is disposable income. Household disposable income is the income

available to households for consumption or saving.

Life cycle hypothesis emphasized that income varies systematically over people’s lives and that
saving alows consumers to move income from those times in life when income is high to those
times when it is low. The life-cycle hypothesis suggests a positive relationship between saving
and income. High incomes improve the per capita income of the households, which will induce
them to save more. Thus, richer people can afford the luxury of saving for their future
consumption. The poor on the other hand, have low incomes that only allow them to consume at
the maximum level. It therefore follows that higher incomes enhance the saving’s ability of

households and consequently raises the national savings (Epaphra 2014).

Changes in real disposable income over time are often interpreted as a measure of changesin the
average standard of living of a country. If households and firms desire to hold more money,
deposits will increase. So the relationship between income and deposits is positive that is as the
income of the society increases the same happens for the commercial bank’ deposits. Income is
expected to have a positive effect on deposits (Khaliy, Meyer & Hushak 1987)

Deposit Rate

The main focus of every financial system is financial intermediary, that is, mobilizing financial
resources from the surplus sector and lend to the deficit outlets to facilitate business transactions
and economic development based on the monetary and fiscal policy of the nation. The attraction
for getting the deposit from the surplus sector is interest payment, which must be reasonable and
acceptable to the owner of the money.
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The classical theory of interest otherwise called the demand and supply theory of interest,
maintains that the rate of interest is determined by the demand for and the supply of funds by
businessmen and households respectively. The supply of funds is governed by the time
preference and the demand for capital by the expected productivity of capital.

McKinnon (1973) and Shaw (1973) argue that for the typical developing country, the net impact
of achange in rea interest rate on saving is likely to be positive. This is because, in the typical
developing economy where there is no robust market for stocks and bonds, cash balances and
guasi-monetary assets usually account for a greater proportion of household saving compared to

that in developed countries.
Population Growth

If saving is hump saving, accumulated during the working years to finance retirement, then
population growth provides more savers than dissevers, and positive aggregate saving. For many
people, population growth is the issue in economic development, and the relation between
population growth and capital accumulation is one of the most important of the possible link

between population policy and economic welfare.

The life cycle and permanent income models of consumption and savings suggest that population
growth affect the savings rate. Assuming that the bequest motive for saving is of little
importance, the young and the old thus tend to have low saving rates, whereas the highest saving

rates are observed among people who are at or around the peak of their earnings.
% Bank Specific Factors

The Bank specific factors are factors that are related to interna efficiencies and manageria
decisions. Such factors include determinants such as Branch expansion, capital adequacy, bank

liquidity, bank profitability and the like.
Capital Adequacy

Capital of a bank includes paid up capital, undistributed profit (retained earnings), legal reserve
or other reserves and surplus fund which are kept aside for contingencies. Though capital
adequacy ratio is measured by the ratio of total capital to risk weight asset, in some literatures it
can be also measured by the ratio of capita to total asset and then in this study, the proxy for
capital adequacy is the ratio of total capital of the bank to total loan and advance of the bank.
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Capital adequacy refers to the extent to which the assets of a bank exceed its liabilities, and is

thus a measure of the ability of the bank to withstand a financial |oss.

Rajan (2002) under the theory of financial fragility-crowding out suggest that higher capital
commercia bank reduces liquidity creation and lower capital commercial Bank tends to favor
liquidity creation, Furthermore, Gorton and Winton (2000) show that a higher capital ratio may
reduce liquidity creation through another effect: “the crowding out of deposits”. They consider
that deposits are more effective liquidity hedges for agents than investments in bank equity.
Indeed, deposits are totally or partialy insured and withdrawable at par value. Consequently,
higher capital ratios shift investors™ funds from relatively liquid deposits to relatively illiquid
bank capital.

Bank’s Liquidity

Liquidity can be defined as a measure of the relative amount of asset in cash or which can be
quickly converted into cash without any loss in value available to meet short term liabilities. The
liquidity measure provides suggestions about the level of liquidity on which the commercial

banks are operating.

According to Olagunju, Olanrewaju, Olabode and Samuel (2011) Liquidity involves three
elements or characteristics namely Marketability, Stability and Conservatism. Liquid assets
should be more marketable or transferable. That means, they are expected to be converted to
cash easily and promptly, and are redeemed prior to maturity. All assets that cannot be redeemed
at maturity are said to be illiquid. the fact that the prices of the former are fixed and have lesser
variability than the prices and value of the later that experience considerable fluctuation.
Conservatism quality of liquidity refersto the ability of the holders of liquid assets to recover the
cost of the asset on the time of resale. On the basis, common stocks are not considered highly
liquid asset despite its ready marketability. This can be attributed to the fact that on certain
periods, the current prices are lower than their initial or original prices. In consideration of these
qualities, people and firms decide to hold cash which is the only perfectly liquid asset. Another
quality of liquid asset is price stability. Based on this characteristic, bank deposits and short term
securities are more liquid than equity investments such as common stocks and real estates due to
Banking liquidity is the ability to meet obligations when they come due without incurring

unacceptable losses.
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The more liquid banks can attract the deposits. When banks fail to pay for its depositors then it
faces liquidity risk that makes other depositors not to deposit in that particular bank.

Bank Profitability

One of the reason as to why people deposit in banks is to ensure a feeling of security of their
money .A sound and profitable banking sector is better able to withstand negative shocks and
contribute to the stability of the financial system. (Erna & Ekki, 2004), finds that the long run
relationship between commercia banks deposits and the profitability of the banks. The long run
relationship between Commercial bank deposits and the profitability of the banks indicated that
higher banks profits would tend to signal increased bank soundness, which could make it easier

for these banks to attract deposits.
Branch Expansion

Branch expansion is opening new branches or service outlets in and outside the country. (Carlson
and Mitchener, 2005), found from theoretical literature on banking regulation that branch
banking leads to more stable banking systems by enabling banks to better diversify their assets
and widen their deposit base. An argument commonly articulated in the literature is that branch
banking stabilizes banking systems by reducing their vulnerability to local economic shocks,
branching enables banks to diversify their loans and deposits over a wider geographical area or
customer base. According to (Erna & Ekki, 2004), there is a long run relationship between
commercia bank branch and commercial banks deposits.

Rangarajan (1982) explained that branch expansion, by spreading the banking habit over a wider
geographical area, induced a large number of people to use bank deposit. Besides, a wide
network of branches by facilitating transactions across different geographical areas reduced the
need for holding larger amount of cash. This prevented the outflow of reserves from the banking
system leading to a larger expansion of secondary deposit; therefore, the author observed that
one of the structural changes to be expected from a massive branch expansion program was
raising deposit

Lewis (1955) noted that people would save more if saving institutions were nearer to them than
if they were farther. As a result, a negative relationship is assumed to exist between population

per bank branch and household financial saving. However, whether increased financial
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intermediation itself significantly increases the overall propensity to save depends also on the
degree of substitution between financial saving and other items in the household’s asset
portfolio. Consequently, the expected sign of this relationship in the private saving function is

ambiguous.
2.2 Type of Bank Deposit

Deposit account is a savings account, current account or any other type of bank account that
allows money to be deposited and withdrawn by the account holder. These transactions are
recorded on the bank's books, and the resulting balance is recorded as a liability for the bank and
represents the amount owed by the bank to the customer. Some banks may charge a fee for this
service, while others may pay the customer interest on the funds deposited. The account holder
has the right to withdraw any deposited funds, as set forth in the terms and conditions of the

account. The following are most common type of bank deposit.

» Demand Deposit: it consists of funds held in an account from which deposited funds can
be withdrawn at any time without any advance notice to the depository institution.
Demand deposits can be "demanded” by an account holder at any time. Many checking
accounts today are demand deposits and are accessible by the account holder through a
variety of banking options, including teller, ATM and online banking.

» Savings Account: is a deposit account held at a bank or other financial institution that
provides principal security and a modest interest rate. Depending on the specific type of
savings account, the account holder may not be able to write checks from the account
(without incurring extra fees or expenses) and the account is likely to have a limited
number of free transfers/transactions.

» Time Deposit: time deposit or certificate of deposit (CD) held for a fixed-term, with the
understanding that the depositor can make a withdrawal only by giving notice. A time
deposit is an interest-bearing bank deposit that has a specified date of maturity. Generally
speaking, the longer the term the better the yield on the money.

2.3 Banking History in Ethiopia

Modern banking in Ethiopia was introduced after the agreement that was reached in 1905
between Emperor Minilik 11 and Ma Gillivray, representative of the British owned National Bank
of Egypt. Following the agreement, the first bank called Bank of Abyssinia was inaugurated in
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Feb.16, 1906 by the Emperor. (Samuel, 2005) .The State Bank of Ethiopia was established in
1943. Until 1963 the Bank of Ethiopia was operating as both a commercial and central bank. In
1963 it was remodeled into today’s National Bank of Ethiopia (NBE). It was also re-established
in 1976 and the Commercia Bank of Ethiopia (CBE) too. (Giragn, 2015) .Following the
declaration of socialism in 1974, the three private owned banks, Addis Ababa Bank, Banco di
Roma and Banco di Napoli Merged in 1976 to form the second largest Bank in Ethiopia called
Addis Bank with a capital of Eth. birr 20 million and had a staff of 480 and 34 branches. Then
Addis Bank and Commercial Bank of Ethiopia S.C were merged by proclamation No.184 of
August 2, 1980 to form the sole commercial bank in the country until the establishment of

private commercia banksin 1994.

Proclamation No. 84/1994 that alowed the private sector to engage in the banking business
marked the beginning of a new era in Ethiopian banking. Following this proclamation Ethiopia
witnessed a proliferation of domestic private banks. Currently, the one state-owned banks —
Commercial Bank of Ethiopia (CBE) and the sixteen private commercial banks’ assets at end of
June 2015, have grown to nearly 474.2 billion Br, accounting for 37.9pc of GDP. Total deposits
of all commercia banks depicting has shot up to 366 billion Br, accounting for 29pc of GDP. All
Private commercial Banks represented less than 35pc of total assets; nearly 30pc of total loans,
advances and bonds; 34 pc of total deposits; and 64 pc of total capital of the commercial banking
industry (35.7 billion Br) in the country over the past fisca 2014/15 The total number of
employee and branches under private commercial Banks has reached more than 35, 000.00 and
2,000 respectively at the end of June 2016. (addisfortune.net/columns/what-a-year-for-banks).

2.4 An Empirical Review

Saving is fundamentally about choosing between current and future consumption. Saving is part
of one’s current income that is not spent on current consumption. There are a number of
empirical studies that have been done in developed and developing countries trying to examine
the key determinants of commercial banks deposit mobilization. The reviewed studies used
different model like, Distributed Lag-error correlation and vector error correlation model .They
also used different software like Spss and E-view software to analyze data. Some studies
concentrate mainly on fixed-effect models using Ordinary Least Squares (OLS) estimates to

explain the variations in savings performance among countries. Other studies apply co-
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integration analysis, which allow for heterogeneity in parameters and dynamics across countries,
to arrive at their conclusion. For easy of reference, it categorized in to three part and present as

follows
Empirical review about deter minant Ethiopian’s Commercial Bank deposit

One of an early attempts was made by Abu (2005) to investigate the determinates of domestic
saving in Ethiopia. The study used data collected from NBE, MOFED, UNCTAD, world Bank
and IMF Statistical publication for the period 1960/61-2002/03.His result indicated that the
domestic saving rate in Ethiopia has been too low to sustain robust capital accumulation and
economic growth .The main factors behind the declining rate of saving were unsustainable

expansion of public sector consumption expenditure and lack of sustained economic growth.

Ayaew (2013) attempted to empiricaly investigate the significance of selected macroeconomic
variable in determining domestic saving in Ethiopia, using time series data from 1970/71-
2010/11. Applying an autoregressive distributed lag (ARDL) bounds testing approach he found
out that the growth rate of income was positively and significantly influencing domestic saving
in the long run , Whereas deposit interest rate, was found to be statistically insignificant
determinates of domestic saving. He argued that domestic saving rate increases with income
growth, which is consistent with life cycle hypothesis and the result of previous studies in
Ethiopia. The insignificance of deposit interest rate and degree of financial depth variables might
show that financial development did not contribute to the increase in savings. This is because of
the low financial sector development in the country, where banking sectors expansion and

competition were very low discouraging saving mobilization.

Kidane (1989) examine income and external capital flows on aggregate savings behavior in
Ethiopia He argued that contrary to theoretical belief, GDP had a negative sign. Taking the
period of review into consideration, there was the implication that there were no savings from
GDP and the national income level was not enough to meet the current consumption. He also
observed that one of the determinants of savings in the economy could be structural change.
Such change could be a change in monetary policy, investment policy or interest rates. Such
changes would constitute minor changes whilst major changes would comprise changes in
government or the economic system. Ethiopia experienced the changes in 1974. Breaking the
period into two parts — 1960 to 1973 and 1974 to 1985 respectively, he tested for structural
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breaks using consumption instead of savings to test for the structural break. His conclusion was

that a stable government with consistent policiesis essential for improving the savings rate.

Yitbarek and Hibret(2015) investigated short and long run impacts of endogenous and exogenous
factors on deposit growth of Commercial Bank of Ethiopiafor the period 1974/75 - 2013/14. The
paper also established the causal relationships that exist between the antecedents and the
consequent. In the empirical VECM model, the control variables: Economic Growth, Interest
Rate, Population Growth and Branch Expansion were used to establish the causal relationship
and measure their impact on the outcome variable. The estimated results suggest Interest Rate
has positive but insignificant impact on deposit growth both in the long-run and short-run while
Branch Expansion significantly increases bank deposit contemporaneously both in the short run
and long-run. Moreover, Population and Economic Growth have a positive relationship with
deposit growth but significant only in the long-run.

Bahredin (2016) aims to find the determinants of commercia banks deposit growth in Ethiopia.
The study used annual data spanning from 2000 to 2014. Random effects technique had been
applied to find out the most significant variables. The estimated results suggest, bank branches
and per-capita-income growth influence is positively and statistically significant on bank deposit
growth; whereas, lagged bank deposit and loan-to-deposit ratio influence is negatively and
statistically significant on bank deposit growth. Money supply growth had insignificant negative
influence on bank deposit growth; whereas deposit interest rate had insignificant positive
influence on bank deposit growth. The study implies that stimulation of economic growth, banks

presence and financial intermediation are most important factors that affect bank deposit growth.

Jembere (2014) Empirical examine determinants of deposit mobilization in private commercial
banks of Ethiopia using panel data of six private commercial banks from year 2002 to 2012. The
empirical results showed that bank branches, and real gross domestic product affects deposit of
the bank positively whereas, capita adequacy and liquidity affects the deposit of the private
banks negatively.

Giragn (2015) investigate the determinants of deposit mobilization and related costs of
commercial Banks in Ethiopian during the (2001/2-2012/13) period .The study reveals that the
branch expansion is the most significant factors of deposit mobilization activity. Deposit rate and

real per capita GDP growth rate have insignificant power to influence the dependent variable. In
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this research, as opposed to the conventional economic theory, the deposit rate is found to have
negative relation against the deposit volume for the period under study. Similarly, Shemsu
(2015) investigate the determinants of commercial bank deposits in Ethiopia a case of
commercia bank of Ethiopia. The researcher adopts mixed research approach. Regarding to the
secondary data; time series data covering 1998 - 2014 was analyzed .The study revea that
Branch expansion significantly affect deposit mobilization. However, GDP growth and deposit
rate positively affect deposit mobilization .With regard to deposit rate, Wubetu (2012) examines
factors that determining commercial bank deposit: an empirical Study on Commercial Bank of

Ethiopia and points out that deposit rate had positive and insignificant effect on total deposit.
Empirical review about deter minant others African’s commercial Banks deposit

Epapher (2014) Empirical examine the Determinants of Tanzania’s National Savings during the
period of 1970-2010. The study reveals that disposable income, real GDP growth and population
growth have a positive impact on savings in Tanzania. Regarding to interest rate, Tochukwu E.
Nwachukwu and Peter (2009) examines the determinants of private saving in Nigeria during the
period covering 1970 — 2007 and suggested that it is positively influences on domestic saving on
Nigeria. Similarly Mashamba, Magweva & Linda (2014), study the relationship between banks’
deposit interest rates and deposit mobilization in Zimbabwe for the period 2000-2006, found
that deposit rate have positive effect on bank’s deposit in Zimbabwe. Likewise, the study by
Eriemo (2014), on Macroeconomic Determinants of Bank Deposits in Nigeria using data
covering the period between 1980 and 2010, suggested that interest rate and bank branches are
important determinant of bank deposit. However, Simon & Jolaosho (2013) found real interest
rate has negatively impacted on the level of savings mobilization in Nigeria while they
undertaking empirical assessment on the impact of rea interest rate on savings mobilization in
Nigeria using the time series data from 1980 to 2008 by using The Vector- Auto Regression
(VAR).On other study in same country, Musa, lyaji, Success (2014), examines the determinants
of private domestic savings in Nigeria during the period covering 1986 — 2010.The study reveals
per capita income are strong determinants of private domestic savings but interest rate impotent

to drive savings mobilization.

Tafirei, Rabson and Linda (2014) examine the relationship between banks’ deposit interest rates
and deposit mobilisation in Zimbabwe for the period 2000-2006. The study was used developed
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an Ordinary Least Squares (OLS) model to show the relationship between the response and
explanatory variables and they used Pearson’s correlation coefficient to demonstrate the strength
of the relationship. The data was first tested for; stationarity using the Augmented Dicker-Fuller
Test, multicollinearity using correlation matrix and autocorrelation using the Durbin-Watson
statistic. The study found a positive relationship between deposit rates and banks’ deposits for
the period under study and all the other explanatory variables were statistically significant. Also,
the coefficient of determination was found to be significantly high showing that the explanatory
variables were able to account for the total variation of the dependent variable — deposits.

Ngula (2012) study on determinants of deposit mobilization and its role in economic growth in
Ghana during period of 1980 to 2010, the study reveals deposit interest weak determinate of
bank deposit mobilization.

Orji(2012) investigated determinants of bank savingsin Nigeria as well as examined the impact
of bank savings and bank credits on Nigeria’s economic growth from 1970- 2006, the study
adopted ARDL-ECM models and It revealed positive influence of values of GDP per capita
(PCY) and negative influence of Real Interest Rate (RIR) on the size of private domestic

savings.

Maende (1992) investigated the determinants of demand for commercial bank depositsin Kenya
obtaining time series data between 1968 and 1991. He used Ordinary Least Squares, Two-Stage
Least and the Granger test of causality. It was reveaed that the number of branch network and
national income levels and stability were the main determinants of deposits in the banking
industry. He also observed that there is a uni-directional relationship between volumes of bank

deposits and branch network expansion.

Ukinamemen (2010) study the factors that affect deposit mobilization operations of commercial
banks in Nigeria, particularly the Union Bank of Nigeria Plc. The study tried to find out the
relationship between total volume of commercial bank deposits and interest rate, loans and
advances and the number of bank branches. The study relied primarily on secondary data
published by official sources. The diagnostic statistic used in the study was the ordinary least
square (OLS). From the study, it was found out that all the independent variables were positively
related to bank deposit (dependent variable). The result also shows that there is a positive and

moderately significant relationship between bank deposit and loans and advances. Number of
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bank branches has a positive but weak relationship with bank deposit .Real interest rate has a
negative — weak relationship with bank deposit. The standard errors for the four explanatory

variableswere al very low. Hence, al the variable coefficients were all significant and accepted.

Fadare (2011) through linear least square model and time series data from 1980 to 2009 examine

the determinants of Banking Sector liquidity in Nigeria and assesses the extent to which the
recent financial crises affected liquidity in deposit money banks in the country. The findings
indicate that only liquidity ratio, monetary policy rate and lagged loan-to-deposit ratio are
significant for predicting Banking Sector liquidity; and that a decrease in monetary policy rates,
liquidity ratios, volatility of output in relation to trend output, and the demand for cash, leads to
an increase in current loan-to-deposit ratios; while a decrease in currency in circulation in
proportion to Banking Sector deposits; and lagged loan-to-deposit ratios leads to a decline in
current loan-to-deposit ratios. The result suggests that during periods of economic or financial
crisis, deposit money banks are significantly illiquid relative to benchmarks, and getting liquidity
monetary policies right during these periods is crucia in ensuring the survival of the Banking
Sector.

Opoku (2011) study to identify the most effective and efficient ways to maximize the volume of
domestic deposits in the environment of high rural population, dominant informal sector
employment and macroeconomic instability. The study used secondary data of nine sample
banks out of twenty seven commercia banks of the period of 2000 to 2004. The result of study
indicated that deposits mobilization of Commercial Banks in Ghana show increasing trend that is
increases at a decreasing rate. Hence, the present level of deposits as aratio of the total amount
of money in circulation is woefully inadequate. The study also reveals certain basic facts about
commercia banks in Ghana. Their concentration in the cities and a few urban areas as well as
their product design and services are targeted to the literate formal sector employees. In addition,
unfavorable macroeconomic conditions have resulted in negative real interest rate on deposits
while unnecessary government intervention has reduced the confidence in the banking sector.

The effects of these factors are the low deposits that commercial banks receive.
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Empirical review about deter minant of commercial Banks deposit outside Africa

Samantaraya and patra (2014)’s study for Determinants of Household Savings in India: An
Empirica Analysis Using ARDL Approach, reveal GDP, interest rate, and inflation have
statistically significant influence on household savings in India, both in the long run and short
run. On other study in the same country, Athukorala and Sen (2004) examine the determinants of
private saving during the 1954-1998 period. The result reveal rea interest rate, the growth and
the level of per capita income on domestic saving have a statistically positive effect on saving
deposit mobilization. Similarly, Ozcan,Guny and Ertac (2012) Macro and Socioeconomic
determinants of Turkish private saving during the period of 1975-2008, found that Income level,
Interest rate are increase saving. In same country study, Mevlit (2014) attempts to ascertain the
determinants of private saving level in Turkey, which experienced a sharp decline in private
saving rates in the 2000s, the result shows real interest rates influence private saving . Relate to
deposit interest Nabar (2011) assesses how interest rate affects household savings in Chinese 31
provincial level administrative units between 1996 and 2009. A strong positive correlation
between household savings and interest rates was established; suggesting that Chinese save to
meet a number of needs e.g. retirement consumption and durables purchases. As such high

savings rates enable them to meet their target savings.

Nishat and Bilgrami(1989) investigated determinants of growth of bank deposits in Pakistan
the result identifies increase Income level has increase the demand of the deposit and interest
rate influence demand time deposit .

Baharumshah et al.(2003) investigated the saving behavior in fast growing Asian economies
(Singapore, south Korea, Maaysia, Thailand and Philippines) and found positive impact of
income and negative impact of capital inflows on savings in short run in al Asian countries
except Thailand but mixed results were found in long run.

Teriba (1993) aso investigated the hypothesis that interest rate and income levels are strong
determinants of bank deposits in West Africa. Although Teriba recognized the fact that other
variables tend to change in the same direction as the level of income and volume of transactions
to reinforce their positive effects on the volume of deposits, the community environment which a

bank serves is the most important factor because it is the level of the income of the community
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that ultimately determines how much would be saved or deposited with the bank. The findings

concluded that interest rate and the level of income are strong determinates of bank deposits.

Humyra (2014) study Saving Behaviour of Bangladesh. He considered time series data to shed
light on the saving behaviour of Bangladesh in long run horizon and short run dynamic
adjustment by employing co integration test and vector error correction model. Findings of the
study suggest that, there is a great deal of diversity between urban and rural sector. Deposit rate
is not the only factor that stimulates depositors to save, athough it has received noticeable
attention. Rather, high volatility regarding income and banking facilities influence savers to

increase interest-bearing deposit.

Rachmawati and Syamsulhakim (2004) examined factors Affecting Mudaraba Deposits in
Indonesiaby using quarterly time series in the period of 1993 — 2003, the study shows Islamic
bank’s branch offices and profit sharing rate are significantly affects the volume of mudaraba

depositsin Indonesiain the long run, while GDP and interest rate are not.

Bersales and Grace (2006) investigated Patterns and Determinants of Household Saving In the
Philippines, The study identified the determinants of household saving rate using an econometric
model. The study used instrumental variable estimation techniques using a pseudo-panel data
constructed from FIES years from 1988 to 2003. It estimated two specifications of the
econometric model, using the Generalized Least Squares Estimation and Instrumental Variable
Estimation. Both procedures produced the same significant determinants for the two
specifications. The study is found that level of income significant determinants of household

saving rate .Unexpectedly, factors such as number of banks had insignificant effects.

Raut and Virmani (1989) examined the determinate of consumption and saving decisions and
tested Hall’s random-walk hypothesis of consumption on aggregate data from twenty — three
developing countries. The Hall hypothesis states that individuals select a level of consumption
in each period based on expected lifetime income, rather than on current income. Since income
in any term can be seen to move stochastically while consumption is smoothed over time, the
ratio of consumption to current income will appear to vary randomly. Their result reveals that
while the rea interest rate has a positive effect on consumption, the nominal interest has a

positive effect on consumption.
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According to Daniel, (2005) cited by Jember Hambissa (2014), a deposit holds 63% of
commercia bank liabilities. This indicates that factors that affect deposits mobilization have a
huge impact on the performance of commercial banks. Developing economies are characterized
by unstable macroeconomic environments such as inappropriate fiscal and monetary policies,
interest rate controls. The net effect is the change in liquidity which affects savings and capital
formation. Where the macroeconomic environment is favorable to savings then the commercial
banks are in a better position to increase savings. On the contrary, where macroeconomic
policies erode liquidity from the hands of the people then deposits reduce and may negatively

impact on capital growth and investment in the country.

Finger and Charles (2009) to examine the demand for commercia banks deposits in Lebanon, a
regiona financia center classified the variables into two, i.e. macro and micro level variables.
The study used quarterly data from 1993 to 2008 and estimated a number of vector error
correction model (VECMS) to take account of co integration in the non-stationary time series. At
the macro level, they found that domestic factors such as economic activity, prices, and the
interest differential between the Lebanese pound and the U.S. dollar are significant in explaining
deposit demand, as are externa factors such as advanced economic and financia conditions and
variables proxying the availability of funds from the Gulf. At the micro level, they found that in
addition, bank-specific variables, such as the perceived riskiness of individual banks, their
liquidity buffers, loan exposure, and interest margins, bear a significant influence on the demand
for deposits.

As discussed by M. A. Bagui, Richard and Leroy (1987) five magjor factors are found in the
literature of deposit determination functions: income, interest rates, access to banking facilities,
transaction costs and yields on alternate investments. Dadzie, Winston and Afriyie (2003)
provided empirical support of factors affecting deposit to be the level of income, customers’
satisfaction, service quality and demographic factors such as number of dependents and location.
The deposit and lending activities of banks determine to alarge extent, the profitability of banks.
This is because banks generate their income from the interest differentials from what they pay
for deposit and what they charge for their loans and advances.
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2.5 Conceptual Framework

The conceptual framework for this study is originally derived from Life-Cycle model. This
model incorporates the issue of time in explaining the saving behavior. It is appropriately
modified to accommodate the peculiarities of a developing country and builds on the existing

cross-country literature on determinate of saving mobilization.

The conceptual schema of the relationship between the dependent variable (private commercial
bank of Ethiopian deposit) and independent (Disposal income, GDP growth rate, population
growth, deposit rate, Bank expansion, Bank’s liquidity, capita adequacy and profitability)
variables is depicted here below:

Fig. 2.1 Conceptual framework of the study

Sour ce: Developed by the resear cher

2.6 Knowledge Gap

The growth of any economy depends on capital accumulation, which in turn depends on

investment and an equivalent amount of savings to match it. Two key issues for developing

Determinants of Deposit in Ethiopian Private Commercial Banks 29



countries are how to stimulate investment and increase the level of saving to fund increased

investment.

Banks play a central role in providing the capital for productive enterprises. Therefore, assessing
the performance of banks and providing solutions to optimize their functions can make a
substantial contribution to the economic development of the country and prevent the squandering
of resources. In the area of financing services, private banks have a high potential for directing

financial resources toward new markets.

Mobilization of depositsis one of the important functions of banking business. It is an important
source of working fund for the bank. Deposit mobilization is an indispensable factor to increase
the sources of the banks to serve effectively. Mobilization of deposit plays an important role in
providing satisfactory service to different sectors of the economy. The success of the banking
greatly lies on the deposit mobilization. Performances of the bank depend on deposits, as the

deposits are normally considered as a cost effective source of working fund.

Asit was discussed in the literature review part, Most of study undertaken in our country related
to the topic of factors of deposit mobilization focus on a public Bank, commercial Bank of
Ethiopia and some internal and external factors that are reviewed by different researchers
indifferent research techniques also showed different effect on Bank deposit. Thus, the
inconsistency funding among researchers and little attention given by researcher on the
determinate of deposit mobilization in private commercial banks of Ethiopia, motivated the
researcher to undertake aresearch in this particular areato fill these gap.
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CHAPTER THREE

RESEARCH METHODOLOGIES

3.1. Resear ch Design

As noted in Creswell (2003), there are three type of research design. These are quantitative,
gualitative and mixed methods approach. Decisions about choice of a design are influenced by
the research problem or issue being studied, the personal experiences of the researcher, and the

audience for whom the researcher writes.

Considering the research problem and objective along with the philosophy of the different
research approaches, the quantitative nature of the data collected, quantitative research approach
is found to be appropriate for this study. Quantitative research is a systematic and scientific

investigation of quantitative properties and phenomena and their relationships (Abiy, 2009)

The main objective of the study is to investigate the determinant of private commercial banks
deposit in Ethiopia. To meet the objectives of the study, explanatory research design is adopted.

The study used fifteen years Panel data of six commercia banks .According to (Hsiao, 2005;
Plasmans, 2006) cited in Onuonga (2014), Panel data set have several advantages over the usual
cross sectional or time series data. To mention some: its efficiency with respect to random
sampling and ease of identification, its ability to reduce co linearity among explanatory variables

and its ability to aggregate as aggregation may vary over time.
3.2. Sample & Population

There are eighteen banks in Ethiopia, out of which, seventeen are commercial banks and the
other is Development bank. Among the total eighteen banks, two of them are owned by the
government and the remaining sixteen are privately owned (Birritu 2015) Hence, The main
objective of the study is to investigate the determinant of private commercial banks deposit in

Ethiopia, the sixteen private commercia banks can be treated as population of the study.

In line with balanced panel data approach, to meet the desired objective of this study and to make
generalization from sample to population, the researcher used maximum combination of years
and number of banks and achieved the maximum number of observations through purposive

sampling technique. Thus, out of sixteen private commercial banks that are registered and
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operated in Ethiopia, six are selected. Sampled private commercial Banks have contribution of
more than 67% of total asset and profit, 66% of total loan granted and 69% total deposit of all
private commercial Banks of Ethiopia. More ever it covers above 38% of the total population.
So the researcher believed that the sample size is sufficient to make sound conclusion about the
population.

The banks are selected based on the purposive sampling methodology taking maximum
combination of years and number of banks and achieved the maximum number of observations.
Therefore, the matrix for the frameis 15*6 that includes 90 observations.

Table 3.1 List of sampled private commercial Bank with year of formation.

Ser.No. Selected private commercial Bank | Year of formation
1 Awash International bank 1994
2 Dashen Bank 1995
3 Bank of Abyssinia 1996
4 Wegagen Bank 1997
5 United Bank 1998
6 Nib International Bank 1999
Sources: NBE

These Commercial Banks are selected purposively, because the use of purposive sampling
enables the researcher to generate meaningful insights that help to gain a deeper understanding of
the research phenomena by selecting the most informative participants that is satisfactory to its
specific needs.

3.3 Data Type & Source

The sources of data for this research were secondary sources. In order to carry out any research
activity information should be gathered from proper sources. Bank specific data were collected
from financial statements (i.e. Balance Sheet and Profit & Loss Statement) of each selected
commercia banks included in the sample and macroeconomic data were collected from NBE
and MoFED. The data were collected from 2000 to 2015 on annual base and the figures for the
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variables were on June 30th of each year under study. Consistent and reliable research indicates
that research conducted by using appropriate data collection instruments increase the credibility

and value of research findings (Koul, L 2006).
3.4 Method of Data Analysis

To achieve the objectives the study, fifteen Years (2001 t02015) panel data of six commercial
banks is used. The collected panel data are analyzed using the descriptive statistics and multiple
regressions. The analysis of the descriptive statistics, the mean, and standard deviation,
maximum and minimum values are used to analyze the trends of the data. The study used
statistical package EViews version 8.1software. Furthermore, diagnostic tests has been used in
order to check the validity of the model based on the assumption of the Classical Linear
Regression

3.5 Mode Specification

Mode for this study is specified using the variables identified by life-cycle/permanent income
hypothesis with some additional and deduction variables suggested by previous studies, which
might be important in determining deposit mobilization of private commercial bank of Ethiopia
The modél is presented as follows:

DEPt = B0 +B1 BRA + B2DESt + B3GDPt+B4 CAP+B5INTt+B6LIQt + B7POPt+BSROAL +1
Where,

DEP = Natural logarithm of annual incremental of deposit
BRA = Branch expansion rate

DES = Disposable income growth rate

GDP= Economic growth rate

CAP = Capital adequacy

INT = Deposit rate

LIQ= Bank’s liquidity

POP = Population growth rate

ROA= Bank’s profitability,
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Bl...... (5, are Parameters to be estimated and
u is Disturbance (error) term
3.6 Variable Description and Hypotheses

Before ten years, the lack of investment opportunities in Ethiopia discouraged financial
intermediaries from mobilizing saving and result in excess liquidity in bank which even limited
their ability to maximize the benefits of access to public savings .As a result, the banks did not
target additional deposit, especially poor people’s deposits, which tend to be perceived as short-
term, unstable and costly. Despite the growth of banking activities in the last ten years, they are

currently facing an immense challenge of meeting the growing demand for loan.

This study aim to identify the determinate factors of deposit mobilization in Private commercial
Bank.The main variables in the analysis for which data collected are dependent and Independent.
Independent variables are expected to affect dependent Variable. Dependent variable of this
study is private commercial banks deposit and independent variables are disposal income,
population growth rate, deposit rate, GDP growth rate, Bank expansion, capital adequacy,
Bank’s liquidity, Bank profitability. Private commercia banks deposit includes all type deposit
i.e. demand, time and saving. The study uses the multiple regression technique to show the
relationship between dependent and independent variable. The rationale for including different

variables in the savings function and the hypotheses of the regression are explained as follows,
Bank Expansion

Banks usually make decisions on expanding their branch by considering different factors. Some
of the factors could be; level of competition, deposit potential, regional income and existence of
infrastructure and transport facilities. As deposit potential is one thing that banks consider in
expanding its branches, the deposit can also be a reason for branch expansion strategy that the
banking sector uses.

Increase in the number of bank branches will have an effect on getting many customers
particularly those in far remote areas who are unbanked society. As more and more people are
accessible to banking system, more people would be willing to deposit their idle cash holding or
at least a part of their wealth into deposits. More recently the branch expansion by the existing

banks is fast increasing to reach out remote locations to seize the resources available particularly
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deposits. This practice shows that branch expansion has positive and significant relation with

deposit volume then draws the following hypothesis.
H1: Bank expansion has positive & significantly effected on private commercial Bank’s deposit.
Disposable Income

Households with stable income are expected to make their projection of future consumption and
saving. On the other hand, household with relatively unstable and lower income focus on
smoothing consumption. Even when the poor households save, they tend to save in-kind,
purchase food and other necessities and store them for future uses. According to Keynes in the
Genera Theory, and in particular by his well-known “fundamental psychological [rather than
‘economic’] law” to the effect that an increase in income can be counted on to lead to a positive
but smaller change in consumption. Even when the analysis followed the more traditional line of
demand theory, it relied on a purely static framework in which saving was seen as one of the
many “goods” on which the consumer could spend his income. Thus, income was seen as the
main systematic determinant of both individual and national saving, and, in line with Keynes ’
“law”, it was regarded as a superior commodity (i.e., one on which “expenditure” rises with
income) and most likely a luxury, for which expenditure rises faster than income. Also, in
contrast to other goods, the “expenditure” on saving could be negative - and, accordingly,
dissaving was seen as typical of people or countries below some “break even” level of income.
All these features could be formalized by expressing consumption as a linear function of income
with a substantial positive intercept (Modigliani 1986).

Household disposable income is probably the most important variable determining the level of
saving .An increase in disposable income is expected to raise the ability of households to acquire
surplus fund and they would be more willing and ability to save. Based on prior studies, it is
expected that there is a Positive relationship between Increment of disposable income & Bank’s

Deposit and as a result the following hypothesisis drawn.

H2: Increment of Deposal Income has positive and significant impact on private commercial
Bank’s deposit.
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GDP Growth Rate

Economic performance is generally being measured through GDP (Gross Domestic Product), a
variable that has also become the de facto universal metric for 'standards of living. It is
universally applied according to common standards, and has some undeniable benefits mainly
duetoitssimplicity (Yanne et al, 2007).

Jagadeesh (2015) point out that GDP growth will result in an increase of aggregate savings.
Countries with higher GDP growth rates are expected to have higher savings than countries with
lower growth rates.

In most developing countries, the economic growth Granger causes the private saving. The
lifecycle theory of saving and consumption predicts that changes in an economy’s rate of
economic growth will affect its aggregate saving rate. In the simplest version of the model—in
which young people save for retirement and old people consume their previously accumulated
assets—an increase in the rate of economic growth will unambiguously increase the aggregate
saving rate, because it increases the lifetime resources (and saving) of younger age groups
relative to older-age groups. It is expected positive relationship between GDP growth and Bank’s
deposit and then draws the following hypothesis.

H3: GDP growth has positive and significant impact on private commercial Bank’s deposit.
Capital Adequacy

Bank regulators care about capital adequacy because their mandate is to prevent bank panics and
contagions. A bank with a high ratio of capital to assets will, all else equal, be better able to
withstand a sudden loss than a bank with alow capital-asset ratio. As aresult, such abank isless
likely to be thrown into insolvency or subject to arun.

The recent theories suggest that, bank capital may also affect banks™ ability to create liquidity.
These theories produce opposing predictions on the relationship between capital and liquidity
creation. According to Rajan (2002), under the first view, the “financial fragility-crowding out”
theories predicts that, higher capital reduces liquidity creation and lower capital tends to favor
liquidity creation. They stated that, depositors will be charged a nominal fee for the intermediary

service of loaning out their respective deposits.
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Thus, the higher is the bank's capital ratio; the lower is its liquidity creation. This study
considered there is a negative relationship between Increment of Capital adequacy & Bank’s
Deposit and draws the following hypothesis.

H4.Capital adequacy has negatively & significantly effected on private commercial Bank’s
deposit.

Deposit Rate

The deposit rate of interest is intended to capture the relationship between interest rate
liberalization and savings .The effect of interest rate on savings is ambiguous and remains an
empirical issue. On one hand, higher real interest rate on saving raises the stream of future
income and wealth, thus raising the current consumption level. On the other hand, higher returns
on savings are expected to encourage households to increase savings because postponing the

current consumption would imply larger future consumption out of current income.

According to McKinnon [1973] and Shaw [1973] high real interest rate promotes both financial
and total saving in the economy. Raising present price of consumption relative to the future
price, through substitution effect, higher interest rates provide an incentive to increase saving.
However, higher interest income raises the permanent income of net lenders and, thus, tend to
increase their consumption and decrease savings through the income effect. Thus, higher interest
rates can raise overal savings, only if the substitution effect is stronger than the income effect

and, hence, the expected sign of real interest rate on savingsis theoretically ambiguous.

This study considered, there is a positive relationship between deposit rate & Bank’s deposit

and draws the following hypothesis.

H5: Deposit rate has positive and significant impact on private commercial Bank’s deposit.
Bank’s Liquidity

Managing liquidity is a daily process requiring bankers to monitor and project cash flows to
ensure adequate liquidity is maintained. Maintaining a balance between short-term assets and
short-term liabilities is critical. For commercial bank, clients' deposits are its primary liabilities,
whereas reserves and loans are its primary assets.

Bank liquidity can be measured with different liquidity ratio. For the purpose of this study, Total
loan and advance to deposit liquidity ratio is used. The ratio serves as a useful planning and
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control tool in liquidity management since commercia banks use it as a guide in lending and
investment decision. Loans & Advances are the major portion of a bank’s asset and it is the most
earning asset of a bank. This ratio tells us the percentage of funding sources tied up by illiquid
asset. It relates illiquid asset with liquid liability. This ratio also indicates the percentage of
deposit locked in to illiquid asset. The ratio reflects the proportion of the customers' deposits that
has been given out in the form of loans and the percentage that is retained in the liquid forms. As
this liquidity ratio decreased, Bank can easily able to respond to their withdrawal needs, thus the
following hypothesisis drawn

H6: Bank Liquidity has negatively & significantly effected on private commercial Bank’s deposit.

Population Growth

The effects of population growth are ambiguous, even if adults would like their own
consumption streams to be constant over the life cycle, their expenditure may exceed income not
only during retirement but also when there are children in the household. Population growth
expand the ratio of workers to retires, but also the ratio of children to adults and saving may be
decreased more by latter than it is increased by the former .The net effect depends on the costs
and benefits of children, a balance that may itself change (from net benefit to net cost )with
economic growth (Angus 1989).

In an extension of the life-cycle model that accounts for the impact of children on household
income, Mason as cited by Allen (1988) shows not only that such an effect can be important but
also that there is a notable systematic relationship. In particular, in slow-growing economies the
positive "income effect" of faster population growth is likely to dominate the "dependency
effect,” and savings in the aggregate will be increased. (Saving is assumed to be higher out of
transitory income, so upward deviations of income due to population growth can have a
stimulating effect on saving). This study considered there is a positive relationship between
Increment of Population growth & Bank’s Deposit and draws the following hypothesis.

H7: population growth has positive and significant impact on private commercial Bank’s

deposit.

Profitability
Profitability accounts for the impact of better financial soundness on bank risk bearing capacity
and on their ability to perform liquidity transformation (Rauch et al. 2008 and Shen et a. 2010).
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Most commonly, profitability is measured by return on asset (ROA) and return on equity (ROE).
For the purpose of this study, the proxy of profitability is return on asset that measures the
overal financial performance of banks and the return on asset (ROA) is measured by the ratio of
net profit after tax to total Asset. Bhalla (2006), in his book, explains ROA as a ratio which is
used to measure the company’s efficiency in the use of its assets to generate profit. It means that
a more efficient company will generate a higher level of profit from a given level of total asset
than its less efficient competitor.

Finger and Hesse (2009) state that higher bank profits would tend to signal increased bank
soundness, which could make it easier for these banks to attract deposits. Rachmawati and
syamsulhakim (2004) aso find that there is a long run relationship between commercia banks
deposits and the profitability of the banks. This study considered there is a positive relationship
between Profitable & Bank’s Deposit and draws the following hypothesis.

H8: Profitability has positively & significantly effected on private commercial Bank’s deposit
In general, the study considered the above eight independent variables as a determinant for banks
deposit of Ethiopian private commercia banks. Table 3.1, below summarizes the dependent and

independent variables of the study with their respective operationa definition and expected signs

Table 3.2 Description of the variables and their expected relationship

Variable Symbol | Definition Expected sign

Deposit DEP Natural logarithm of annual N/A
incremental of deposit

Disposable Income DES Annua increment rate of Disposable +
income

Population  Growth | POP Annua Population growth rate +

rate

Deposit Rate INT Average deposit Rate +

Redl Growth | GDP Annual real Growth rate of gross +

domestic product domestic product

Branch Expansion BRA Annua Branch expansion rate +

Bank’s Liquidity LIQ Theratio of loan to deposit -

Capital Adequacy CAP The ratio of Capital to loan and -
advance

Profitably ROA The ratio of net profit after tax to tota +
asset
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CHAPTER FOUR

DATA ANALYSISAND DISCUSSION OF FINDINGS

This chapter consists of the analysis of quantitative data identified in the previous chapter. It has
five sections. The first section presents descriptive analysis of the dependent and independent
variables using graphs and tables to provide an insight on the distribution of the data by bank and
across time. Section two presents the classical linear regression model assumptions diagnostic
test results. Section three presents the correlation analysis result of dependent and independent
variables. The Fourth section presents the results of the regression analysis and finally discussion
of the regression results are presented under section five.

4.1. Descriptive Statistics

4.1.1. Trend of Sampled Private Commercial Banks of Ethiopia Deposit

As mentioned previous chapter, sampling is made based on taking maximum combination of
years and number of banks to achieve the maximum number of observations. Accordingly six
private commercial banks are selected. These are Awash International Bank, Dashen Bank, Bank
of Abyssinia, Wegagen Bank, United Bank and Nib International Bank. Since the study involves
six private commercia banksin Ethiopia as a sample, then total deposit of the selected banks are

analyzed.
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Figure4.1 Trend deposit of studied banks

As shown above Figure, the total deposit amount of the selected six private commercial banks
indicated increasing trend from year to year with different rates. Also deposit of the selected
banks depicted that from Year 2002 to year 2006, deposit of Awash International Bank was
increased continuously with increasing rate while other bank’s deposit increments rate  showed
fluctuation from year to year. More ever from Year 2006 to year 2009, except Wegagen Bank
which was increased with 9% in year 2008, deposit all sampled private commercial Bank
increased with minimum of 21%. For Y ear 2009 to year 2010 Private Commercial Banks deposit
have been increased for more than 23% except Bank of Abyssinia and Wegagen Bank showed
increment of 14% and 5% respectively in year 2010. Deposit of all sampled private commercial
banks except Bank of Abyssinia showed increase with declining trend in year 2012 and then
showed incremental trend in year 2013. On the other hand, the deposit increment trend of most
of sampled commercial banks showed declining trend at high rate in the year 2014.This may be
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deposit report to National Bank of Ethiopia required against Anti-money laundering policy and
partial deposit allowed to be deposited only in CBE for Condominium house projects in 2013.

4.1.2 Descriptive Analysis of Independent Variables and dependent Variable

In this section, the summary statistics of each variables of the study has been discussed. The
variables included the dependent and independent. The dependent variable used in this study in
order to measure the sampled commercial banks deposit is bank deposit growth whereas the
explanatory variables are: Branch expansion, Disposable income, Economic growth, Capital
Adequacy, Deposit rate, Bank’s liquidity, Population growth are discussed here under.

Table 4.1 Summary statistics — Dependent and Independent Variable

Variables | Mean | Median | Maximum | Minimum | Std. Dev. | Observations
DEP 8.76496 | 8.82461 | 9.54167 1.72428 0.42937 90
BRA 0.19381 | 0.15790 | 0.66667 0.00000 0.13575 90
DES 0.19098 | 0.18414 | 0.38271 -0.04107 0.12273 90
GDP 0.09134 | 0.10348 | 0.12644 -0.02099 0.03963 90
CAP 0.24773 | 0.22905 | 0.53988 0.04790 0.09486 90
INT 0.04067 | 0.04000 | 0.06000 0.03000 0.01003 90
LIQ 0.71251 | 0.69631 | 1.05530 0.48847 0.14563 90
POP 0.02664 | 0.02594 | 0.03453 0.02299 0.00322 90
ROA 0.02501 | 0.02700 | 0.04028 | -0.00175 0.00884 90

Sour ces Basic Data: National Bank of Ethiopiaand MOFID

The above table indicates the mean, maximum, minimum and standard deviation values of
variables. A data sets of 90 observations provides the basis for descriptive analysis. Hence, the
increment of deposit is presented in natural Logarithm in the above table. It is better to refer the
original data to analyze the annual increment of Bank’s deposit. As per the trend of Private
commercial Bank’s deposit table in Appendix-I, the bank deposit growth fluctuates between 2.66
and 167 percent. The minimum deposit growth rate was recorded in the year 2012 by Wgagagen
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Bank and the maximum deposit growth rate was recorded in the year 2001 by Nib International
Bank (after a year of its establishment) . The average deposit growth rate of Bank for the last
fifteen years was 30 percent. As Sylvester, cited Bahredin (2016) theoretically, a growth rate of
32.1 percent in deposits may be considered sufficient to increase supply of loanable funds.
Though the performance of deposit anong commercial banks conforms to supply the loanable
fund, the trend of deposit is increasing year to year at increasing rate. The reason of this
increasing deposit growth may attribute to increase the users of banking services and or
intermediation of commercial banks in the country.

The mean value of number of bank branches rate was around 19.38 percent. The minimum value
of zero percent Bank expansions rate were recorded in the year 2002 and 2010 whereas, the
maximum value of 66.67 percent Bank expansion rate was recorded in the year 2002. The
standard deviation for Branch expansion rate was 13.57 percent; this implies that high variation
Branch expansion rate from its mean value during the period of 2001 to 2015. As shown in the
result, there were higher differences among banks regarding branch expansion. This implies that

the effort of some banks to expand branching network.

National Disposable Income for a country is in the same way as Persona Disposable Income
(Personal Income — Personal taxes) isfor an individual .The average Disposable income growth
was 19 percent during the last fifteen years. The maximum Disposable income growth rate of
38.27 percent was recorded in the year 2008 and the minimum disposable income rate of -4.10
percent was recorded in the year 2002. The standard deviation for disposable income growth was

12.27 percent.

The average GDP growth rate of Ethiopia for the last sixteen years was 9.1 percent. The
maximum real GDP growth rate was recorded in the year 2005 (i.e. 12.6 percent) and the
minimum GDP which was aso negative growth rate was recorded in the year 2003 (i.e. -2.1
percent). Asit is shown in table 4.1, the country has recorded on average a double digit (abovelO
percent) growth rate from 2004 onwards except for the year 2012 & 2013 which was 8.7 percent
and 9.9 percent respectively. The standard deviation of 0.04 aso indicates that there was little
dispersion on the real GDP growth rate towards its mean.

The average capital adequacy ratio of the studied banks for the studied period was 24.7 percent.
United Bank showed both the lowest average capital adequacy ratio of 4.79 percent in year 2014
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and the highest average capital adequacy ratio of 53.9 percent in year 2002 of the last fifteen
years. The standard deviation of capital adequacy ratio was 9.4 percent.

The mean value of the bank deposit interest rate over the period under study was 4 percent with
the maximum and minimum values of 6 percent in the years 2001 and 3 percent (in the year
2002-2007) respectively. There was little variation of interest rate towards its mean value over
the periods under study with the value of standard deviation 1 percent. This implies that the
stability of deposit interest rate for subsequent years under the study periods in a sense there was
a control of minimum and maximum deposit interest rate by the government body. So there was
no competition between commercial banks to attract the customers with a motive of return on

deposit under the study period.

The average loan to deposit ratio of the studied commercial banks was 71.25 percent. The
maximum loan to deposit ratio of 105.5 % was registered in the year 2001. This indicates that, on
average private commercial banks in Ethiopia have higher amount of volatile deposits which are
tied up with illiquid loans. On the other hand, the minimum loan to deposit ratio of 48.84 percent
was registered in the year 2011. The standard deviation of 14.56 percent shows there was
moderate dispersion of loan to deposit ratio from its mean value.

The average estimated population growth rate of Ethiopia for the last fifteen years was 2.7
percent. The maximum population growth rate was estimated in the year 2008(i.e. 3.45 percent)
and the minimum population growth which was estimated in the year 2015 (i.e. 2.66 percent).
The standard deviation of 0 .3 percent indicates that there was little dispersion on the population

its mean.

Profitability is the likelihood of a business earning the desired level of income within a specific
period of time under certain prevailing business conditions. Average return on asset of studied
banks for the period from 2001 to 2015 was 2.5 percent. The minimum return on asset of -0.17
percent was registered in the year 2003 and the maximum return on asset of 4 percent was
registered on the year 2012. The standard deviation of 0.8 percent reveals that there was very
little dispersion of average return on asset of studied banks towards their mean value.
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4.2 Testing the Classical Linear Regression Model (CLRM) Assumptions

To make the regression analysis, the researcher computed the year on year percentage changes of
each variable to simplify the numbers. Then log of year on year change deposit value of six
private commercia banks which is the dependent variable is regressed against four
macroeconomic independent variables (deposit rate, real GDP growth rate, disposable income,
population growth) and four micro economic independent variable ( liquidity, capital adequacy,
Branch expansion and profitability). The regression analysis is used to test if an independent
variable influences a dependent variable and whether this effect is positive or negative. For that
to be applied and workable, diagnostic testing has to be done.

The econometric estimation techniques that is used by this study is ordinary least square (OLS).
There are five assumptions made in relation to the classical linear regression model (CLRM).
The researcher has tested if there exist the violation of these assumptions. The method used to

test these assumptions by the researcher is described as follows:

The Assumption of Average Valueof theError isZero

The first assumption required is that the average value of the errorsis zero. In fact, if a constant
term is included in the regression equation, this assumption will never be violated. In our case
the model have constant term which is proved that the line did not pass through the origin and
the first assumption of CLRM is not violated. Therefore the variation in the dependent variable,

deposit of private commercial banks, is explained by the independent variables.

The Assumption of Homoscedasticity

It has been assumed so far that the variance of the errors is constant, this is known as the
assumption of homoscedasticity. If the errors do not have a constant variance, they are said to be
heteroscedastic. The researcher uses Breusch Godfrey test (BG test) to test for heteroskedasticity.
In this test the null hypothesis is that there is no evidence for the presence of heteroskedasticity
(homoscedasticity does exist) and the aternate hypothesis is that there is evidence for the
existence of heteroskedasticity. Therefore, if this hypothesis is rejected it is said to be the
variance of the errors are no longer constant or the assumption of homoscedasticity is violated,
on the other hand there is evidence for the existence of heteroskedasticity.
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Table 4.2 Heter oskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 0.629570 Prob. F(8,81) 0.7507
Obs* R-squared 5.268576 Prob. Chi-Square(8) 0.7285
Scaled explained SS  4.609035 Prob. Chi-Square(8) 0.7984

Sour ce: E-views output from banks financial statements

The test statistics give us the information we need to determine whether the assumption of
homoscedasticity is valid or not. All the three version that are F-, x2 (‘LM’) and Scaled
explained SS’, give the same conclusion that there is no evidence for the presence of
heteroscedasticity, since the p-values are considerably in excess of 0.05. Therefore it can be

concluded that the variance of error term is constant or the second assumption is not violated

The Assumption of Autocorrelation

Covariance between the error terms overtime (or cross sectionally, for the type of data) is zero, It
is assumed that the errors are uncorrelated with one another. In other words, it is assumed that
the errors are uncorrelated with one another. If the errors are not uncorrelated with one another, it
would be stated that they are ‘autocorrelated’ or that they are “serially correlated’. The study uses
Durbin-Watson test (DW test) to test autocorrelation. The null hypothesis for this test is the error
a the current time and the error at previous time is independent of one another(there is no
autocorrelation) and the alternative hypothesisis that the error at the current time is dependent on
the error of the previous time(there is evidence for the presence of autocorrelation). Therefore if
the null hypothesis is rejected then it is said that there is an evidence for the presence of

autocorrel ation.

According to Brooks (2008), the DW test does not follow a standard statistical distribution such
asat, F, or x2. DW has 2 critical values: an upper critical value (dU) and a lower critical value
(dL), and there is also an intermediate region where the null hypothesis of no autocorrelation can
neither be rejected nor not rejected. The regjection, non-rejection, and inconclusive regions are

shown on the number linein figure 4.2 below
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Figure 4.2 Reection and non-rejection regions for DW test

Reject]{u: Do not reject Reject Hy;
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The null hypothesis is rejected and the existence of positive autocorrelation presumed if DW is
less than the lower critical value (dL); the null hypothesis is rejected and the existence of
negative autocorrelation presumed if DW is greater than 4 minus the lower critical value (4-dL);
the null hypothesis is not rejected and no significant residual autocorrelation is presumed if DW
is between the upper critical value (dU) and 4 minus the upper critical limits (4-dU) (Brooks
2008).

The study has eight explanatories variables (k) and 15 years period of time .So it has total of
ninety observations and as per the DW table in Appendix-Il for 90 observations with eight
explanatory variables at 1% level of significance, the dL and dU values are 1.336 and 1.714,
respectively Accordingly, the value of 4-dU and 4-dL are 2.286 and 2.664, respectively. The
DW value of this study is 1.954889, (Appendix-11) which lies in the no evidence of
autocorrelation region where the null hypothesis of no autocorrelation do not be rejected.
Therefore, given these result it can be concluded that there is no evidence for the existence of

autocorrelation
The Assumption of Independent Variables are Non Stochastic

The assumption of Independent Variables are Non Stochastic OLS estimator is consistent and
unbiased in the presence of stochastic regressors, provided that the regressors are not correlated
with the error term of the estimation equation. However, if one or more of the explanatory
variables is contemporaneously correlated with the disturbance term, the OLS estimator will not
even be consistent. The regressors (independent variables) are not correlated with error term of

the estimations equation is the assumption that is violated if the constant term does not exist.
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This study has a constant term in its model, therefore it can be concluded that it protected from

the violation of assumption number one and four

The Assumption of Disturbances are normally Distributed

The fifteenth important diagnostic test conducted in this paper is the normality assumption.
According to Brooks (2008), one of the most commonly applied test for normality is the Bera-
Jarque (BJ) test. According to Brooks (2008), if the residuals are normally distributed, the
histogram should be bell-shaped and the Bera Jarque statistic would not be significant. This
means that the p-value given at the bottom of the normality test screen should be greater than
0.05 to support the null hypothesis of presence of normal distribution at the 5 percent level.
Theoretically, if the test is not significant, then the data are normal, so any value above 0.05
indicates normality. On the other hand, if the test is less than 0.05 which proves significance,
then the data are non-normal. Bera-Jarque formalizes this by testing the residuals for normality
and testing whether the coefficient of skeweness and kurtosis are close to zero and three
respectively. Skewness measures the extent to which a distribution is not symmetric about its
mean value and kurtosis measures how fat the tails of the distribution are. The null hypothesisis
that the distribution is normal and the alternate hypothesis is that the distribution is not normally
distributed. Therefore if the null hypothesis is rejected then the distribution is not normally
distributed.

Figure 4.3 Normality Test for Residuals
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In this study, Bera-Jarque normality tests has been used for normality test. As shown in the
above histogram, kurtosis approaches to three which is 2.91. On the other hand the p-value for
the BJ test is 0.767004 which is not significant to reject the null hypothesis. Thus the result of the

test implies that the data were consistent with a normal distribution assumption.
4.3 Test of Multicollinearity

Test for multicollinearity helps to identify the correlation between explanatory variables and to
avoid double effects of the independent variables. It describes the relationship between
explanatory variables. When the explanatory variables are highly correlated with each other,
there exists multicollinearity problem (Brooks, 2008). Though, there is no consistent argument
on the level of correlation that causes multicollinearity, Hair et al(2006) cited in Habtamu (2012)
argues that correlation coefficient below 0.9 may not cause serious multicollinearity problems. In
this study correlation matrix for eight explanatory variables had been estimated. The results in
the following correlation matrix show that the highest correlation of 0.5907 existed between Red
GDP and return on asset  followed by correlation coefficient of 0.5248 which is existed between
Rea GDP and deposable income

Table4.3 Correlation Matrix of Explanatory Variable

BRA CAP DES GDP INT LIQ POP ROA
BRA 1
CAP 0.066125 1
DES -0.03388 | 0.048863 1
GDP 0.053562 | 0.015724 | 0.524863 1
INT 0.24348 | 0.397098 | 0.018671 | 0.152713 1
LIQ 0.230902 | -0.21796 | -0.28854 | -0.23086 -0.3898 1
POP 0.155607 | -0.23048 | 0.341834 | 0.211444 | -0.28937 | 0.372958 1
ROA 0.092782 | 0.394068 | 0.509743 | 0.590779 | 0.270202 | -0.21491 | 0.061292

Sour ce: E-view results of sample private commercial banks

The above table reports the correlation matrix of the variables of the estimation model. The
correlation matrix also shows that the pair-wise correlations between explanatory variables are
not quite high, indicating that multicollinearity is not a serious problem
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4.4 Fixed Effect Versus Random Effect Modéel

The collected data were estimated based on panel model, which includes cross sectional and time
series observations for six private commercial banks that ranges over 15 years .The estimation
technique was carried out on the basis of balanced panel data regression. A balanced panel data
have equal time series observations for the study entities. In this study, the cross sectional units
are six and the time series (period taken for the study) is 15 years. The commonly used models
for panel data are fixed effects and random effects amodels. The random effects model is more
appropriate when the entities in the sample can be thought of as having been randomly selected
from the population while fixed effect model is more appropriate when the entities in the sample
effectively constitutes the entire population (Brooks, 2008). On the other hand, according to
Gujarati (2004) cited in Mekbib (2016), if the number of time series datais large and the number
of cross-sectional units is small, there is likely to be little difference in the values of the
parameters estimated by fixed effect model and random effect model.

Accordingly in this study, the number of cross section unitsis six and the number of time series
data is fifteen which is more than the cross section unit and as the sample of private commercial
banks were not selected randomly, the fixed effect model is more appropriate than the random
effect model and then the fixed effect model is used in this study.

4.5 Results of Regression Analysis

This section discusses the regression results of fixed effect model that determines deposit
mobilization in private commercial banks of Ethiopia. This regression analysis is based on the
data collected from National Bank of Ethiopia and MOFED. The relationship between one
dependent variable and six independent variables is regressed using econometric software called
EViews 8.1. Thus, the model used to examine statistically significant determinants of private

commercia banks deposit measured by

DEPt = $0 +B1 BRA + B2DESt + B3GDPt+p4 CAP+B5INTt+B6LIQt + B7POPt+BSROAL +1u
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Table 4.4 The Result of fixed Effects Model for Regression Results

Dependent Variable: DEP

Method: Panel Least Squares

Date: 01/10/17 Time: 15:46

Sample: 2001 2015

Periods included: 15

Cross-sections included: 6

Total panel (balanced) observations: 90

Variable Coefficient Std. Error t-Statistic Prob.

C 9.735782 0.358153 27.18328 0.0000
BRA 0.629601 0.237492 2.651043 0.0098
DES 0.663824 0.328939 2.018078 0.0471
GDP 2.472297 1.002921 2.465096 0.0160
CAP -0.315046 0.428947 -0.734464 0.4649
INT 0.847715 3.550959 0.238728 0.8120
LIQ -1.647813 0.285853 -5.764539 0.0000
POP -10.42642 11.45130 -0.910501 0.3654
ROA 1.998580 5.340043 0.374263 0.7093

Effects Specification

Cross-section fixed (dummy variables)

R-squared 0.682426 Mean dependent var 8.764961
Adjusted R-squared 0.628104 S.D. dependent var 0.429374
S.E. of regression 0.261846 Akaike info criterion 0.299918
Sum squared resid 5.210829 Schwarz criterion 0.688777
Log likelihood 0.503712 Hannan-Quinn criter. 0.456728
F-statistic 12.56264 Durbin-Watson stat 1.954889
Prob(F-statistic) 0.000000

As mentioned earlier, the purpose of regression anaysis in this study was to examine the
importance of each independent variable in explaining the variation of private commercial banks
deposit. Accordingly, the estimation result of the operational panel regression model used in this
study is presented in table 4.4. As shown in table 4.4, the R-squared statistics and the adjusted-R
squared statistics of the model were 68.24% and 62.81 % respectively. The adjusted- R2 of this
study indicates that, 62.84 % of the variation on the dependent variable (deposit of private
commercial Bank) was explained by the changes in the independent variables. Thus it can be
concluded that, al the independent variables used in this study collectively, were good
explanatory variables of private commercial banks deposit. Hence the p-value of F-statistics is
zero at six digits, the null hypothesis is rejected and the mode is significant even at 1%
significant level, which enhanced the reliability and validity of the model.
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As it shown on above table 4.4, Branch expansion (BRA) and Bank liquidity (LIQ) are
statistically significant at 1% significant level moreover Disposable income (DES) and rea
GDP have statistically significant impact on banks deposit at 5% significant level. Wheresas,
capital adequacy (CAP), deposit rate (INT), population growth (POP) and return on asset (ROA)
have statistically insignificant impact on private banks deposit.

As it can be seen from the above table, among the independent variables, bank liquidity (LIQ)
has negatively related private bank deposit. The other variables, Branch expansion (BRA),
deposable income (DES), real GDP have positively related to Bank deposit .\When Bank
liquidity which measured by loan to deposit ratio has negatively related to bank deposit mean
that increasing liquidity of bank that is decrease the bank liquidity ratio, has positive impact
to bank deposit . The coefficient sign of bank liquidity, branch expansion, deposable income, real
GDP arein-line with our expectation.

In general among the macroeconomic variables, real gross domestic product (GDP) and
deposable income (DES) have dtatisticaly significant effect on deposit Ethiopian private
commercia banks and Bank liquidity (L1Q) and Branch expansion (BRA) are among of the
Bank specific factories that have statistically significant impact on deposit of Ethiopian private

commercia banks.

Discussion of the Regression Results

In this section, the relationship between the dependent variable and each independent variable
are discussed on the basis of the findings on this study. The dependent variable is private
commercia banks of Ethiopiadeposit and independent variables are disposable income, deposit
rate, population growth, real GDP, Branch expansion, Bank liquidity calculated as Ratio of loan
to deposit amount, Capital adequacy calculated as ratio of capital amount to asset amount ,Return
on asset calculated as ratio of net profit after tax to total asset.

Branch Expansion and Bank’s Deposit

Branch expansion is one of the Bank specific factories that affect deposit of commercial banksin
Ethiopia and it was measured by annual growth rate of Branch expansion. It was hypothesized
that Branch expansion has positive and significant impact on bank’s deposit. Based on the
regression result, Branch expansion is positive and statistically significant impact on deposit of

Ethiopian private commercial banks at 1% significant level. The coefficient of 0.629601
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revealed that, taking other independent variables constant, a one percent change on growth rate
of Branch expansion has a62.96% change on deposit of Ethiopian private commercial banks.
The result of this study was consistent with the findings of Wubetu( 2012),Giragn, Hibret and
Shemsu (2015) on commercia Bank of Ethiopia.Thus the study fail to reject the hypothesis of

Branch expansion has positive and significant impact on bank’s deposit

Disposable Income Growth and Bank’s Deposit

In this study, the annual growth rate of disposable income is used as a proxy disposable income
growth. It was hypothesized that disposable income has positive and significant impact on bank’s
deposit. Based on the regression result, disposable income was statistically significant impact on
the determination of deposit of Ethiopian private commercia banks. The coefficient sign of 0.66
reveals that, there is a positive relation between deposit of private commercia banks and
disposable income growth. The value coefficient (0.66) indicates that when deposable income is
increased by 1 %, the deposit of Ethiopian private commercia banks is also increased by 66%
being other variables remain constant. This positive relation disposable income and Bank’s
deposit is consistent with the assumption of Saving is primary function of disposable income
which implies that part of the income will be saved at an increasing rate as the disposable income
increases (Keynes, 1936). Theresult of study isasoin line with the funding of Athukorela
and Sen (2004) on Indian commercial Bank and Elbadawi and Mulega (2000) on sub-Saharan
Africa, Latin America, East Asian and Caribbean commercia Banks . Thus, the hypothesis:
disposable income growth has positive and significant impact on bank s deposit should not be

rejected.

Real GDP and Bank’s Deposit

GDP was one of the macroeconomic variables that affect deposit of private commercial banks in
Ethiopia and it was measured by the real growth rate. It was hypothesized that real GDP growth
has positive and significant impact on bank’s deposit. As per the regression result, GDP have
positive and statistically significant impact on Bank deposit at 5% significant level. Thisimplies
that during the study period, the growth rate of GDP of Ethiopia have impact on the deposit of
Ethiopian private commercial banks. The coefficient of 2.47 implies, other factors being
constant, a 1 unit increase in GDP growth rate may lead to a 2.47 unit increase in Bank’s deposit.

This supports the argument that, for countries in the initial stages of development such as
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Ethiopia, the level of income is an important determinant of the capacity to save. In general, the
result of this study was consistent with the findings of Girma (2005), Hibret, and Shemsu (2015)
on Ethiopian commercial banks and Metin and Ozcan (2005) on Middle East and North African
commercial Bank. Therefore, the study fails to reject the hypothesis of real GDP has positive

and significant impact on bank’s deposit

Capital Adequacy and Bank’s Deposit

In this study, Ratio of total capital to total deposit is used as a proxy Capital Adequacy .As
regression result shows, Capital adequacy has negative and statistically insignificant impact on
Bank’s deposit. The negative relation was consistent with financial fragility-crowding out”
theories, higher capital reduces liquidity creation Rajan (2002) and the findings of Jember (2015)
on private commercial Bank of Ethiopian. This implication show that better capitalized banks
tend to create less liquidity that leads to mobilize little deposit amount. As a result, the

hypothesis, capital adequacy has negative and significant impact on liquidity should be rejected.

Deposit Rate and Bank’s Deposit

Interest rate on deposit as a fraction of total deposit is taken as a measure for interest rate on
deposit. It was hypothesized that deposit rate has positive and significant impact on bank’s
deposit. The result of the regression shows that, interest rate on deposit has positive and
insignificant impact on commercial banks deposit. Thus, there is no empirical evidence that
supports the influence of interest rate liberalization on bank’s deposit in Ethiopia. The positive
relation was consistent with the findings of Hibret and Shemsu (2015) on commercial Bank of
Ethiopia. Although, McKinnon (1973) and Shaw (1973) point out that interest rate is key factor
that influences savings of a country, a general implication drawn in this paper is that deposit rate
would not bring about automatic improvement in bank’s deposit. Therefore, the study reject the

hypothesis of deposit rate has positive and significant impact on bank’s deposit

Bank’s Liquidity and Bank’s Deposit

In this study, Ratio of total loan and advance to total deposit is used as a proxy bank liquidity.
The ratio of loan and advances to deposits reflects the quantity or proportion of the customers
deposits that has been given out in form of loans. When the ratio is high it means that large
portion deposit is given out in the form of loan. The study was hypothesized that Bank liquidity
has negative and significant impact on bank’s deposit. The result in this study found that Bank
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liquidity is negatively and statistically significant impact on deposit of Ethiopian private
commercia banks at 1% significant level. According to the regression result, a one unit change
in the Bank’s liquidity, keeping other things constant, has resulted in 1.6478 unit change on the
level of deposit of commercia banks in opposite direction. In other word, it means that the
depositors are concerned with liquidity position which determines a bank's ability to respond to
the withdrawal needs which are normally on demand or on a short notice as the case may be.
This positive relation Bank’s liquidity and deposit is consistent with the funding of Jemeber
(2012) and Bahredin (2016). Therefore, the study fails to reject the hypothesis of Bank’s
liquidity has negative and significant impact on bank’s deposit.

Population Growth and Bank’s Deposit

The other macroeconomic variable included in this study was population growth. According to
the regression result of this study, Population has negative and statistically insignificant impact
on deposit of Ethiopian private commercial. The negative relation of the population growth and
Bank’s deposit is not consistence with our expectation but it is supported by assumption of
Cincotta and Engelman (1997) that rapid population growth produces large proportions of
children and youth relative to the labor force .Families spend far more on children than the
children can quickly repay in economic production, especially as modern schooling and health
care replaces child labor so It is expected consumption related to children to retard household
savings. Thus, the hypothesis: population growth has positively and significant impact on deposit
should be rejected.

Profitability and Bank’s Deposit

Profitability in this study is measured by the return on asset (ROA). Most time private
commercial banks met the minimum standards that is set by the Basel accord which indicate the
minimum return on asset to be equal or greater than 1% are banks in better performance .
Profitability of a concern indicates the financia stability and the greater the possibility of profit-
earning the easier it is to attract deposit .The regression result shows that, profitability has
positive and statisticaly insignificant impact on Bank’s deposit. The positive sign of the
coefficient indicates a directly relationship between profitability and banks deposit. This
positive relationship profitability and Bank’s deposit is consistent with the funding Finger and
Hesse (2009). Thus, the hypothesis: bank profitability has positive and significant impact on
banks deposit should be rejected.
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CHAPTER FIVE
CONCLUSIONSAND RECOMMENDATIONS

This chapter deals with the major conclusions and recommendations based on the findings of the
study. The chapter is organized in to two sub-sections the first section presents the maor
conclusions of the study and the second section deals with the recommendation drawn from the
study.

5.1 Conclusion

Nowadays, finding deposit is becoming a challenging job for the banks in Ethiopia compatible
with the growing need of loans. Owing to the growing need for finances from new and existing
businesses of the country coupled with the banks own desire to make profits from those finances,
deposit mobilization is becoming the critical success factor for banks. The main objective of this
study was to identify the macroeconomic and bank specific determinants of deposit of Ethiopian
private commercia banks. To comply with the objectives of the study, four bank specific and
macroeconomic variables were used. The bank specific variables includes; capital adequacy,
bank Liquidity , profitability, Branch Expansion and the macroeconomic variables were real
GDP, deposit rate ,population growth and disposable income . The study was used panel data for
the sample of six private commercia banks in Ethiopia which had fifteen years of banking
service over the period 2001 to 2015. The bank specific data were mainly collected from annual
audited financia reports of the respective sample banks and the macroeconomic data were
collected from NBE and MoFED.

Data was presented and analyzed by using descriptive statistics, correlation analysis and
balanced fixed effect regression analysis to identify the determinants of deposit of Ethiopian
private commercia banks. Before performing OLS regression the model was tested for the
classical linear regression model assumptions. From eight explanatory variables, 50% of them

proved to be statistically significant.

The study reveals that from four macroeconomic variables, 50% of them proved to be
statistically significant. This is a clear signa to private commercia banks of Ethiopia that they

cannot ignore the macroeconomic indicators when strategizing to improve on their deposit
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position. Thus, banks in Ethiopia should not only be concerned about internal structures and
policies/ procedures, but they must consider both the internal environment and the
macroeconomic environment together in developing their strategies to increase their deposit
position.

The result of this study showed that, among the macro-economic variables disposable income
and real GDP has statistically significant impact on deposit of Ethiopian private commercial
banks. Whereas deposit rate, population growth have no statistically significant impact on the
determination of deposit of Ethiopian private commercial Banks. Branch expansion and Bank
liquidity are among the bank specific variables that have statistically significant impact on the
determination deposit of Ethiopian. Whereas capital adequacy and return asset are the other bank
specific which has no statistically significant impact on the determination of deposit of Ethiopian
private commercial banks.

The result revedls a positive relationship between branch expansion and deposit with strong
statistical significant. Aggressive branch opening that has positive correlation with deposit
mobilization with respect to widening customer base and increased financial inclusion through
creating accessibilities to the unbanked rural and urban areas. This result was in line with our
expectation and findings of Wubetu( 2012), Giragn, Hibret and Shemsu (2015). The coefficient
sign for bank liquidity (Ratio of total loan to total deposit) revealed negative relationship with
Bank deposit and it was in line with our hypothesis. It is shows that Banks need to have adequate
amount cash to satisfy the withdrawal needs of the customers. The Negative relation between
Bank’s liquidity and deposit consistent with funding of Jemeber (2014) on private commercial
banks of Ethiopia. Disposable income and GDP growth rate have a positive impact on the
savings of private commercial Banks of Ethiopia. This finding is consistent with the empirical
results of the cross country studies, which indicate, ceteris paribus, that more advanced countries

tend to save a higher percentage of their GDP.
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5.2 Recommendation

This study was intended to identify the empirical determinants of deposit of Ethiopian private
commercial banks, and hence on the basis of the findings of the study, the following

recommendations are drown.

» Itiswel known that deposits are the critical resource for the banks to stay profitable, by the
same analogy commercial Banks major activity is mobilizing deposit. Therefore the bank
should give due emphasis to its deposit mobilizing tasks by considering mobilizing deposit is
away to survival.

» Since branch expansion has positive and significant effect on total deposit of commercial
banks, private commercia banks should have to intensify branch expansion to areas where
there are potential deposit sources even to remote locations.

» Theresults of this paper help to understand the effectiveness of policy variablesin raising the
national savings in terms of their magnitude and direction. Some major recommendations for
policy can be drawn from the analysis. Policies geared towards improvement in economic
growth and disposable income as suggested by Keynes (1936) would improve saving rates.

» There is a well-established positive relationship between economic growth and deposit
mobilization. This calls for a continued policy support and investment in enhancing
economic growth that would not only increase the capacity of banks to mobilize resources,
but also trigger the overall growth of the economy.

> A lack of liquidity can put a quick and final end to a financial institution’s efforts to mobilize
deposits and, in the worst case, can cause it to collapse or close. Deposit mobilization
requires clients to trust that they will always be able to access their savings when they want
or need them. As the study point out, private commercial bank required to have enough
liquid assets to meet the demand for cash outflows, so as to generate and sustain public
confidence of the depositors.

» Expanding private sector banking and increasing financial intermediation are key el ements of
this much-needed reform that will underpin economic growth. The government has to give
equal playing ground for al banks and its policies should be impartial to all banks operating

in the country. The existing institution of the banks, Ethiopian Bankers Association, has to
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broaden its authorities and responsibilities and instigate fair practices among individual
banks.
Recommendation for further study: As this study identifies only limited bank specific and
macroeconomic variables for a sample of six private commercia banks in Ethiopia, there have to
be further researches which include more bank specific variables, macroeconomic variables that

affect the deposit of Ethiopian commercia banks.
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Appendix |: Trend of private commercial Bank’s deposit

year Dashen Awash Inter. Bank of Wegagen United Nib Inter.
Bank Bank Abyssinia Bank Bank Bank

2001 | 886 751 651 449 129 208

2002 1191 930 909 515 189 345

2003 1621 1164 1076 704 287 588

2004 | 2178 1493 1275 876 532 832

2005 | 2833 1940 1627 1288 865 1223
2006 3692 2567 2177 1778 1220 1452
2007 | 4861 3112 2721 2724 1541 1879
2008 | 6152 3870 3478 2966 2443 2470
2009 | 7925 4962 4494 3728 3616 3296
2010 | 10145 6106 5139 3923 4725 4127
2011 11841 7744 6075 5957 6066 5157
2012 14066 9204 6771 6116 6758 5838
2013 15851 12545 8496 7908 8063 6655
2014 | 17681 15040 9096 8742 8905 7923
2015 19814 18520 11118 10228 11804 9774
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Appendix 111

Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 0.629570 Prob. F(8,81) 0.7507

Obs*R-squared 5.268576 Prob. Chi-Square(8) 0.7285

Scaled explained SS 4.609035 Prob. Chi-Square(8) 0.7984

Test Equation:

Dependent Variable: RESID"2

Method: Least Squares

Date: 01/10/17 Time: 16:35

Sample: 1 90

Included observations: 90

Variable Coefficient Std. Error t-Statistic Prob.
C 0.050677 0.134375 0.377130 0.7071

BRA 0.018462 0.089539 0.206194 0.8372
DES -0.079503 0.125042 -0.635809 0.5267
GDP 0.097317 0.378069 0.257405 0.7975
CAP -0.021960 0.139668 -0.157229 0.8755
INT 1.686387 1.375948 1.225618 0.2239
LIQ 0.023546 0.100728 0.233762 0.8158
POP -2.916571 4.376042 -0.666486 0.5070
ROA 0.710740 1.839375 0.386403 0.7002

R-squared 0.058540 Mean dependent var 0.067958

Adjusted R-squared -0.034444 S.D. dependent var 0.100438

S.E. of regression 0.102153 Akaike info criterion -1.630051

Sum squared resid 0.845254 Schwarz criterion -1.380070

Log likelihood 82.35230 Hannan-Quinn criter. -1.529244

F-statistic 0.629570 Durbin-Watson stat 1.689036

Prob(F-statistic) 0.750667
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Appendix IV: Raw Data Associated With Regression Analysis

Bank

DEP

CAP

LiQ

INT

DES

POP

ROA

GDP

BRA

Awash

2001

8.20412

0.185383

0.747004

0.06

0.001679

0.026667

0.012128

0.07418

0.157895

2002

8.252853

0.205651

0.684946

0.03

-0.04107

0.025974

0.010791

0.016339

0.136364

2003

8.369216

0.17125

0.687285

0.03

0.104021

0.025316

0.009993

-0.02099

0.04

2004

8.517196

0.163848

0.633624

0.03

0.12985

0.026235

0.014689

0.117294

0.115385

2005

8.650308

0.176744

0.664948

0.03

0.240364

0.027068

0.017071

0.126442

0.137931

2006

8.797268

0.162393

0.729256

0.03

0.198305

0.02489

0.026405

0.115394

0.060606

2007

8.736397

0.172771

0.807198

0.03

0.276285

0.034286

0.037342

0.117949

0.228571

2008

8.879398

0.218042

0.707494

0.04

0.382711

0.03453

0.029625

0.111872

0.186047

2009

9.038573

0.276447

0.546755

0.04

0.307775

0.025367

0.020045

0.100413

0.117647

2010

9.058248

0.298792

0.515231

0.04

0.13524

0.026042

0.027436

0.105671

0.070175

2011

9.214271

0.32811

0.514781

0.05

0.311679

0.024112

0.032521

0.114

0.114754

2012

9.164524

0.292482

0.598067

0.05

0.381122

0.024783

0.030051

0.086995

0.294118

2013

9.523857

0.26083

0.614587

0.05

0.122579

0.025393

0.02854

0.099

0.329545

2014

9.396984

0.275164

0.779375

0.05

0.184143

0.025943

0.027955

0.103475

0.316239

2015

9.541668

0.247586

0.673961

0.05

0.129951

0.022989

0.025598

0.102

0.344156

Dashen

2001

8.448706

0.130252

0.805869

0.06

0.001679

0.026667

0.019091

0.07418

0.222222

2002

8.4843

0.139908

0.732158

0.03

-0.04107

0.025974

0.016151

0.016339

0.181818

2003

8.633468

0.101815

0.781616

0.03

0.104021

0.025316

0.013561

-0.02099

0.115385

2004

8.745855

0.101775

0.775941

0.03

0.12985

0.026235

0.020919

0.117294

0.103448

2005

8.816241

0.108871

0.787857

0.03

0.240364

0.027068

0.02076

0.126442

0.0625

2006

8.933993

0.121997

0.856988

0.03

0.198305

0.02489

0.029256

0.115394

0.088235

2007

9.067815

0.136535

0.820407

0.03

0.276285

0.034286

0.030955

0.117949

0.135135

2008

9.110765

0.166729

0.712344

0.04

0.382711

0.03453

0.030535

0.111872

0.190476

2009

9.248877

0.204132

0.56169

0.04

0.307775

0.025367

0.025675

0.100413

0.1

2010

9.346224

0.222496

0.49769

0.04

0.13524

0.026042

0.026231

0.105671

0.090909

2011

9.229603

0.224591

0.525075

0.05

0.311679

0.024112

0.030741

0.114

01

2012

9.347205

0.225004

0.577566

0.05

0.381122

0.024783

0.037215

0.086995

0.121212

2013

9.251799

0.230831

0.559092

0.05

0.122579

0.025393

0.030728

0.099

0.486486

2014

9.26247

0.275475

0.53331

0.05

0.184143

0.025943

0.032441

0.103475

0.290909

2015

9.328944

0.253656

0.581757

0.05

0.129951

0.022989

0.029443

0.102

0.15493

Wegagen

2001

8.227887

0.213974

1.0553

0.06

0.001679

0.026667

0.021205

0.07418

0.625

2002

8.41162

0.210762

0.735974

0.03

-0.04107

0.025974

-0.00175

0.016339

0

2003

8.222716

0.184178

0.751859

0.03

0.104021

0.025316

0.004216

-0.02099

0.076923

2004

8.298853

0.200624

0.75451

0.03

0.12985

0.026235

0.023002

0.117294

0.357143

2005

8.546543

0.205835

0.758451

0.03

0.240364

0.027068

0.029655

0.126442

0.157895

2006

8.740363

0.204789

0.9017

0.03

0.198305

0.02489

0.029993

0.115394

0.136364

2007

8.735599

0.174837

0.847115

0.03

0.276285

0.034286

0.019731

0.117949

0.16

2008

8.878962

0.148973

0.810047

0.04

0.382711

0.03453

0.003414

0.111872

0.413793

2009

9.007073

0.19167

0.602771

0.04

0.307775

0.025367

0.018344

0.100413

0.121951

2010

8.809331

0.185678

0.613609

0.04

0.13524

0.026042

0.022387

0.105671

0

2011

8.971467

0.199282

0.545769

0.05

0.311679

0.024112

0.024861

0.114

0.304348

WWWWWWWIWIWWIWIWININININDNINDNINDNINDNINDNINDINDNINDNINDIDNIDNINIPIFPIFPIFPIFPIFPIFPIFP|IFPIFPIFPFP(FPFP|F

2012

8.842735

0.232614

0.575564

0.05

0.381122

0.024783

0.026253

0.086995

0.016667
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2013

9.236711

0.235562

0.553436

0.05

0.122579

0.025393

0.021291

0.099

0.409836

2014

8.77839

0.302107

0.55637

0.05

0.184143

0.025943

0.039678

0.103475

0.27907

2015

9.305715

0.306601

0.531133

0.05

0.129951

0.022989

0.021346

0.102

0.245455

BOA

2001

7.880814

0.168605

0.766147

0.06

0.001679

0.026667

0.010292

0.07418

0.117647

2002

7.792392

0.157635

0.78835

0.03

-0.04107

0.025974

0.009288

0.016339

0.105263

2003

8.285557

0.162872

0.81108

0.03

0.104021

0.025316

0.012373

-0.02099

0.047619

2004

8.235528

0.174797

0.842466

0.03

0.12985

0.026235

0.02807

0.117294

0.045455

2005

8.614897

0.179641

0.77795

0.03

0.240364

0.027068

0.029703

0.126442

0.26087

2006

8.690196

0.160075

0.895951

0.03

0.198305

0.02489

0.03143

0.115394

0.103448

2007

8.975662

0.187007

0.791261

0.03

0.276285

0.034286

0.032189

0.117949

0.1875

2008

8.385295

0.257989

0.79114

0.04

0.382711

0.03453

0.033659

0.111872

0.052632

2009

8.881986

0.395957

0.566568

0.04

0.307775

0.025367

0.035291

0.100413

0.225

2010

8.28873

0.425133

0.63064

0.04

0.13524

0.026042

0.038897

0.105671

0.040816

2011

9.308497

0.459557

0.48847

0.05

0.311679

0.024112

0.040105

0.114

0.039216

2012

8.2001

0.449882

0.619237

0.05

0.381122

0.024783

0.040283

0.086995

0.132075

2013

9.253455

0.390271

0.621157

0.05

0.122579

0.025393

0.033032

0.099

0.3

2014

8.921072

0.465687

0.549159

0.05

0.184143

0.025943

0.026448

0.103475

0.25641

2015

9.172155

0.397629

0.61513

0.05

0.129951

0.022989

0.025705

0.102

0.214286

united

2001

7.724276

0.470149

1.03876

0.06

0.001679

0.026667

0.023364

0.07418

0.285714

2002

7.778151

0.539877

0.862434

0.03

-0.04107

0.025974

0.012739

0.016339

0

2003

7.991226

0.313793

1.010453

0.03

0.104021

0.025316

0.010661

-0.02099

0.444444

2004

8.389166

0.25

0.721805

0.03

0.12985

0.026235

0.010386

0.117294

0.076923

2005

8.522444

0.210793

0.685549

0.03

0.240364

0.027068

0.028891

0.126442

0.214286

2006

8.550228

0.190239

0.822951

0.03

0.198305

0.02489

0.027517

0.115394

0.294118

2007

8.506505

0.255319

0.91499

0.03

0.276285

0.034286

0.029317

0.117949

0.318182

2008

8.955373

0.251547

0.761113

0.04

0.382711

0.03453

0.02801

0.111872

0.241379

2009

9.069078

0.241597

0.595238

0.04

0.307775

0.025367

0.020116

0.100413

0.138889

2010

9.044971

0.243935

0.553162

0.04

0.13524

0.026042

0.029587

0.105671

0.073171

2011

0.12742

0.275061

0.540233

0.05

0.311679

0.024112

0.030009

0.114

0.159091

2012

8.839911

0.269673

0.604568

0.05

0.381122

0.024783

0.033898

0.086995

0.352941

2013

9.11593

0.254979

0.58421

0.05

0.122579

0.025393

0.021421

0.099

0.130435

2014

8.925058

0.047904

0.560841

0.05

0.184143

0.025943

0.017424

0.103475

0.269231

2015

9.462305

0.245804

0.581148

0.05

0.129951

0.022989

0.019589

0.102

0.292929

NIB

2001

8.113943

0.295238

1.009615

0.06

0.001679

0.026667

0.035714

0.07418

0.2

2002

8.136721

0.305556

0.93913

0.03

-0.04107

0.025974

0.024345

0.016339

0.666667

2003

8.385606

0.227273

0.935374

0.03

0.104021

0.025316

0.012795

-0.02099

0.1

2004

8.38739

0.220102

0.944712

0.03

0.12985

0.026235

0.025072

0.117294

0.272727

2005

8.592177

0.197705

0.92641

0.03

0.240364

0.027068

0.026559

0.126442

0.214286

2006

8.359835

0.19322

1.01584

0.03

0.198305

0.02489

0.028614

0.115394

0.117647

2007

8.630428

0.233902

0.967004

0.03

0.276285

0.034286

0.029152

0.117949

0.263158
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2008

8.771535

0.282957

0.85582

0.04

0.382711

0.03453

0.030969

0.111872

0.625
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2009

8.917221

0.328255

0.673552

0.04

0.307775

0.025367

0.031969

0.100413

0.128205

2010

8.919496

0.35996

0.616918

0.04

0.13524

0.026042

0.033647

0.105671

0.068182

2011

9.012927

0.423147

0.536418

0.05

0.311679

0.024112

0.034652

0.114

0.085106

2012

8.832973

0.411967

0.635289

0.05

0.381122

0.024783

0.034587

0.086995

0.137255

2013

8.912268

0.366703

0.682622

0.05

0.122579

0.025393

0.032737

0.099

0.258621

2014

9.103146

0.363249

0.682512

0.05

0.184143

0.025943

0.027669

0.103475

0.260274

[e2NEerRie>R I NIerRer NI e)]

2015

9.267365

0.315824

0.705337

0.05

0.129951

0.022989

0.025428

0.102

0.228261
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