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Abstract 
Ensuring the elTiciency and stability of the banking system can playa vita l role for the 
successful implementation of the monetary and economic policies of a country. Yet, to 
achieve such objective it would be essential to place fi nancial reform measures that 
enhance the contribut ion of the banking system towards cconomic developmcnt. An 
emblematic reform measure undertaken by the Ethiopian government commencing the 
year 1992 was "l iberalizing "the financial sector. The aim of the study is to assess the 
impact of financ ial liberalization on the ownership structure, market concentration and 
profitability performance of the Ethiopian banking industry. The study found out that the 
reform has brought a lot of remarkable changes on the structure and performance of the 
banking sector as compared with the situations prevalent before the reform period. 
However, the reform has restricted the advantages that could be obtained from a 
di versified ownership structure via prohibiting operation of fo reign banks and 
participation of the private sector to the ownership of government banks. Furthermore ,as 
tested by both two firm concentration ratio and HHI using total deposits, loans, capital 
and assets, the banking industry in Ethi opia can st ill he d ist ingu ished hy its mark et 
concentration towards the big government owned commercial banks and by a market 
characterized by little and insuffic ient competition. The profitability of the industry has 
also shown a tremendous improvement after the reform measure has been taken. 
However. the ex isting government hanks arc cnjoying hav ing the hi gher share of' pro li t 
from the industry and sti ll the pattern of the industry profit is following the profitability 
structure of the giant bank, CBE. The study identified and recommended areas that need 
further liberalization measures so as to enhance the performance of the industry. Yet, it 
should be secn as a first step, not the last word in this direction. 

v 
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CHAP'lER OME 

'M"RODUC'I'IOM 

1.1. Background of the Study 

T he contribution of the financial system to economic growth and development can 

only be maximized if the total financial system is subjected to adequate financial 

regulations and reforms. Especia ll y, any threat to the stability and gro wth of the banking 

sector which manages the payment system is considered to be serious in a macro economic 

context in comparison to a threat elsewhere. 

Any undesirable development in one bank adversely affects public confidence in the 

financial sector which is very fragile in nature. This can di stort the sound operation of other 

banks through a chain reaction which would paralyze the entire banking system. The loss of 

public confidence in banks will also have a negative impact on the national effort towards 

mobili zation of savings and the propagation of the banking habit among people. Economic 

growth wo uld inev itably be retarded if savings are not mobi li zed and channeled to sectors 

which require funds for productive use. 

Adequate re form measures and regulations, therefore, ensure erticient and stable linancial 

system which is vital for the successful implementation of the monetary and economic 

policies of a country. To achieve this objective it is essential to place financial reform 

measures that enhance the contribution of the banking system towards economic 

development. One of this reform measures undertaken by the Ethiopian government 

commencing the year 1992 was " liberalizing" the financial sector. 
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Research has shown that financial liberal ization is expected to enhance the growth of the 

financial sector, narrowing of the intermediation margin, efficient allocation of savings and 

ultimately lead to economic growth (Levine R. and Kunt D. 2001 , James A. and Mickbbin 

w. 2005 and Fry 1995). On the other hand a financial market characterized by heavy 

regulations and restrictions is expected to exerc ise financ ial repress ion (Ikhide and 

Alawodc, 200 I, Chilwa, 200 I). In Ethiopia, before 1992 (during the Derg period) the 

financial sector was highly repressed; differentiated by restricted entry, constrained banks' 

role on interest rates, credi t limits and others. 

Moreover, the then existing government owned banks were under pressure by regulation 

from the central government as the country was governed by command economy. This 

institutional framework led to a situation of virtually no competition in the banking market, 

with total concentration of banking activities in government owned banks . In fact , the 

government stance was to minimize the extent of competition between the commcrc inl 

banks and existing specialized banks. 

However, after the change of the government different refo rms including in the financial 

sector were undertaken which enabled the banks to set lending interest rate by their own. 

Moreover, the ban on entry of private banks, owned by domestic businessmen was 

abandoned. Currentl y, ten commercial banks and one publicly owned speciali zed hank are 

operating in Ethiopia as compared to one government owned commercial bank and two 

specialized banks before the refonn measures took place. Of the ten commercial banks, two 

are publicly owned and eight are privately owned banks. In additi on, o n ~ of the eight 

private commercial banks was established as recently as October 2004 and is operating as a 
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cooperative bank by restricting its area of operation only to Oromia region. During the year 

2007, OIlC additional private bank, Lion International Bank S.C, has got its license and 

commenced its operation. These all ranges ofreforms were arisen from a significant change 

in the regulatory framework of the banking system after the reform. 

Despite these changes, cUITently, the banking industry in Ethiopia is characteri zed by little 

and insufficient competition and perhaps can be di stinguished by its market concentration 

towards the big government commercial banks and having undivers ified ownership 

structure. The aim of this paper is to assess the impact of thi s policy reform with especial 

emphasis on the financial liberalization which marked a significant change in regulatory 

framework after the reform. The paper attempts to analyze the impact the financial 

liberalization has placed in the ownership structure, market concentration and profitability 

performance of the Ethiopian banking industry. 

1.2. Statement of the Problem 

The Ethiopian banking sector has undergone remarkabl e changes a ft er the Financial 

liberalization which is expected to change the ownership structure, the concentration and 

profitability performance of the sector as compared to the situations prevalent before the 

reform period. However, in terms of bank's ownership even if the then existing stute owned 

banks have been re-organized to operate based on the market-oriented policy framework and 

the new private-owned banks are allowed to participate in the country's financial sector, the 

ownership di versification that was expected from liberalization has not yet been achieved. 

This further can be explained by the ban on forei gn banks to operate in the country from the 

time of nationalization onwards (or sinee 1974) as well as the restri ct ion of private banks not 
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to participate in the ownershi p of gove rnment banks. On the other hand. desp ite the se ries uf 

changes and liberalization measures undertaken, currently the sector performance in terms of 

deposits, loans, capital , total asset and profitability has been concentrated towards one big 

gove rnment bank namely, the Commerc ial Bank of Ethiopia (CBE). Althuugh different 

market structure measures demonstrated a gradual decl ining trend o f its dominance, the 

industry persi sted with supremacy of a government owned bank (CBE). 

1.3. Objectives of the Study 

The main objectives of the study are: 

I. Tu examine the effect of linancial li beralization on the ownership structure of the 

banking industry and assess whether there is a need to incorporate other forms of 

bank ownersh ip such as foreign banks in the Ethiopian banking industry. 

2. To search out the effectiveness of the reform on reducing the concentration which 

prevai led in the banking sector during the pre-reform period and clearly elucidate the 

current picture of the Ethiopian banking system in terms of concentration by utili zing 

the top k-firms concentration ratio (CRk) and the Herfindhal -Hirschman Index (HI-ll): 

both methods relying on the market share of banks in the industry, 

3. To nsscss th e impact o f financia l secto r rdonn on the pro li tahility perl(lImunce "I' the 

banking industry by comparing the profitabi lity of banks before and after the reform 

periods, 

4. To identify areas that need further liberalization or reform measures so as to enhance 

the performance of the industry in due course of time ; and 

5. To make recommendat ions based on the findings of the study. 
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1.4. Methodology Applied 

1.4.1. Data Collection 

The study attempted to gather data from both pri mary and secondary data sources. Primary 

data is co llected based on a structurally des igned quest ionnaire fo r 100 randomly selected 

employees' and management members of all the commercia l banks operat ing in the country 

,Uld II'om employees of the country's central bank. The selection of respondents was made in 

a way to represent the management and staffs of the bank as well as in a way to include 

persons working in di fferent operations of the bank like credit, domesti c banking, forei gn 

banking, marketing and business development, human resource management, branch 

operations and ri sk management. However, only 58 questionnaires have been collected and 

used for the consumption of the study. 

The study has also co llected data from secondary sources. To thi s end, arUl ua l reports of the 

respective commercial banks for the period covering the year 1970 to :1000, wchsi tes, 

different literatures and publications on financia l li beral ization have been consulted. In 

addi tion, reference has been made to various annual reports of NBE, the Commercial Code, 

and pertinen t banking regulations and reform mcasures so as to undertakc quant itati ve and 

qualitati ve assessment of the impact of the financial liberalization on the ownership structure, 

market concentration and profi tability performance of Ethiopian banks. 

1.4.2. Data Analys is 

Both the collected qualitative and the quantitative data will be thoroughly analyzed. 

Regard ing the data analysis for the ownership structure of the Ethiopian banking system, 

historica l transformation of the ownersh ip structure as a resu lt of different economic reforms 
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of the gove rnments will be observed starting from the time the hi story of the estab li shment or 

the first Bank in Ethiopia. In addition, further qualitative analysis of information gathered 

through the structured questionnaire has been done by processing the data on SPSS. 

For further test of the Ethiopian banking system in terms of market concentration, 

quantitati ve data co llected from the annual reports of the respect ive banks and the NBE for 

the period covering the year 1976 to year 2006 is analyzed by util izing two measures o f 

industry concentration, the top k-firms concentration ratio (CRk) and the Herfindhal­

Hirschman Index (HHI). Both methods relay on the market share of banks in terms of loans, 

depos its, capital and total assets in the industry and the analysis has been done by partitioning 

the time as a pre reform ( 1976 to 199 1) and post reform period ( 1992-2006). 

Regarding the data on the profitability performance of Ethiopian banks. the study used bank 

level (mainly selected big commercial banks in Ethiopia) as well as aggregate data of the 

industry. The data is analyzed relaying on the two measures of bank's profitability: the ROA 

and the ROE and using trend growth on trend line and ratio bas is plus the l]ua litat iw data 

analysis is used to explain any relation ships establi shed between any quantitative data. 

Further assessment of matters that hindered the performance of the banking industry and 

arcas that needed furt her li bera li zation or reform measures is dune by depending un 

qualitative assessment o f the data obtained from the primary sources. On the basis of such 

ana lysis some conclusions are drawn and recommendations are made. 
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1.5. Scope and Limitations 

The study, highly concentrated on reviewing and assessmg the impact of the fi nancial 

liberali zation, has placed thrust in changing the ownership structure of the Ethiopian banking 

industry, the change it brought in alleviating the market dominance of government banks by 

reducing market concentration in the banking industry and any changes refl ected in the 

profitabili ty performance of the banking sector. However, assess ing the !laws of the reform 

measure and recommending the fi nancial reform that best fi ts for the banking system in 

Ethiopia is not the concern of this study. However, attempt to identi fy areas, if any that needs 

furthcr liberalization will be done. In addition, fo r the sake of un ifo rmity and fa ir comparison 

only data obtained from commercial banks that are established for profit motives and were in 

operation fo r more than three years are used for the industry analysis. Other banks with 

development objecti ve , like Development Bank of Ethiopia (D13E), have not get attention in 

the study. In addition, only those data which can be publicly announced by the commercial 

banks will be referenced fo r the study. However, the study lacks access to various research 

literatures specifica ll y done on the impact of fi nancial liberali zation in the banking industry, 

particularl y of the Ethiopian case. 

1.6. Significance of the Study 

Despite many reforms and financial liberalization measures on the banking industry, further 

assessment of the impact of these reforms on the ownership structure, market concentration 

and on the performance of the banking system in Ethiopia has not been adequately 

investigated and thi s study attempts to fill this gap. More specifical ly, thi s study will : 
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<ir try to test the industry concentration through the market share of the big banks from 

the total banking industry .This will enable banking regulatory and superv isory 

authorities irthcre is a need to change the structure o rthe banking industry so as to 

enhance competition, 

or contribute a lot in assessing the currently prevalent ownership structure of the 

banking sector, 

<ir propose some suggestions whether there is a need for further attempt o f liberali zing 

the banking sector so as to enhance the performance o f the banking industry. 

rJr provide a base fo r further study and research on assessment of the impact of the 

currently prevailed ownership and market structure on the performance of the 

Ethiopian banking industry and the level of competitiveness in the tinancial sector 

and the banking system in particular; and 

or Final ly, give insight to researchers and students abo ut the problem and stimu late 

further investigation of the issue. 

1.7 Organization of the Study 

The rest o f the paper wi ll be organized as follows: Chapter two provides an overview of the 

banking system in Ethiopia. Chapter truee rev iews the theoreti cal and empirical literatures on 

financial li beralization, bank ownership structure, market structure and performance of 

banking industry. Chapter four presents the secondary and primary data analysis. Fina ll y, the 

summary, conclusions and recommendaiions of the study will be presented in the fifth 

Chapter. A "Bibliography "of related literature re ferred to while writing the puper will be 

included after chapter fi ve. 
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CHAPlERnrO 

OVERVIEW OF ,.HE BAIIKIIiG SYS,.E .. III E,.HIOPIA 

2.1. Financial Sector Reform 

Economic liberalization begun just before the filII or the Dcrg regime. I Ilowcvcr, with 

the initiation of the economic refonn program of the current government, two 

proclamations were issued in 1994, Monetary and Banking Proclamation (No. 83/1994), and 

the Licensing and Supervision of Banking Business (No. 8411994). The tirst proclamation in 

addition to increasing the role of the National Bank of Ethiopia made illegal any NBE 

lending other than the government while the second proclamation empowered the Central 

Bank to supervise the financ ial institutions. Moreover, two fu rther proclamations, 20011994 

and 20311994 restructured and renamed the Agricultural and Industrial Bank, and Housing 

and Saving Bank into Development Bank of Ethiopia and Constructi on and Saving [lank or 

Ethiopia, respectively. It was also noted in the proclamations that that the two banks were re-

capitalized as public enterprises and hence, the financial sector reform did not invite private 

sector participation in the incumbent government owned banks else entry of foreign banks in 

full share as well as with restricted share as partners with Ethiopian cit izens. 

After the 1994 financial liberalization measures, the authoriti es concentrated their efforts on 

bililding capacity in the financial sector as we ll as on other priority areas of economic 

transition , in particular further li berali zation of the foreign exchange system and trade 

liberalization measures (Add ison and Alemayehu:2001). Tn tancicm wi th such institut ion'll 

arrangement of the fimmcial sector, sequence of policy measures, which include interest rate 

I Market based reform began in December 1987; it was preceded by a Soviet report calling for l11arkct-ori~ntcd pricing, 
marketing and distribution of goods and services (Fantu Cheru. 1994 as cited in Harvey and Brownbridgc, \998) 
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and exchange rate reforms among others were undertaken. But financial liberalization 

accelerated again when the lend ing rate was decontrolled and left to be determined by the 

banks themselves as late as January 1998 as compared to October 1992 when the bias 

between public and private charging of deposit rate was abolished. In all the reform period a 

positive lending interest rate was recorded except in 2002/03, which was markedly known as 

sever draught year. However, the floor for saving deposit rate was sct at 3.0 percent 

2commencing the year 2002; this resulted in a negative real deposit interest rate to be 

recorded triggered by the increasing inflationary preSSlU'e. 

The financia l sector liberalization was also strengthened by reform on financial instruments 

which includes devaluation of exchange rate, introduction of treasury Bi lls, inter-bank 

foreign exchange market and others. In addition, a framework for an inter bank money 

market , in which banks and non - bank financial institutions can borrow and lend at market­

determined rates has been laid down. 

2.2. The Current Structure and Performance of the Banking Sector 

The Money and Banking Proclamation No. 8311994 identifies banking bus iness as an 

operation that involves such activities like receiving funds, discounting and negotiating of 

promissory notes, drafts, bill s of exchange and other evidences of debt; receiving deposits of 

nioney and commercial paper, lending money, and buying and selling of go ld and silver 

bullion and foreign exchange. CUll'ently, we can divide the formal banking in Ethiopia as 

commercial banks and specialized development bank. The non-bank financial institutions 

2 Changed to 4% for controlling the augmenting inflation rate, announced on July 4,2007 
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may encompass II1surance compames, pension fund, saving and credit cooperatives and 

micro-financial institutions. 

The banking sector currently comprised ten commercial banks, of which two of them are 

owned by government and one is a state owned development bank leaving the rest for private 

banks. In addition, one of the eight private commercial banks was estab li shed as recently as 

October 2004 and is operating as a cooperative bank by restricting its area of operation only 

to Oromia region. Another private bank, Lion International Bank S.C, has got its li cense and 

commenced its operat ion during the year 2007 .The li st of banks operati ng in the country is 

in Annex I) . 

In tenns of branch expansion, bank branches have increased from 390 at the end of June 

2005 to 42 1 branches at the end of June 2006 with largest expansion in branch network 

taking place in Oromia and Addis Ababa region. The number of private banks' branches 

grew from 158 in June 2005 to 185 in June 2006, while the state owned banks leisurely grow 

from 222 to 236 during the same period. This indicates that private banks have expanded 

rapidly, where as the state owned banks have been sluggish to open new branches. In June 

2006, population to branch ratio of the country declined to 192,074 l'ro l11 203,<) 11 a yea r 

earlier. The Geographical Branch network of the banking industry is shown in Annex 2. 

With regard to the performance of the banking industry, at the end of .June 2006. the assets of 

the banking sector excluding DBE totaled Birr 54.1 billion: net loans Birr 19.5 billion ; 

deposit li ab ilities of Birr 42.1 billion; and capita l and reserves Birr 3.6 Billion.Net loans and 

deposits accounted for 36% and 78% of uses and sources of funds, respectivel y. However, 

AA"~oJ{B~~ 11 
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CBE conti nued to be a single industrial giant accounting for 66.3% of assets, 39.3% of net 

loans, 66.8% of depos its and 4 1.7% of capita l in the banking systcm. Public banks (Cll E and 

CBB) accounted for 69.6% of assets, 44.6% of net loans, 69.1% of deposits and 46. 1% of 

capital in the sector. 

In terms of adv~U1cement in information technology, the Ethiopian banks are exceed ingly 

slow to cope up with advancement in Information Technology around the globe. For instance 

out of the ten banks in the country only two private banks havc nctworked al l the ir cit y 

branches and partl y their outly ing branches. The other two ban ks (one govenunent and one 

private bank) have attempted to link only some of their city branches . The banking ind ustry 

has also served to creatc an employment opportunity fo r more than 23 ,334 people a$ at June 

30, 2006. 

AAII. ~ oJf13~ ~ 12 



CHPATER THREE 

REYIEW OF RELATED LITERATURES 

Review of the theoretical foundation of the paper is based on fi ve main subsections. 

The first part reviews literatures on financial liberalization and repression. The 

second part is revIew on bank ownership structure and the thi rd and fo urth parts of the 

li terature review are devoted to the discuss ion on market concentration and pro lilllbility 

performance of the banking industry. Finally, review of various studies from empirical 

ev idences of developing and developed countries that examine the effects of market 

structure, liberalizat ion and performance of the banking sector is made in the tilth part. 

3.1. Financial Liberalization and Repression 

The underlying outcomes of a deep rooted and well-grown financial system is economic 

development. Financial development and its correlation to economic growth have got a 

profound analysis and research in the field of development. To thi s end, the opponents of 

linancial repression argue that financial li bera li zation can support econolllic growth 

(McKinnon: 1973; Shaw: 1973) as cited in Chirwa (200 I). The paper fu rther argued that 

financial sector of the economy is important in economic deve lopment as it sup ports in the 

breakaway from repetition repressed economic performance to accelerated economic growth . 

A full y liberalized domestic financial system is characterized by lack of controls on lending / 

borrowing interest rates and certainly by lack of credit contro ls. i. e. no subsidies to certain 

sectors or certain credit allocations. In addition, it also entails permission of deposits in 

foreign currencies (Aresti s and Caner, 2004). The paper further argued by citing Kaminsky 

AAII, ~oj{jJ~~ 13 
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and Schmuklcr (2003) financ ial liberalization consists of deregulation of the foreign sector 

capital account, the domestic financial sector, and the stock market sector viewed separately 

from the domestic financial sector. It is argued that full liberalization occurs when at least 

two of the three sectors are full y liberalized and the third onc is partiall y libcra li 7.ed. 

However, studies show mixed result of the effect ofliberali zation. Sen bet and Otchere (2005) 

conclude that despite the extensive financial sector reforms that have taken place it terms of 

interest and price liberalization, Sub-Saharan African financial systems face sever 

ineffici ency and thinness . Ikhide and Alawode (2001) based on studies by Fry, 1978; De 

Melo, I \I~6; Khatkhate, I ng; Oiaz-Alejandro, 1 ns explain that certain countries 

experienced higher savings and investment following liberalization and others have 

chronicled disasters in economies that undertook financial liberalization. 

On the other extreme, financial repressIon refers to the distortion of domestic financial 

markets through measures such as ceilings on interest rates and cred it expansion, se lecti ve 

al location o f' cn;tiit 'lI1d high reserve requirements, Ikhide and Alawodc (~()() I ). The paper 

using the McKinnon and Shaw arglUnent pointed out that such misguided policies have 

damaged the economies of many developing countries by reducing sav ings and encouraging 

investment in inefficient and unproductive activities. Excessive intervention by government 

results contro l of interest on loans and deposits rates. Aryeetey et al (1997) elucidate that 

cei lings on deposit and loan rates tend to raise the demand for and depress the supply of 

funds. This creates unsalisJied demand for invest-able funds which forces lillancial 

intermediari es to ration credit by means other than the interest rate while an informal market 

deve lops at uncontrolled rates. 
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The other feature of financial repression In the literatures is large differential between 

lending and deposit interest rates and implicit taxation (Aryeetey. 1997). (Chilwa. 200 1). 

Seck and EI N il (1993) as explained in Chirwa (1993) argued that the high sp read between 

lending and deposit rates can be viewed as an implicit tax through high reserve requirements 

on the banking sector by the monetary authorities. Moreover, gove rnments ortell used 

banking institution as a source of implicit taxation by imposing high reserve requirement and 

financing operating losses of parastatals, Collier and Gunnings 1991 cited in (Aryeetey, 

1997). 

Concerning the standard recommendations to curb the financia l repreSSIOn, Ikhide and 

Alawode (2001 ) explained that positive interest rates be established on deposits and loans by 

eliminating interest rate and credit ceilings topping selective credit allocation and lowering 

reserve requirements. Finally, 'studies recommend that financial liberali zat ion and bank 

restructuring should be accompanied by complementary measures to address institutional and 

structural problems (Areyeetey, 1997). In addition, studies emphasized the importance of 

attaining macroeconomic stability prior to financial liberalization (Dornbusch and Reynoso, 

1993 in lkhide and Alawode, 200 1). 

3.2. Bank Ownership Structure 

The banking lit erature concludes that ownership structure matters in the pcrro rlnance or the 

banking sector; in particu lar, government ownership of banks is argued to be less effi cient 

than private ownership (Bonin, Mizsei , Szekely and Wachtel , 1998) . 1-l0wever,Boubakri 

et.aI2002, suggested three arglunents justifying state over private ownership of bank namely 
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that private banks arc more prone to crisis; that excessive pri vate ownership may limit al't'l'SS 

to cred it to many parts of soc iety; and finall y that the government is more fitted to allocate 

capital to certa in investment (Boubakri et.aI2002). Two add itional theories have al so been 

advanced for gove rnment participation in the linancial market, namely, the de velopment 

view and the political view, The development view suggests that in some count.ries where the 

economic institutions are not well developed, government ownership of strategic economic 

sectors such as banks is needed to jumpstart both financial and economic development and 

foster growth. The political v iew suggests that governments acquire control of enterpri ses 

and banks in order to provide employment and benefit to supporters in retum for votes, 

contributions and bribes. Such approach is greater in countries with underdeveloped linancial 

system and poorly developed property rights. Under the deve lopment view government 

linance projects that are socially desirab le. In both views, the govern ment linances projects 

that would not get privatel y linanced (La Porta, eLal, 2002). 

While such arguments have some validity, recent evidence however point to the costs of 

government ownership of banks, suggesting that state ownership have a depressing impact on 

overall growth (La Porta, et.al, 2002). There is a strong negative cOlTelation between the 

share of sector assets in state banks and bank efficiency level. Greater state ownership of 

banks tends to be associated with lower bank effic iency, less saving and borrowing, lower 

productivity, and slower growth (Barth et.al, 2000). Even government res idual ownership is 

likely to have an effect on performance (Boubak ri , et al. ; Littlechild , 19RI ). Majority of 

research indicate that private ownershi p of banks is associated with superior economic 

performance (Lang & So, 2002; Cornett eLal. 2000; Creane, et.al..). Theoreticall y, thi s is 

consistent with the agency relationship hypothes ized by Jensen and Meckling ( 1976). State 
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ownership wo ult! be deemed indlicient due to the lack of capital market monitoring which 

according to the Agency theory would tempt manager to pursue their own interest at the 

expense of the enterpri se. Managers of private banks wi ll have greater intensity of 

envirolUllental pressure and capital market monitoring which punishes ineffi ciencies and 

makes private owned firms economically more efficient (Lang and So, 2002). 

Studies that compared industrialized and developing countries have found that whi le foreign 

banks have lower interest margins, overhead expenses, and profitability than domestic banks 

in industri alized countries, the opposite is true in developing countries (Claessens, et ai. , 

2000; Demirgliy-Kunt & Huizinga, 1999). Claessens et al (2000) reported that in many 

developing countries (for example Egypt, Indones ia, Argentina and Venezuela) foreign banks 

in fact report signifi cantly higher net interest margins than domestic banks and in As ia aild in 

Latin America foreign banks achieve significantly higher net protitability than domesti c 

banks. 

There have been different lines of reasoning put forward for the relatively lower performance 

of foreign banks compared with domestic banks in industrialized countries. These include 

different market, competitive and regulatory conditions between industrialized and 

developing countries (Claessens, et aI. , 2000); home field advantage of domestic banks 

(Clarke, et ai. , 2001). Within developing countries, the reasoning suggested for the improved 

performance of fore ign over domesti c banks included exemption frolll credit all ocation 

regulation and other restri ction, market ineffi ciencies and outmoded banking practices that 

allow fo reign banks better performance (Claessens, Demirgliy-Kunt , & Huizinga 2000). 
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Claessens, et ai, 2000, furthe r pointed that for most countries a larger foreign ownership 

share of banks is associated with a reduction in the profitability and margins of domesticall y 

owned banks. The same stu<.ly also found that the number of entrants matters rather than th~ir 

market share. The authors pointed that this indicates that the impact of foreign bank entry on 

local bank competition is felt immediately upon entry rather than after they have gained 

substantial market share. 

3.3. Market Concentration and Financial Sector Development 

Theory provides conflict ing predictions regarding the relationship between commercial bank 

concentration and financial sector development. One view assumes that greater concentration 

increases market power with positive effects on the cost of banking services and bank profits. 

According to this view, commercial bank concentration wi ll be negatively associated with 

measures of banking sector ef(iciency and financia l development. Other theories, however, 

suggest that some degree of monopoly power in banking is natural and beneficial. Petersen 

and Rajan (1995) argue that banks with monopolistic power have greater incentives to incur 

the costs associated with overcoming informational ban-iers, wh ich then faci litates the now 

of credit to worthy enterpri ses. An alternative view stresses the importance of increas ing 

returns to scale in the production of banking services. With increasing returns, greater 

concentration may increase bank efficiency through more effi cient sca le, organization, 

management, scope, and product mix. According to thi s view. commcrcial hank 

concentration will be positively associated with measures of banking sector efficiency and 

financial development. 
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In a cross-country, cross-industry study, Cetorelli and Gambera (2000) show that banking 

sector concentration exerts a depressing effect on overall economic growth, though it 

promotes the growth of industries that depend heavily on external finance. Thus, ex isting 

research does not produce unambiguous conclusion regarding the relationship between 

concentrations and banking sector efficiency. 

There is some evidence that banks in highly concentrated local markets charge higher rates 

on loans, give lower rates on deposits, and are slower to reduce rates in response to central 

banks reductions in interest rates than banks in less concentrated markets (Berger and 

Hannan, 1989; Hannan and Berger, 199 I, Neumark and Sharp, 1992). In contrast, Petersen 

and Rajan(l995) find that firms are less credit constrai ned and young l'irms have access to 

cheaper credit in the more concentrated banking markets of the United States. FUlihermore, 

there is very little relationship between concentration and bank profits (Berger, 1995) and the 

most profiTable banks are not systematically located in highly concentrated markets or 

markets protected by the greater entry barriers (Berger, Saunders, Scalise, and Udell, 1998). 

Thus, it is difficult to argue from U.S. evidence that more concentrated banking markets 

boost bank profitability. Sim ilarly, ambiguous findi ngs emerge from stud ies of Europe"" 

banking (Goldberg and Rai , 1996; Lloyd-Williams, Moyneux, and Thornton, 1994). 

Furthel1l10re, there are conflicting results on the impact of increased bank concentration -

through mergers and acquisitions - on deposit rates and profitabi lity (Prager and I-Iatman, 

1999; Simons and Stavins, 1998; Berger and Humphrey, 1992; Pilloff, 1996). Finally, using 

bank-Ievcl data for 80 countrics around the world, DCl11irguc- Kunt and Ilui 7. inga (1999) find 

little evidence that bank concentration has any effect on bank profitability or margins. Thus, 
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ev idence produces generall y inconclusive conclusions regarding the nature of the relationship 

between bank concentrations and banking sector power. 

3.4. Bank Profitability Performance 

In analyzing the determinants of bank profitability and depending on the specification how 

the performance is measured, bank studies can be grouped into two. 

In one group and as most studies employ, performance is defined by the level of bank 

profitability measured by Return on Assets (ROA), Return on Capital (ROC), and Return on 

Equity (RO E). Smirlock ( 1985). Civelec and AI- Almi (1991). Aug (1992) and Chilwa 

(2001 ). Gi lbert (\984) in a survey of literatures argued that bank profit is an appropriate 

measure of bank performance and criticize average interest rate and average service charge 

rates as poor measures of bank performance. 

On the other hand, different researchers assessed performance in terms of bank prices (as 

measured by interest rates) rather than bank profitabi li ty. The just ilication as explained by 

Berger and Hannan (\ 989) in Chilwa (200 I) is that the use of price-concentration 

relationship instead of profit concentration relationship implies that high levels of 

concentration allow lo r noncompetitive behavior that would result in lo wer interest rates 

given to depositors ancl/or higher lending rates to browsers. 

Regarding the determinunts to banking performance, bank s ize as measured by total deposits 

(Civelic and AI-Alami (\991) or assets (Smirlock (1985) is one of the variables used in 

ana lyzing performance of the bank system. This is included to control for the possibility that 

large banks nrc likely to huve greuter product und loun diversification. The impact of bank 
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SIze on profi tability is uncertain a pnor for the fact that on the one hand , increased 

diversification implies less risk and hence a lower required return, and on the other hand , 

bank size takes into account differences brought about by size such as economies of scale . 

For large finns their size permits them to bargain more effectively, administer prices and in 

the end rea li ze s ignifi cant higher prices for the particular product. Agu ( 1992). Among the 

variables that are common to measure bank specific ri sk is loan to asset ratio. The loan to 

asset ratio is commonly applied as a measure of risk and traditionally ri sky investments are 

assoc iated with higher returns. 

It is particularly known that demand deposit is a cheaper source of fund in the banking 

system. To this end, the ratio of demand deposit to total deposit is considered as detenninant 

of protitability and the higher the ratio, the higher the level of profitabi lity, Smirlock (1985). 

Other vari ables that are theoretically and practically deemed as determinant to the banking 

performance arc market size and market growth rate. Market size as measured by total 

market deposit in the literatures account fo r the possibility that entry is easier in larger 

markets than in smaller markets, henee a negative relationship preva iled between market 

entry and market size. However, as explained in Rhoades and Rutz ( 1982), Smirlock ( 185) 

argued that the relationship between market size and profitability could also be positive in 

which case banks in large markets take on riskier investments resulting higher retUl11S (see 

al so Chirwa (200 I). 

The percentage growth in market deposits is employed as a determinant to profitabili ty 

because of the asse rtion that rapid market growth are expected to expand profit opportunities 

for existing banks. Cive li c and AI-Alami (1991), Chirwa (200 1), Smirlock (1985) 
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3.5. Empirical Evidences 

There are various studies that examine the effects of liberali zation, market structure and on 

the performance of the banking sector. Reviews of these are presented as fo llows. 

Attempts fo .. Developing Count .. ies 

Agu (1992) analyzed the hypothesis that profitability performance of banking system as a 

function of its market structure, policy and demand variables with particular reference to the 

Nigerian banking system . Market structure variables comprise total assets, deposit 

concentration ratio and number of bank offices. On the other hand, policy variables include 

time plus saving deposits to total deposit ratio , loans and advances to total deposits ratio. and 

the demand variable is proxies by per-capita income. The study reveals that market structure 

as measured by the number of bank offices matters for bank profitability performance in 

Nigeria. The policy and demand factors were fo und to be important determinants of 

profitability performance of the Nigerian banking system. 

Okeahalam (2002) assessed concentration of the banking sector for the southern Africa 

Common Monetary Area (CMA). The study includes banking activities in South Ali'ica, 

Namibia, Swaziland and Lesotho. The structure-conduct analysis was carried out to assess 

whether the level of concentration influences the pricing of retail banking products in the 

CMA fit s with the structure- conduct- performance framework and the pol icy implications 

implied was a need for greater competition and regulatory reform to reduce welfare costs. 

Chilwa (2001) examined the effect of tinancial sector reform s on market structure, financial 

intermediation, saving mobilization and commercial bank profitability in the Malawian 
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banking inuustry. The empirical finding shows that some signs of linancial repression till 

ex ist despite financial sector reform. On the other hand, financial liberali zation has 

significantl y increased financial depth and savings mobilization, increased cred it to the 

manufacturing sector. However, real interest rate have fallen, intermediation margi ns have 

increased, credit to the public sector has increased and to that of the private sector has fa ll en. 

Thus, the study wind up although interest rates were under control fo r most of the study 

periods, other bank services that generate income fo r commercial banks were subject to 

monopoly power abuse. 

Ci vielek and Al-Alami (199 1) investigated the concentration-profitability relationship for the 

Jordanian banking system using the cross-sectional data collected from 1984-1988 and found 

a result in support of the structure performance hypothesis. However, the paper underscored 

the role of market structure could not be underscored fo r the fat that the appearance of the 

market growth variable as potential factor in the bank profitability relation and the empirical 

ambigu ity introd uced into the equation by the risk variable. 

Attempts for Developed Countries 

Smirlock (1985) for United State gave empirica l ev idence for the (non) relationship between 

concentrati on and profitab ili ty in banking. To tcst thc hypothesis the interrclationship 

between profits, market structure, and concentration are investigated fo r over 2,700 unit 

states banks. The results of the analysis suggest that the link is no discernable pos itive 

relationship between concentration and prolitabi lity. However, the study asserts that before 

definitive statements regarding the source of the profitability/market share relationship can 

be made, more research needs to be made. 
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Jansen and [-[aan (2003) for the increasing concentration due to mergers and acquisitions in 

European banking examined the relationship between concentration, competiti veness, 

efficiency and profitability usmg panel regression for 15 countries. Both Hefindihal 

Hirchman Index (HHI) and concentration ratio (CR) were used as indicators of concentration 

and, ROA and ROE were llsed as indicators of profitability. The findings or the study do not 

suggest the existence of any corll1ection at macro-level between concentration and 

competition, and there is also no robust relationship between concentration and profitabil ity. 

Concerning relevant studies in the Ethiopian banking sector, no formal studies examined the 

impact of financial liberalization on the ownership, market concentration and/or market share 

and relation with protitability. However, Tony Addison and Alemayehu Geda (August 200 I) , 

analyzed the Ethiopia's financial sector and its regulation and stated that the financia l 

reform measures undertaken in Ethiopia have been gradual but nevertheless determined 

despite disagreement with the IMF over restrictions on the entry of loreign banks and the rolt: 

of the largest state bank. The study concludes that the creation of a sound financial system is 

crucial to reconstruction and transition to market based economy, and to raising the li ving 

standards of Ethiopia's people. 

On the other hand, GN Jenber (200 I) assessed developments in market share, ba lance sheet, 

capital adequacy and profitability using data for 1997/97-1999/00. According to the study, 

the banking sector is dominated by the CBE as measured by the share of total assets, loans 

and deposits. The study further pointed out that profitability of the banking industry in 

general was high in the study period and profitability of most private banks, in particular was 

encouraging considering the recent emergence of these banks. 
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CHAP'I'ER FOUR 

DAt'A PRESEIlt'At'IOIl AIID AIIAL YSIS 

4.1. Data from Secondary Sources 

4.1.1. Ownership Structure of the Ethiopian 
Pre-Reform and the Post- Reform Period 

Banking System during the 

The Ethiopian banking industry has exhibited different ownersh ip structure following 

the changes in gove rnment and the subseq uent economic rd(1I"1lls. Wi th such instance 

the pre-reform period can be categorized in to two distinct time periods as the Pre-Socialist 

and Socialist period. In both times of the pre-reform period the ownership structure of the 

banking system can be distinctly identified. The pre socialist period can be identitied as the 

time for the ex istence of fu lly foreign owned banks, banks owned by private and foreign 

partners, and fully goverrunent owned banks and the socialist period can be distinguished as 

the time of fully government owned banks. In addition, the ownership structure in the post 

reform period can easily be identified as the time for the prevalence of fu lly government 

owned and full y private owned banks. Such facts are briefly explained hereunder. 

4.1.1.1. The Pre- Reform Period (1905-1991) 

i. The Pre soc ialist Period (1905-1974) (fully foreign olVned, combination o.fforeign and 
privllte a JIInersll ip, 111111 flllly gOl'erlllllellt owned bllllks) 

Th'e beginning of the modern banking business in Ethiopia has started with foreign 

ownership, aner the en try of the loreign- owned Bank of Abyss inia. wh ich is based 011 ~ o 

years franchise agreement with the Anglo-Egyptian National Bank. Moreover, Foreign 

banking activities particularly that of the Italian banks were expanded during the five years of 

the Italian occupation. However, except Banco di Roma and Banco eli Napoli they all ceased 
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operation soon after liberation. Then after the Italian occupation of 1933- 194 1, banks of 

Britain became active participants in the Ethiopian banking sector due to the political reasons 

and hence Barclay's bank had been established and was in operation in the country from 

1941-1943 . 

However, the emergence of a nationally owned bank ca lled the State Bank of Eth iopia in 

1 '13 1 changed the foreign dominated ownership structure o f the Ethiopian banking sys tem. 

Even the bank has been quoted as the first nationally state owned bank in the African 

continent (NBE; 1999). 

Table 1: Banks Operating In Ethiopia during the Pre reform- Pre-Socialist Period 

Year of Name of Bank ownership Number of 
Establishment" , Branches 
1905 _13ank of Abyssinia 100% forei~ owned NA*** * 

- -
1914 Banco di Italin I 00% foreig~_(),:"ned ________ 9 --------
1914 Banco di Roma _ 100% forei gn owne~ ______ 18 

-19TT---------n;t~;;-B~nk of Ethfopia---------·· -------
100% state owned 21 -- -- -

1939 100% foreign owned 4 ---.. -------- ._--_ •.. _- 1.l\~_n~~_ di J:'l_ap()li .. ___ ................. ................. ........ ............ ........... 

1939 LJ3anco l'Iacionale (De's voro) 100% foreign owned 4 
~---

I 100'Yu i'olel gn owned 1939 Casa de Crcito I -- -
.r~o~i e!.(! . J:'I~.~ iol1al~_~i];t~io pia __ ; I OOJ:'o foreign o~~ed 

-- --~. -
1939 14 -" ... "- , .•. -.--_ ... _- .•... _,."--,, .. l-NA- -

1941 . Barclay's bank 100% foreign owned -- ~ -- f---- - -- , _. 
1963 Addis Ababa Bank 40% foreign and 60% 26 

Private owned I ---.---.---1----- ________ ------.-- --
1964 . The National Ba~1<.. of Eli1.iop~ 100% state owned Centra l hank 

- --- ------ -
196-1 ...... __ ._I.TI1_e. _<;:() lllI1~~r<; iaLQ£II1~_ ()L§~11i opi,I __ 100% state owned 177 . __ .. _ ._--_._----,,-- .. _--_ ....... _","." •.... __ ._._._._".,"" .. _, .. , .. "-_ .. _----- -_ .. _-
1970 The Agricultural and Industrial 100% state owned NA 

-- --- _ De~elopment Bank*"* "._------
1975 The Housing and Savings Bank** 100% state owned NA 

·'11 £uropc(lnyc(lr, .. renamed as Com'/ruction and Business Bank in 1994*** renamed as Development /Jullk 
0/ Ethiopia il1 1994 •••• NA-data Not Available 

Source: various Historical records 
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Further change in the ownership structure occurred after the introduction of the 1963, 

Monetary and Banking Proclamation No. 206 .According to the proclamation a license to 

carryon banking business in Ethiopia was granted only to partnerships with Ethiopian 

nationality with at least the Ethiopian nationals have owned 51 % of the capital. Accordingly, 

foreign banks, which had already started their operations in the country re-applied for license 

(NBE, 1999). The biggest of these was the Addis Ababa Bank. This first privately owned 

bank, Addis Ababa Bank Share Company, was establi shed by Ethiopians initiati ve and in 

association with Grindlay Bank, London which had 40 percent of the total share. Moreover, 

the proclamation has separated the functions of commercial and central banking. Accord ingly 

the National Bank of Ethiopia and Commercial Bank of Ethiopia were created in 1963. The 

Commercial Bank of Ethiopia took over the commercial banking activities of the former 

State Bank of Ethiopia 

In addition to the commerdal banks, the government established two development banks, 

both of which were 100% state owned. The Agricu ltural and Industrial Development Bank 

(AIDB) was set up in 1970, taking over two earlier development banks: the Deve lopment 

Bank of Eth iopia and the Ethiopian Investment Corporation which had been established as 

the Investment Bank of Ethiopia. AIDB was 100% government owned and provided short , 

medium and long term loans to the agricultural and industrial sectors. The I lousing and 

Savings Bank which was under full government ownership was created in 1975 out of a 

merger between two earlier housing and finance institutions created in 1962 and 1965. 
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ii. The Socialist Period (1975-1991) (fll/l govemmellf ownership) 

Following the emergence of military goverrunent in 1974, however, all foreign banks 

operating in the country in the form of partnership were nationali zed and re-organized 

creating one national bank (re-institutionalized in 1976), two specialized banks (the 

Agricultural and Industrial Bank and Housing and Saving Bank), which currently re-named 

as the Development Bank of Ethiopia (DB E) and the Construction and Business Bank 

(CBB), respectively (Bcrhcnu and Befakedu ( 1999/2000). 

As far as ownership of banks was concerned, the new Ethiopian government shifted, 

therefore from owning most of the banking system to owning it completel y by nationali zing 

and concentrating the remaining private commercial banks in to Commercial Bank of 

Ethiopia (CBE).Banks operating in the country during the socialist period are tabulated 

hereunder. 

Table 2: Banks Operating in the Country during Pre-Reform- Socialist Period 

Year of 
Name of Bank Owned by 

Establishment 

1974' Commercial Bank of Ethiopia (CBE) _ JOO%government ownership 

197O TI1~.Agricu l tural and Industrial Bank .1 __ lg_O% _go"e rn-,,~~ n t ow!~ership -----_. -_ .. ,. ------.-_ ... - _.,---_. 

1975 Hous ing and Saving Bank I 100% government ownership 

·year (!lrt:strl/('{/lrillg. hilI established in / Y63 

Source: Various Historical records 

4,1.1.2, The Post Reform (1992-2006) (Pure private and pure government ownership) 

Si nce economic reform of 1992 under the new government, the ex isting government banks 

have been re-organized so as to operate based on market-oriented policy framework but with 

100% ownership of the government. Moreover, new Ethiopian private-owned financial 
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institutions are allowed to participate in the country ' s financial sector. However, from the 

time of nationalization onwards (or since 1974), no foreign bank has been allowed to operate 

in Ethiopia and participation of the private sector to the ownership of government banks has 

been prohibited. This might be one cause for the concentration in the banking sector as we ll 

as it greatly resiricted the advantages that the Ethiopian banking sector could earn by 

incorporating foreigners in to its ownership structure . The current nwncrship structure of 

Ethiopian banks is as indicated below. 

Table 3: C urrently Operating Banks by Ownership 

No. 
Year of 

Establisbillellt 
Name of Bank Ownersbip 

Number 
of Bra ncb 

I I 1974 
_"00_0- ._- -"--- "_'_0"' __ " " "."._ .. _ .. "._-" . C::.o l~I~~E<; ial .!3.al1~of ~tI1.i9p ia (CB.=EL) __ +...:.1 0_0_~~~!"-.Cl.~.::nc:.ed=--1,_._.:..17:...7:.._._._ 

2 1975 ._-- .~ons!Tuct!.o_~a.I1_<!!3~.il1,,~~ __ 13~I1~(C13!3) ..... 100% state owned 27 
3 1994 - - .- Awash International Bank S.C (",A.::lc:Bc'!') __ ._ . 100% private owned __ ___ JJ __ 
4 1995 Dashen Bank S.C (DB) 100% private owned 36 

_.~ ____ ._ .1.296. __ . Bank of Abyssinia S.C (BOA) 100% private owned 26 __ 
6 ...... t 9~7 . ____ ... __ """g"g"I1I3~I1~?"C::(""I32 __ . _______ 1 O~~ pri.~at:.~~ne~_ 33 _ 7 1998 I United Bank S.C (UB) 100% private owned 22 _ 8-i----1999 __ ~ : N~ international B'~nk S.C (NII32.. ____ 100% private owned 20 
9 I 2004 ! Cooperative Bank ofOromia S.C (CBO) I 100% private owned II \01 2007 --I Lion Internationa l Bank S.C(UB) I 100% pri vate o \~n~;- --4 

Source. National Bank of Ethiopia annual report 

Many literatures accept that the entry of foreign banks playa great ro le in the banking 

system by improving efficiencies in the local banking sector through intensive competitive 

pressures; ensuring ove rall economic and financial stability; enhancing diffusion of l11o(krn 

technologies and innovations in the banking system; increasing know-how in the banking 

services; and creating pressures on domestic banking authorities in host countries to enhance 

and eventually harmonizc regulatory and supervisory proced ures and slandards tll 
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internat ional best practice leve ls. All these benefits, however, are not without costs 

particularl y in the short-run and at low level of economic development. The costs include 

"over competition", which in the short-run could cause domestic banks to fail. exposure of 

economies of host countries to economic shocks of home cow1tries, high capital fl ight 

especial ly during economic crisis and less credit to small and medium-sized firms. In short, 

according to many empirical studies, benefit s of allowing foreign cntry, on average, 

outweigh its risks. Thus, allowing the entry of foreign banks should be a great concern for the 

Ethiopian banking industry . In addition, allowing private investors participation in the 

ownership o f govern ment banks could al so enable to pavc the way 1<'lJ" th e gradual wi thdra wa l 

of the goverrunent from the banking sector. 

4. J .2. MarJ<et C oncentration of the Ethiopian nanl<ing System during the 

Pre-reform and Post-reform period 

Market concentration is used as a measure of market power in a certain industry. In this 

paper, the top k-firms concentration ratio (CRk) and the Herfindhal-Birsehman Index (HBl) 

are used to measure the market concentration of the Ethiopian banking system. 

A, The k-firms Concentration Ratio (CRk) 

There are a number of measures of concentration that have been used in banking studies. 

However, both s impl icity and limited data requirements make the k bank concentration ratio 

onc or the most li'cquenlly used measures or concentration in the empirical literatures. CRk is 

a relatively strong measure because it clearly caches the market structure through market 

shares of a few dominating firms, Sankyu and Jong-kun (2005). 
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Summing only the market shares of the k largest banks in the market, the formu la to ca lculate 

the concentration ratio can be written as: CRk = L: MS,. where MS, refe r market share and i 

refers to number of largest banks taken for the calculation. 

The index gives equal emphasis to the k leading banks, but neglects the many smal l banks in 

the market. There is no rule for the determination of the value of k, so that the number of 

banks included in the' concentration index is a somewhat arbitrary decision. The index 

approaches 0 %for an infinite number of equally sized banks (given that the k chosen for the 

calculation of the concentration ratio is comparatively small when compared to the total 

number of banks) and it equals 100% if the banks included in the calculation of the 

concentration ratio make up the entire industry. 

H. The Hertindahl Hirschman Index (HI-II) 

HHI is calculated as the sum orsquare of participating firm's share in the industry. According 

to the horizontal merger gu ideline of the US Department of Justice, a market whose HHI is 

below 1000 is defined as a non-concentrated market, 1000- 1800, moderately concentrated 

market; and over 1800 as highly concentrated market, Sankyu and Jong-kun (2005) . The 

HHI can range from zero in a market having an infinite number of firms to 10.000 in a 

market having just one firm (with a 100 per cent market share). The HHI is a static measure 

and, therefore, gauges market concentration at a single point in time. Algebra ically, it is 

calculated as 1-II-fT = L: MS\ Where MS; = market share of the with hank. 

The index stresses the importance of larger banks by assigning them a greater weight than 

smaller bank s. and it incorporates each bank indi vidua ll y. so that arhitrary cut - ofr., and 

insensitivity to the share di stribution are avoided. 
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Following attempt is made to compute both the k-firms concentration ratio for the single 

largest bank and two largest banks ( CRk, k = I and 2) and HHI using the total deposit, loan, 

capi tal , and assets of the banking industry. In thi s computation only deposit accepting banks 

establi shed with profit motive and has been in operation for more than three years are 

considered, The computation has classified the periods in to pre-reform (1976-1991) and 

post-refom1 periods (1992-2006), 

4.1.2.1. The Pre Reform Period 

A. The k-firms Concentration Ratio (CRk) 

The single largest bank (CR]) and the two-bank (CR2) concentration ratios indicate that the 

Ethiopian banking sector has been highly concentrated during the pre-reform period, CBE, 

the largest bank at that time ,on average holds 77,75%, 90,07%. 93,76%. 91.44% of the total 

market shares of loans, deposits, capital and assets of the banking sector, respectively, In all 

the years of the reform period the single bank ratio has stayed above 66,60% for loans, 85,76 

% for deposits, 85,85% for capital, and 89,20% for asset. ,The average, minimum. maximum 

concentration ratios during the pre-reform periods are tabulated herelUlder. 

Table 4: The Concentration Ratio before the Reform Period 

~ _ Loan __ -k Deposit ____ C..!!~! I Apct __ 

, CRt CRz : CRt , CRz CRt CRz , CR] : CRz 
Average ~7, 75 ~~J 00 ,OOJ 90, 07 1100~OO- -93:76- -- -;oo:oo l - 91~ 44 r- IO-0, 00-
Maximum , 84.46

1 
100,00 !_ 93.35 I 10~ , 97,87 I 100,Og_; J!],80 100,00 

Minimum 66,60 100,00 I 85,76 1 100,00 85,85 I 100,00 89,20 , 100,00 
,\ource: Au/hor cOl11pllla/{()n 

Excluding the then existing development bank, DBE 3from the industry, in all concentration 

measures the remaining two banks hold 100% of the market share of the banking industry 

J DBE is excluded for mere reason that it does not accept any deposit from the public as well as its purpose of 
establishment is not for profit or commercial purpose, 
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further signifying the great concentration of the banking industry at that time. The trend in 

the concentration ratios are di splayed hereunder: 

Chart 1: Tlte Trend in CRt and CRz ratios during tlte Pre-Reform Period 

The single largest bank (CRI) and the two largest b'lRk. (CR2) coneentmtion mtio. 

120.00 
during tbe pre refoml period 

-+-CR I Loan 

100.00 
____ CR2 Loan 

• CRt DepOSit 

" 80.00 
~ 

~ 

• 
~ CR2Deposil 

.5 60,00 .. _____ CR 1 Cap!181 

-= 40.00 
--+-CR2 Capita l 

0: 
20.00 

~CRI Asset 

0.00 
- CR2""" 

1976 1977 1978 1979 1980 198 1 1982 1983 198 4 1985 1986 1987 1988 1989 1990 1991 

Year 

B. The Herfindhal-Hirschman Index (HBI) 

The HHI before the reform period also has further strengthened the argument for the 

excessive market concentration prevailed at the time preceding the reform measure. As 

shown in the Table below, the sum of square of the participating bank ' s share in the industry 

on average had stood at 5550.90, 7557.22, 7570.76, and 8072.88 for loan, deposit, and 

capital and asset market shares respectively. 

Table 5: The HHI before the Reform Period 

Loan ' D . ! eposlt I Capital Asset 

Average 6649.10 i 8206.00 I 8962.22 8434.16 

Maximum 7374.98 I 8758.27 i 9583 .68 8837.41 

Minimum 5550.90 I 7557.22 i 7570.76 8072.88 

Source: Author computatIOn 

Thus, the ratio has greatly surpassed the non-concentrated (below 1000) and moderately 

concentrated (less than 1800) standards24 As the eBE was the main contributor to the HHI, 

" Ac.conting LO the horizontal mc.rgcr guideline of the US Department of Justice, a market whose Hill after 

merger is below 1000 is defined as a non-<:oncentrated market, 1000- 1800, moderately concentrated market: 

mld m'er 1 800~, high1)' concentrated market, Sangk)"' and .Inng-klln (2005) 
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by any standard the banking industry at that time can be identified as a mono banking 

system with no competition among the existing few government banks in fact the 

government stance was to minimize the extent of competition between the commercial 

banks and the existing specialized banks. The trend in the HHI during the pre-reform period 

is as shown in the Chart below: 

Chart 2.: The Trend it, HHI (luring the Pre reform Period 

The HHI during thc Prc-rcfonn pcriod 
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4.1.2.2. The Post Reform Period 

A. The k-firms Concentration Ratio (CRk) 

During the post reform period, the average concentration ratio for the two largest banks 

(CR2) in the concentration measure of the loans, deposits, assets and capital market in the 

industry stood at 83 .83%, 90.18%, 89.10%, and 81.49%, respectively. In the same manner 

the single largest bank (CR l ) on average holds 71.85%, 84.55%, 7208% and 83 .20% of the 

industry 's loans, deposits, capital and assets, respectively. Thus, the concentration ratios in 

all the measures revealed that the banking system in Ethiopia is highly concentrated (see 

Table6). 
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Table 6- The Concentration Ratio after the Reform Period -
Loan Deposit 

, 
Capital Asset 

CRI CR2 CR I CR2 CRI CR2 CR1 I CR2 

Averaee 71.85 83 .83 84.55 90.18 72.08 81.49 83 .20 i 89.10 
Maximum 86.81 100.00 95 .07 100.00 I 87.86 100.00 94.21 I 100.00 
Minimum 39.62 55.57 66.99 75.78 , 43.21 54.73 66.55 I 74.99 

Source: Author computatlOlI 

However, in all the measures a declining trend is observed in the level of concentration. This 

is as a result of the introduction of new private banks into the banking system. For instance, 

the average CRa concentration ratio in terms ofloan and capital has declined to the minimum 

55.57% and 54.73%, respectively. Likewise, the CR1 ratio for the aforementioned accounts 

dropped to the minimum 39.62% and 43 .21%, respectively during the post reform period. 

This seems encouraging in comparison with the 100% CR2 in all measures and the minimum 

CR1 of 66.60%and 85 .85% for loans and capital accounts, respectively before the allowance 

of new domestically owned banking businesses (see the trend in the Chart below). 

Chart 3: The Trend in CRJ and CR2 ratios during the Post Reform Period 

The single Lmgest bank (CRl) and tbe om largest banks (CR2) Conccntmtioll mtios 
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As shown in the Chart above, during the post reform period, the loan market revealed a 

relatively much declining trend as compared to the deposit and the industry 's asset. This 

might be due to the simple observation that CBE in recent years is not aggressively interacted 
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in the loan market but rather engaged itself in minimizing the non-performing loan. The CR l 

and CR1 ratios for deposit market and using the total asset,5 still exhibits a concentrated 

pattern as the CBE holds 66.99% of the depos it share and 66.55 'Yo or the total asset or 

banking industry. 

B. The Herfindhal-Hirschman Index (HHI) 

In congruence with the concentration ratio, the level of market power using the J-1I-[j reveals a 

highly concentrated market. For instance, the average HHI in the deposit market has drooped 

to 7299.07 after the reform as compared with 8206.00 before the reform .This figure declined 

as low as 4673.09 by the e:nd of2006 as compared to 82 17.49 just bdlJr\; thc introduct ion or 

a single private bank. in 1995. 

Table 7: The HHI after the Reform Period 

1-
Loan Deposit Capital Asset 

- -
Average 5669.89 7299.07 5617.46 7082.76 

-
Maximum 7647.45 9063.03 7798.81 8908.45 

-------_ .. _--_ ..•. " ............ ... _--_ ......... - ...... --- ......... __ .. ............. _-_ .•. _ ... , .. ,_ .- .•.•...•. _.,-------_. __ ..... __ .... ---....... ,_ . ...... __ .•.. ,------ .. _--_.,-_ .. ,--- .. ---_ .. _--
Minimum 2172.48 4673 .09 2368 .83 4609.85 

Source: Author computatIOn 

The loan market also shows a declining trend from average HI-II 6649.10 in the pre-reform 

peri od to average J-1HI of 5669.89in the post reform period and minimum of 2 172.48 at the 

end of the year 2006. This is an indication that the banking system in terms of deposit 

relatively shows a more non-competitive behavior than the loan market. This perhaps is due 

to the fact that even a ft er twelve years of the introduction of pri vate: h<lnKS the CllnSlllll<:l" <It 

large and particularly, the different public enterprises seem to favor and rely on the CBE as 

CBE is the main contributor in the HH Index. 

j The three banks concentration rat io for sub-Saharan average was 81 percent in 2003. For comparison for 
Kenya, Ghana and South Africa, the figure was 61 .6, and 77 percent, respectively, Buchs and Mathi sen (2003) 
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Chart 4: The Treml in HHI during the Post-reform Period 
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The HHI for the asset size of the industry also exhibited the same performance pattern as the 

deposit market and the HHI fo r capital revealed equivalent performance with the loan 

market. 

4.1.2.3. T he Current Mar'ket Share Profile of Ethiopian Banks 

The country 's giant bank, CBE continued to lead the industry in terms of market share in the 

loans (39.62%),deposits (66.99%),capital(43.21%) and assets (66.55%) and government 

owned banks (CBE and eBB) accounted for 45.04% of loans,69.3 1 % of deposits,47.71% of 

capital and 69.89% of assets of the banking sector. In general, as shown in the Table below 

the market share of private banks in the loan and capital market is shown a progressive 

improvement where as in terms of deposit mobilization and total asset the eBE has still 

dominated the industry (the market share of individual banks is attached in Annex 3) 

Table 8: Market Share of Commer'cial Banks by Ownership 

In terms of %ge 

Batiks Loan Deposit Capital asset 

State banks 4504 69.31 47.71 69.89 

Private banks 54.96 30.69 52.29 30.11 

CBE 39.62 66. 99 43.2 1 66.55 

Source: AIJthor campu/a/lOtI 
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4.1.3. Profitability Performance of the Ethiopian Banking Industry during the 

Pre Reform Period and Post Reform Period 

The profitability of the industry has shown a tremendous improvement after the reform 

measure has been taken. The profit of the industry on average for the post reform period has 

reached to Birr 320 million as compared to Birr 31 million during the pre- reform period. 

Even the bank that has been in a loss in most years of the pre-reform period like CBB has 

become profitable after the reform measure has been taken (See Annex 4). From the year 

1995 onwards, with the addition of the new private banks, the profitability of the industry 

further escalated on average to Birr379 million. This signified the banking industry has 

becoming a lucrative source for maximizing the wealth of the shareholders. The trend in 

profitability of Ethiopian banks is shown in the Chart below. 

Chart 5: Trend in the Profitability Performance of Ethiopian Banks 

Profitability of the EtWopian B~mks for the period covering the year 1975 to 2006 
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However, as shown in Table 9 in terms of profit distribution even after the entry of private 

banks, the existing government banks are enjoying having the higher share of profit from the 

industry. From the introduction of the new banks in 1995, the average market share of the 

government banks in terms of profit has reached 75.8% of the total profit of the industry and 
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they are also managed to earn an average ROA and ROE of 1.46% and 29.2%, respect ive ly 

on the above same period. 

Table 9: Share of eBE, Government Banks and Private Banks from the Total Industry 

Profit 

1997 1998 1999 2000 2001 2002 2:~'!.':. ______ ~-=1 ",99:..::5_1 1996 
28°6°.8

3
5 26

0
6°.3

4
4 26°4°.6

5
0 L26103·Q. 464· ·· · ·· ·····t-7-0~.c6:~ : ~BE_s_h n_re ______ 9_7._62_.c9:..::5:..:.8::.3--+ 66.94 94.08 68.04 90.44 18.87 Loss [6: 

CBE ROA 2.37 2.59 2.56 1.73 2.68 2.33 3. 1 Loss 2.85 2.99 2.38 i 2.32 i 2.54 

_C:BE.~Q.E .... ..........•........ 9~ .3.? ....... 6~ .. _.... 45. 11 29.44 ~~~_~cl!..c2.1l:2 1 ..... '=?~s ....... ?-'c?4 ... . 5766 55.2 I 5465 .. 4 _.s1:~ . 

_~::_~~_:::;:':;" f;',;' -=i_73_~ I.. ~3J~9 ~6;~ 
7 

~8;~3 ~01 ~4 ;~:_ . ~~;; .~~~9~7;~~. ~. I. ~7;:7 J~~~;-
.• C:; ov,.bon!<..'.. R_O_E_ 4_6._72_ .]296_ .J}0:t, 16.09 22.46 19.09 25.64 ..:L:.::o:::ss,-+:2:.:6 .. :::.:05_ 29:.::.8:.::6--+-=2~9.~95=--1.....:..:48.63 1.29.2_ 

~::.~:::;_:.~~~(?~.1_~ _.44 1~.~: . ~:6~.1 .. ~;!..~~~~ ~~~ .. :93~: :i ~ l?:: ·I : ~I: I ~28:9 ! ~33:0 : ~~~J+_~9_~~_. 
Privote Banks ROE i · 10.97 15.82 18.10 23.45 25.32 32.18 1 22.44 22.38 33 .44 38.96 38.33 24 .7 

Source: Author computatIOn 
* ineludes Ihe Ivss 

After the year 1995, about 7 1 % of the average profit of the industry has been contri buted by 

the giant bank, CBE. Even if the share currently (in 2006) is reduced to 63.44%, it can briefly 

explain that CBE's dominance in both market concentration and market share has resu lted in 

higher profitability of the bank. And as shown in the Chart above, even after the entry of the 

private banks, the pattern of the industry profit is following the profitability structure of the 

giant bank further exp laining even with the current liberalization measure CBE is enjoying 

the market by earning the max imum yield of the industry. 

The profitabilit y of the pri vate banks as a group has also shown improvement thro ugh ti me; 

however it remained greatl y lower than the profit registered by the government banks and the 

single largest bank. The max imum profit, BilT 406.2 mill ion, of the private sector has been 

registered in the year 2006 that enables them to ho ld on ly 32.13°1., of the total prollt of the 

industry wh ich is equivalent to 50% of the net profi t performance (which is Birr 802 mill ion) 

of the CBE during the same period. 
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4.2 Data from Primary Sources 

In addition to data gathered from secondary sources, a structured questionnaire was 

developed incorporating four focus areas such as personal detail s of the respondents, their 

attitude towards the impact of financial liberalization on the ownership structure. on the 

market concentration and the profitabi lity performance of the Ethiopian banking industry. 

Furthermore, in each part attempt has been also made to seek information on the areas that 

need further liberalization or reform measures (see Annex 8). The questionnaire has bt:t: 11 

di stributed to 100 randomly selected employees and management members of all the 

commercial banks operating in the country and from the employees of the country's central 

bank. The se lection of respondents was macle in a way to represent the management and 

staffs of the bank as we ll as in a way to include persons working in different operations of the 

banking industry. However, only 58 questionnaires have been full y filled and returned for 

LIse in the study .The responses have been analyzed in the fo llowing pages in 14 Tables. 

4.2.1. Background Information of Respondents 

More than half(56.9%) of the respondents are employees of the govel1lment banks6 where as 

the rest (43.1 %) belong to the private banks7. 

Table 10: Respondents Category by Bank Ownership and Position 

Bunk Total" 

Private Bank I State Bank I F I P 
co . requency ercent 

Pos ition 

_~":_~.i"~'"·_ Ma.~~.~.~_~_I"n.e.,.".~.~ .~ ____ ........... 9 i 6 I 15 I 25 9 
Middle Level Mal1ag~I1l e l1t ·······T---- 6 ·-.. ······'· _·9 _~. ' 15 ".-"'25:9='-

~:~~:~;:CY' -- i--r 1- 4i~ 1 i ~: i 1:~~30 
'" Verflcal- Respondents bank, H Orizontal -POSlIlon a/respondents 

6 CBE,CBB,NIlE 
7 tdll ,DIl,1l0A. Wil .. lJll NIIl. LlIl .C IlO 

AAII,~oJ~~ 40 
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In addition,S 1. 7% or thc respondents are se rving their banks at the management (either 

senior or middle) level and the remaining portion (48.3%) of the respondents are officers 

working in different operations 80ftheir respective bank. 

Table 11: Age and Sex of Respondents 

Respondents Sex 
~ ______ .-__ ~R~e=s:LP~o~n~d~e~n~~~A~ge ___ Total* 

I 36 55 Above 55 
Below 25 26-35 year old .. , - Id \ years 0 years old Frequency I Percent 

Male j 
f'ema lc 

Frequency* 
----- --------- --- --- -

Percent' 
.. Vertlcal- Age a/respondents, Honzontal -Respondents sex 

As displayed in the above Table, the greater part (70.7%) of the respondents ex ist within the 

age of 26-35 years, whi le 20.7% are between 36-55 years and the remaining 5.2% and 3.4% 

are above 55 years old and below 25 years, respectively. On the other hand, the 93.1 % of the 

respondents are males and the remain ing 6.9% are females. 

Regarding the educational background, 77.6 % of the 58 respondents are first degree holders, 

20.7% of them are having educational qualification of second degree and above and only 

1.7% of them are diploma holders. The above figures roughly explain that the study has got 

an input from well educated employees of the banking industry. 

Table 12: Educa tional Leve and Expenence of Respondents 

Experience 
Collage 
Diploma 

Educational level 
Second Degree 

First Degree and Above 

~_~~:~~tar ------- - -----t---:--+----"12'::-6 ----1------:c;----+--_-.-:c128;;----+,-3::-3'~:--- 1 
_~- 12x.ears -I ; \6 . 5 21 I 36.2 

~f:~~:~~~:ears - l---1!7-~-- ~=-7t~6 --I-- 2~\ ---: ~_; - -~- ~~.: -
'It Vertical - Educational/eve! a/respondents, Harizontal- Experience a/respondents 

8 like Credit, DOI1l t.: sti c banking, Fort.: ign banking, Marketing and 13usincss Dcvelopment, Ilul1l,ltl Rl.!sourct: 
Management , Branch operations and Risk Management 
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In terms of experi ence, the major portion (67 .2%) have served in the banking industry for 

more than 6 years and the rest 31% and 3.4% have served in the industry he tween 1-5 yeo rs 

and below I year ,respecti vely further indicating the study's reliance on well experienced 

employees of the sector. In addition, about 34% of the respondents have worked in both 

private and state banks and the rest 66% lack that experience (Table 13). 

Table 13: Respondents Experience in Both Private and State Banks 

I[yoll are workiJlg ill a state/private owned balik, /t ave YOIl got a c/taJlce to join allY private/state bank? .. ···· .. -.. ---····-· · ..·--...... ·T·-------- Ye,--------r--- -----N~ - -- Tota l 
--,-- --1 -- - . - . 

.. !!all"~ __ ~Y oHiltersltip I Frcquc ncy PC ITcnl ,.. Frequcllcy PCn.:l' lIt FrclluC IH:y 1'('1'('('111 

State Bank 2 8 23 92 25 43,1 
1-::--:------:::--:--·-------+--,,---1---,--\----:-- ----c. -!-

~~i;fe ~ank __ .. __ .. ·· ..1 ~~ ~::!! ~!~~::~ ! ~! -t ~~~~ .. -

4.2.2. Impact of Financial Libcrali:wtion on the Owncrship Structurc 

Questions pertaining to the impact the financial liberalization have placed in the ownership 

structure of the Ethiopian banking industry have been asked so as to uncover the attitude of 

employees towards the change and take their ideas for further improvement of the ownership 

structure of the industry. Summary of the responses are summarized in the Tables below: 

Table 14: Impact of Financial Liberalization on the Market Concentration 

Do you believe rltal tliejimlllcia/ __ _________ Rcsp~llses * __ 
liberaliZ!lIioll alld olher reform Yes T NO : OK 
m easures ulldertakell lut\>e broughl F req. I Per. I Freq. ' Per. I Freq. - PCI'. 

II favorable olVnership slru cture for ~~ _ __ ** _____ L ______ . -----1 1 _~! 
IheEI'!iopillllbtmkillg llldustrY?"""""' 1 ..........i8 828 I 10 17 2..:... - _" -

Total 

~ -
Freq. Per. 

_.--+ 
58 100 

Rellsollsby Those IV/IOSllit! Yes 
Enhan,ced Competiti on _ : .. ~ '''72.4 ~_8_ I 1 3 ~ __ - I - I 

Enabled to serve more of the 45 77.6 I 2 n 4 I 3 I 5.2 

~;~ed e-ffic;e;;-tuse-o~ital 31 - """5i4- --~_2~ .. ,5""'.9'--j' __ 4 __ !1 .........c6-'9=~:==5~0=-+""'1"O"'00c--l 
!~~~~'~~'~~;;~~'~;;~;fi!~~i'::~ .. ~-~~_-~-_~!_· .... ~-_~:_:~ ...• ~ ._~ __ i~73 . : I: ~~ -+:~~= 

I 
50 100 --
SO 100 

_ .... _ .... , ... -- ----,,--_._-
Created a leve l IJ.Ia.~t...:ic:..:n.g"-';fic=e.:.;ld:..........._-+""""1""7_1~2-o-9 :;;.3-+---.:;2:;;6_1--::C44;-'.""8 +--;-7,---~~+~:;.-+-=_1 
Enhanced eguilt in regulation. ____ 

I
f-:;-18=-+"",3",1",.0,--t ___ -;:18 __ 3_1_.0_ ..... 14 

Strengthened loca l banks 37 63.8 8 I 13 .8 I 5 

12. 1 SO 100 
24. 1 50 100 

---
8.6 50 100 
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::~~~bited Participatio-;1-0f~~;~{~~/!)lp!~se/pl ~§i'ji'-!!~: -r--2 --f· ''1" i ,00 

-Ajlo-;~d -i;-l-;;ffic i c ncy to rc i g;l-il~--- - i --S7.S I l-i~5t- :--- - ---- g -;-Too-
the sector ~ ~_ . I I 
Helped to tighten dominance of 8 100.0 - - I - I - I 8 i 100 
government banks ,I I 
·1 he responses are provIded In companson wI th the Pre-reform period'" Freq. - Frequency Per. - Percent 

As di splayed in Table 14, a good number, 48 or 82.8% of the respondenls are in supporl of 

the favorable impact the financial liberalization have placed on the ownership structure of the 

Ethiopian banking industry. Most of the respondents who accepted the reforms fa vo rab le 

changc stated that the financial li berali zation has enabled to enhance the eompclition ill the 

sector (72.4%) which was non-existent before the reform measure was undertaken; it also 

enabled to serve the society (77.6%)through bank expansion and improved efficient use of 

capital (53.4')10) by inj ect ing funds to the private sector in the form of loans and enhancing 

fund mobilization (75.9%) in the form of deposit .The reform also greatly helped in the 

reduction of unemployment (84.5%) by creating job opportunities to skilled Ethiopian 

nationals; it hus also contri buted for the strength of local bunks (6J.8'Yu) by protect ing them 

from the fi erce competition they might encoun ter from forei gn banks in add ition to the 

aforesaid reasons. However, respondents have a reservation on the reforms capacity to create 

ownership structure that enhances a level playing fie ld (44.8%) fo r all commercial banks 

operating in the country .Equal number of respondents (3 1 % for each) gave their comment 

on the reforms capacity in enhancing equity in regulation. 

On the other hand 10 or 17.2% of the respondents are of the opmlon that the financ ial 

liberalization has not brought a favorable ownership structure for the Ethiopian banking 

industry. ·rhey claim that it has prohibited the participation of lo reign banks (75%); it 

allowed inefficiency to reign in the sector (87.5%) by accumulating excess funds in 
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govenunent banks and helped to tighten dominance of the government banks ( IOO%).From 

the analysis it can be inferred that there were lots of remarkable changes brought to the 

banking sector as a result of the reform measures as compared with the pre-reform period 

but the reform lacked the capacity to create a leve l playing fi eld , equal opportunity to play in 

the field competitively, for both private- and government-owned banks. 

Concerning the type of ownership structure that best suits for the Ethiopian banking system 

more than half (56.9%) of the respondents have se lected ownership structure consisting 

Private, State and Foreign composition .The reasons cited by the respondents are such 

ownership structure would improve the competition in the industry ,improve the efficiency of 

the sector, help for the introduction of new banking services and technologies, propel for 

appropriate fund mobilization and credit extension and could serve as an attraction for 

foreign direct investment. 

Table 15: The Ownership Stl'Uctm'c That Best Suits for the Ethiopian Banking System 

Whal type of ownership stTllctllre best slIitsfor .•. _--- ....... --....... _-_ ... _ ... R e_~.p<? ,~~_~ _~_~_ .,.," 

Ihe Ethiopian bal/king system? I Va lid Cumu lat ive 
~ __ . Frc~':..I~'£Y _ Percent Perccnt Percell I --- - ~ ._. 

Pri vate only I I 1.7 1.7 1.7 
~----~------.-,-------------.--,-.- .--- . --- - ._--_ .. ---.--_._---. __ ._- ------_._._- - --,.,'--- -_ .. __ . __ ._-_ .... - , 

Combination of Private And State Bank 15 25.9 25 .9 27.6 
._--_.- --------,,--- - ,,-- ---.~-- - -----
Private and Foreig!' Only 9 15.5 15.5 43. 1 

Combination of Private State and Foreign 33 56.9 56 .9 100.0 -----_._.------------------- . _ .. " .. ""----_ .. . _- -- --~.-"-"-""-

Total 58 100.0 100.0 . 

On the other hand, 25.9% of the respondents voted for the continuity of the ClllTent (private 

and state bank) ownership structure. They claimed that it would be too early to incorporate 

foreign ownersh ip in the Ethiopian banking industry as the local banks do not lit to withstand 

the fierce competition coming from the foreign banks as well as with the current undeveloped 

capacity of the regulatory organ it wou ld be too risky to allow foreign banks to operate in the 

AAII. ~ aJf13~ ~ 44 
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country so they selected fo r the persistence of the current ownership structure. The rest 

15.5% and 1.7% of the respondents were in favor of Private and fo reign composition and 

ownershi p by priva te banks onl y, in that order. 130th claimed that the I;0vernmenl slay ill Ihe 

banking sector would be a barri er for the country's move towards market economy rather the 

government should enhance its supervisory role in the sector. 

Regarding Ihe view respondenls have towards the participation of foreigners in the Ethiopian 

banking industry, most respondents (53 .4%) consider foreign participation as an opportun ity 

for the Ethi opian hanking system as it enhances the fl ow o f modern technologies and 

innovations in the banking system, increases know-how in the banking services, enables to 

deepen competition in the sector and improves effi ciency of the banking sector. In contrast 

13.8% of the respondents assert that foreign participation would be a great threat for the 

industry as it might lead to over competi tion, high capital fli ght and could be a cause for the 

co llapse uf domestic banks. The remaining portions of the responde nts (32.8%) see fore ign 

hanks in vo lvement as both an oJlportunity and th real by com bining the reason Illl"Wart1 et1 by 

those respondents who answered as an opportunity and as a threat. 
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Table 16: Attitude towards Participation of Foreigners and the Form of Entry in the 
Ethiopian Banking Industry 

How do YOII view participatioll o//oreigJlers ill tire Etlliopiall 
hallkill!! indllslr~ ______ _______ --, ______ _ 

Whal sorl of liberalizatioll do YOII sllggesl ill Ihe Both as all I 
process of embrClcing foreigll participation 0/ As an Opport unity I Totn l** 

"" £<" ,."." .,," ",,' """" -"" ",,'" c<" "''1''" ,,~ ~"" .. -i Fr~J>cr. Frc . Per. Frcg. Per. Frcq. Pcr. 

~urtial L i bcral i zat ~~ ll:rJlI oug~j_'!.D !t vc~_t~t __ J_ L_12} __ ~ 4~.4 : 12 632 : IS : ~H.J 
Pal1ial Liberalization Through Branching - i - I 5 16.1 I 2 10.5 I 7 , 12. 1 

PartiaiL i_beraHzat i~n Through Subsidiary 1-----1--- --5- r~~~ I 3 _ - -12,;1 ___ ~_=;-!.:~-

~~~~~~;'6~~~~~;~~:=t.t;=;~;. t ~~! 
* No need 0/ entry. to early 10 worry aboul it 

•• Vertical - view regarding/oreign participation, Horizontal- view towards sort of liberalization 

About 48.3% of Ihe total respondents and 48.4% and 63.2% those respondents who see 

foreign participation as an opportunity and both as an opportunity and threat, respectively 

claimed that rather than allowing full y foreign owned banks to operate in the banking system 

as selected by 8.6% of the respondents, forming Joint venture with Ethiopian allies is the best 

liberalization measure in embracing foreign participation in the Ethiopian banking industry 

(Table 16). Others also voted fo r foreign participation through branching ( 12. 1 %), subsidiary 

( 13.8%) and agency (S.2%).Thc remaining part (12. 1 %), those who sec foreign partic ipatiLlIl 

as a threat, stated that it is not the time to worry about foreign participat ion. Some of the 

respondents (72%) who voted fo r partial liberalization through different forms of entry have 

9 A representative office (or agency) is the easiest/orm a/organization, which neither takes deposits nor makes 
loans. Most a/the time it is established 10 test possibility a/further involvement in a host cauntly. A branch, 
which is an integral part of a parent bank, however, can offer a wider range of services (han agencies or 
representative nffices. ()n the other ham!, a suhsidiary is permitted to engage ill a hroader rail!:" off/nlll/cio! 
services compared 10 both branch Gnd representative office and in many countries. it has identical power as 
domestic banks and hence is regulated in the same manner (George Clarke el 01, 2001). Merger and 
acquisition refers 10 takeover of small domestic banks by larger foreign entrants and Join! venture refers 
lVorking in alignment with Ethiopian partners. 
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stated that the selected option is a viab le alternative in the short term but in the long term 

Ethiopia should allow fully fo reign owned banks to operate in the industry (Table 16). 

The respondents' views towards the current involvement of the government in the banking 

sector (Table 17) displayed that most (58 .6%) of the respondents dislike the excessive 

involvement of the government in the CWTent Ethiopian banking system on the ground that it 

limited the growth of banks (79.4%) , limited the competition expected from the banking 

industry (91.2%) ,it contributed less in the private capital accumulation (6 1.8%) than the 

expected ,contributed for bank inefficiency (73.5%) and contributed to the limited 

infrastructural development (such as IT) (88.2%) in the banking sector. 

Table 17: View towards the Current Involvement of the Government in the Banking 

Sector 

What is your view towards th e currellt involvement of the government (partial 
liberllliz"alion) ill the ",b'~l/~lk~i/~l,fi" .s~·e,=c~to,,-r,-?· ___ -,-______________ _ 
________ .. ~A~d~e~q lu~a~te~_,-----l·------_r~E~xc~e~s~si~ve~r_.--------

Yes No DK Yes No I OK 

RClIson, Frcq.+~ ·- i;~;:~ l-·::...FI:"::C:.J:;i"-:-+·--o-'..:.I;":'·~-:":;·:--I--·...:r....:'-r.::.c~q.::...· l--'-J>..:.cl:..:·. _~-",-F.::.;,:.::.~("I'C.LT····::...I;.:c~r":".J...:F..:.~..:.cq", • ..L r il:.»(c=:~. t Frcq. I Pcr. 
I"E;;-'--;h-------;d--;fj:-------O·"'\---,--t C"b-;-;' \:-:-' ---1...:..~19c:--+-;;7;,-9.::;.:17;;- 5 20.83 . n ance lIlanCla s a I Ity 

~:::~~-~~ l~~;~d st~;,~g -- I 1 ~ --- -- 75-~~- -~--- ~~.~~ - . . -- - .---

Fo i,di. , ib"' i" ,, of,""""" I " - 54. 17 9 37.5 0 ---2 - -8.33 
servIces 

Less contribut ion to pri vate 
".a.iJ! tal _~,,-u ml~.a.ti9n _ 
Contri buted for bank 
JI1~ ffjC~~l">' . ___ _ 
Li mi ted infrastructural 
deve lopment s tich as IT 

58. 0 tlte respollt/ellts t/islikillg 
excessive verlllllellt illvolvemellt 

1

14 7. 
5.9 

2 

I 

• Reopollse by cVlI/parll/g II'llh the approprtate or the expected bankmg sector perlorll/ance 
•• Freq. - Frequency Per. Percent 

5.9 

2.9 

14.7 

2.9 

8.8 
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On the other side of the continuum, (Table 17) 24 or 41.4% of the respondents support the 

adequate involvement of the government in the banking sector. They explain that the current 

governmcnt invo lvement in the banking sector has led to cnhanced financial stability 

(79. 17%), has contributed to the attempt in building banking culture to the wider part of the 

society (75%) ,has manifested fair distribution of banking services (54. 17%); and better 

socially responsible banking service has been delivered (9 1.67%) by such sati sfactory 

involvement of the government. The above opinions indicate that there is a need to work fo r 

minimizing the currently prevailing excessive invo lvement of the government in the bank ing 

industry. 

4.2.3. Impact of Financial Liberalization on the Market Concentration 

To see the outlook of respondents towards the impact the financial li beralization has placed 

in the market concentration of the Ethiopian banking industry different questions were asked. 

The responses to the questions are summarized in the Tables 18-21 below: 

Concerning the views respondents have towards the categorization of the Ethiopian banking 

industry as a mono-banking system, hal f (50%) of the respondents expl icated that they do not 

agree with such proposi ti on and the others, 48 .3%01" them, accepted the Ethiopian banking as 

a system dominated by one bank. The rest 1.7% don ' t know or have reservation to state their 

feelings on the issue . This indicates that even if most respondents don' t agree to the 

proposition, a considerable number of employees in the industry believe that the Ethiopian 

banking industry is dominated by one giant bank. 
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Table 18: Respondents Outlook towards the Categorization of the E thiopian Banking 
Sector as a Mono-Banking System 

Do YOIl agree with the categorization of the Etfliopian ballking system as a 
1Il0no-ballkillg~J!stem where one ballk sits dominant over the others? 

F FreQUCncl' Percent ! Valid Percent I Cumulative Percent 
Yes ___ _ __ 28 ______ 48 L _-L 48.3 -t 48.3 __ 
No 29 50.0 I 500 I 98.3 

" -'" f -·---1-------=I:f-~-:r=== l._L .. __ I 
..... 

DK 100.0 
.. _,."--'" ".".,n "'" 0<-_ ..... - .... -.,--- ......... _ .. _ .. _-- ....... 

Total 58 100.0 100.0 , -, 

On the other hand, to the question intended for finding out the attitude o f the commercial 

banks employees and management towards the reforms impact in reducing the dominance of 

the government banks in the industry from the situation prevailed in the pre-reform period 

(full gove rn ment ownershi p), a great majority (81 %) of respondents accepted the posi ti ve 

impact the reform have placed in reducing the dominance of government banks (Table 5- 10). 

Table 19: Respondents Attitude towards the Impact the Reform Brought In Reducing 
Government Banks Dominance in the Industry 

Do the jimlllcia/liberalizatioll alld other rejormmeasllres have cOlltributed to reduce the 

" .. ." "'" .. ",...... i do n t!!_'~H~~PJ!.. ,f!l, ~ "!.. ... C,QY"!!! 1l11.!_l!!Y.,_~!.~.!~.~~_! II ,,!!~.~Jt~4~~~·t!:~ ? * 
I Frequ_encY _I__ _ __ 'pe!_~_~Il..~_I__ Valid f_erc~!~t! Cumulative Percent 

Yes 47 81.0 ' 81.0 I 8 I .0 
~. 

No 9 I 5.5 15.5 _,_ 9-,'-6,--'.6.,.-__ _ 
DK 2 3.4 3.4 100.0 

I---T=-ot-a:-tl I 58 100.0 100.0 --'-'-'------

*Response provided 111 companson wah the pre-reform penod 

However 15.5% of the respondents believe that the government banks' dom inance is not yet 

reduced and 3.4% of the have either don't know or have reservation to forward their ideas. 

Most respondents (5 6%) who accepted the decline in government banks dominance claimed 

that even with such declining trend the existing dominance by government banks especiall y 

in the deposit market is considerably significant. . 

AAII ~ o/fl3U4UuM. ~ 49 
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Relaying on the test made by the secondary data. quest ions have been forwarded towards the 

factors contributing to the concentration prevailing in the Ethiopian banking industry (Table 

20). 

Table 20: Factors Contributing in the Concentration of the Ethiopian Banl.ing System 

Responses Factors contributillg/or tlte cOllcelltration Total 
Yes NO 1- DK 0/ tile Ethiopiall Bankillg system - - - - _ .....=.;-o 

FreQ. Per FreQ. Per. Fre'!. I . Per. FreQ. Per. 
More public confidence in government banks _ 49 84.5 7 12.1 ~2 ! 3.4 58 100.0 

-=owprofitabilityofthc ~nd:l s try __ 4 _~~9c_ ~7 __ ~ I ~ ?_J ~_~~._ 5~ _ +~~~~ __ 
Higher entry capital requirement 29 50.0 23 39.7 6 I 10.3 58 I 100.0 

I j • -
Li mited growth of private banks 37 63.8 15 ' 25.9 6 i 10.3 I 58 100.0 

- ----------------.-.--.- -_._--_.-,-- "r--'--- ---·"-----"·-r-·--~----·-·----- ,.! i 1---'1 
Absence of foreign banks ! 3 1 53.4 ! 13 i 22.4 14 24.1 i 58 I 100.0 

Capacity of tile regul atory body I 28 I 48.3 I 22 I 37.9 I 8 I 13.8 ! 5/1 ! 100.0 

The respondents elucidated more public confidence in government banks (84.5%, limited 

growth of private banks (63.8%), absence of foreign banks (53.4%). loss of capacity by the 

regulatory body (48.3%) and higher capital requirement (50%) cou ld serve as a main cause 

for the concentration reigned in the banking industry. However, nearly all (81 %) respondents 

decline the low profitability of the industry as a contributing factor for bank concentration. 

Some respondents also additionally raised the banking proclamation proclaimed in 1994 as a 

contri buting factor for the concentration which prevailed in the sector. The proclamation 

seemed to have li miti ng conditions with regard to cntry, which can be cons idered as the main 

contributor for concentration of the banking services among a few banks. For example it is 

clearly stated in the Licensing and Supervisions of Banking Proclamation No. 8411994 that 

no forei gn national sho uld undertake banking business in Ethiopia. In addition , the mini111u111 

capital required to establish a new bank was rai sed from Birr 10 million in 1994 to Birr 75 

million in 1999. It can be argued that although these directi ves and proclamations are enacted 

AAII.~oJ~~. 50 
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to strengthen the capacity of existing banks, they have seemingly become a barrier as to why 

the number of operating banks did not fl ouri sh in the banking system of the country_ 

In addition the respondents' stance towards the currently observed decline in the market 

concentration depicted that 65.5% of them believe that the competition succeeded after the 

entrance of the new privately owned banks has contributed for the decline in the 

concentration of the market of the banking industry. However, the respondents raised the 

problem of balanced competition between private and state banks (Table 21). 

Table 21: Respondents Stance towards the Declining T rend in the Market 
Concentration (jf the Ethiopian Banking Industry 

Differellttools for assessillg the level of cOllcelltration reveal th e concelllratioll of Ihe bankillg 
industry but ill allmeasllres a declilling trelld is observed ill th e level of concelltralioll, does Ihis 

C([I1 he micr;~ed to all--.!!IlIl(lIlc~~compelitio~illl"eJlldllsl"y ·! __ ~ 

.£,!,~.q~,c ncy. ..... _._ ... , .. ,_r-,."."." ___ ~,~.~~£, .~. ,~"~.!_ . ___ ,.,.,"" ... , .. , .. , ..... y~~. ,~. ,~ .~. , .. ~~~:~,.~.~.~. ,! __ .. , .. , .. ,I.- C U III U la ti ve Pel'cen t -
Yes 

No 
OK 

--Toiai------, --

38 __ __ 652 _ __ 6~:?_ ! _ 65_5 

14 _ -f--u--?.':I:.!--- _____ ~.':I_L ___ I 89_7 __ _ 

----ig----- --- -, -Nlo- --- - ---- fo°~~o --------I--------- 100_0 _____ _ 

On the other side, 24. 1 % of the respondents claim that the decline for the concentration 

could not be aligned with bank competition rather it is ascribed to the normal growth trend 

of private banks and the rest 10.3% choose to stay reserved in the issue. 

4.2.4. Impact of Financial Libenllization on Profitability Performance of the Ethiopian 

Banking Indust ry 

Relaying on the trend of the industry ' s profitability and other factors that influence the 

bank ing industry both open ended and choice ques tions were designed and ro rwarded to the 

respondents. The responses to the questions are presented in Table 2 1 as fo llows: 

(Table 21) The majority (81 %) of the respondents believe that the financ ial liberali zation 

has placed a pos iti ve impact on the profitability of banks. Furthermore, respondents al so 
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believe that the refonn positively impacted the performance of the industry by deepening 

competition in the banking sector (67.2%), by improving the productivity of loans and/or 

other investments (65.5%) via directing funds to different sectors of the economy. 

Table 22: Impact of the Reform on Profitability and Other Ped'ormanee Factors in the 
Bankinu Environment , 

Impact 011 profitability IIlld other Responses* : Total 
performallce faclors Positive NCQ"tive I Not hin!! i DK 

Fren. I Per. Fren. I Per. I Fren. I PCI'. 
I FreQ. I Per. FrcQ. I Per. 

ProfitabilitY of banks 47 I 81.0 6 I 10.3 I - i - 5 I 8.6 i 58 I 100.0 
Deepening Competition in the 

I 
39 67.2 4 6.9 

I 
12 20.7 3 I 5.2 I 58 tOO.O 

banking sector I i I 

Fairness in fund mobilizat ion T 10 17.2 19 I 32.8 I 22 I 37.9 7 12.1 I 58 100.0 , 
Market based asset( e.g. Loan) and 

I 
17 29.3 I 6 

I 
10.3 28 

I 
48.3 7 

I 
12. 1 

I 
58 I 100.0 

Liabili tv (e.!!. DeDos it) Pri cin !! I I 
Improved productivity/efficiency of 38 65.5 I 3 5.2 15 25.9 2 3.4 58 

I 
100.0 

loans and lor other investments 
Strengthening the 30 5 1. 7 8 13.8 14 24. 1 6 10.3 58 

I 
1110.11 

Regulation/SuDervision 
Enhancing the establishment of 19 32.8 i 9 15.5 24 41.4 I 6 10.3 58 1 100.0 I capital markets i I 
Li beralizing the foreign exchange 39 67.2 1 6 tOJ 9 15.5 4 6.9 58 too.O 
market I 

• Re~polJSe by comparing lVilh the performance in Ihe pre-rejorm period 

It has also made positive contribution in strengthening the regulation/supervision of banks 

(5 1. 7%) and li be ra li zing the fo reign exchange market (67 .2%). lI aweve r, those who 

commented on the reforms' positive impact have revealed that although the competition 

among private banks was a competition among equals, it was between unequals as far as 

pri vate banks and state-owned banks were eonccrm:d as the state-owned bank s were 

relatively we ll established, with large network of branches, high capital and reserve base 

and own premises of bank branches .They all contribute towards reducing costs of state 

owned banks and enhance their capacity to give out big loans. In addition , there ex ists no 

competition among the state owned banks; they work in cooperative manner rather than 
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competing among themselves. However, even with such trend the Ethiopian banking 

industry is rounding over the verge of competition. In addition, some of the directives of the 

Nationa l Bank of Eth iop ia (N BE) al so provided competitive edge to the state-owned banks 

inadvertently . The upper limit of a loan, which could be granted to a single borrower and 

related party to a bank, is set by the NBE to be determined based on the cap ital of the bank 

thut helps the state owned banks to grant big loans as they have maintained a strong capital 

base through their long years of experience .. 

On the other side, respondents believe that the relorm has brought no cons iderable e lTed in 

mani fes ti ng fair fund mobilization (37.9%), market based asset and liability pri cing (48.3%) 

and enhancing the estab lishment of capital markets (41.4%). The reason cited by most 

respondents regarding for the absence of change due to the re form measure is that both the 

state-owned and private banks competed for obtaining businesses of the private sector. 

However, Ethiopia 's large public enterprise system is still the domain of the Commercia l 

Bank of Ethiopia, giving it a competitive advantage over private banks by reducing its 

costs. This competiti ve advantage makes the CBE a pace-setter in the realm of asset pricing, 

wh ich pri vate banks have to fo llow closely despite their relatively high cost of money. 

Regarding the areas that needs to be further liberali zed so as to enhance the performance of 

the overall banking industry (Table 22), a great number of respondents favor liberalizat ion 

in the deposit market (8 I %) through lifting the minimum deposit rate (3%)I U sanctioned by 

the supervi sory organ, by encouraging public enterprises to do business with a financi al 

10 raised to 4% with a reserve ratio of 10% during my com pletion of the projcct (pub licized on July 4,2007) 
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institution of their own choice rather than the current implicit sanction not to do business 

with private banks. 

T able 23: Res poJlllen ts Co mment on the Areas tha t Need fo ur ther Libe r aliza tio ll 

Measures 

Responses Total 
Areas that need/llrtlter liberafizatiolll1leasures Ves NO -=-.A.K 

Freq. Per. Freq. Per. Freq. Per. Freq. I Per. 
Loan market 20 34.5 30 51.7 8 13.8 58 tOO.O 

. ----. 
Depos its market 47 81.0 9 15.5 2 3.4 58 100.0 
Information techno logy 39 67.2 . - 1-3- W 6 10.3 58 100.0 

_ Entry capi!~ 1 regu irement 26 I~ 29 50 3 5.2 58 100.0 

. . .. 2 ........ 1 .~~ . I ..... 6~9 -'58 --J~n hallc i!~g.r.t'g~l~t()~y!s_up.~rv i soryc~p~~itL . __ 47 81.0 4 tOO.O 
,'-- - --------.. -~. ._- "'--"-1' ...... --....... . ,---_.,,-"'--,. 

Establishing and enhancing market for 49 84.5 7 12. 1 2 3.4 ' 58 100.0 
securit ies 

'-'- 6.9-j .. 58 ' 
------ .-.--,---.,~-.-.----.--------,-,-.-.-------. ._---_.- ----- -_._-------,--

Lifti ng,t:ntr), barr iers on f()!,e ign banks 40 69.0 14 24.1 4 100.0 
- 13-- 22.4 Full liberalization of lhe fore ign market 39 67.2 6 10.3 i 58 tOO. O -

Enhancing the inter· bank borrowing market 19 32.8 33 56.9 6 10.3 ! 58 100.0 

Enhanc ing the capac ity of the regu latory/supervisory organ is another area iele nti fi ed by 

84.5% of the respondents. Respondents claim that the capacity as well as the independence of 

the regulatory body has to be improved so as to positively contri bute to the growth of the 

banking industry. With regard to Information Techno logy most respondents (67.2%) claim 

strong legal ground for rendering technologically supported banking activities and they 

raised e- banking as an instance which needs to have a good legal ground to provide the 

service but failure of the banking laws or the commercia l code to incorporate any artic le 

regarding the issue would serve as a barrier for expansion of the Information Technology. 

Furthermore, li ft ing entry barriers on fo reign banks (69%) and full li be ralization of the 

foreign market (67.2%) are the areas identilied lor further li berali za lion measures. The 

respondents rai sed sim ilar reasons described in section 4 .2.2 for the advantage of allowing 

fore ign entrants and some recommended a gradual approach in allowing fo re ign banks in the 

system. They rai sed the form of entry of China as an instance which can be divided into four 
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stages II: representative offices, branches in special economic zones, allowing foreign banks 

to operate in selected cities and allowing opening of branches all over China. As these stages 

reveal , till now, China doesn't allow foreign banks to open subsidiaries in the country. This 

clearly indicates such gradual approach is very important for Ethiopia to follow although the 

time framework and mode of entry might not be necessarily as in the case of China. 

Concerning the reason for the full liberalization of the foreign market some respondents said 

that banks should hold their money by any dependable currency they wish as well as freely 

hold any amount of foreign currency as per their need and requ irement rather than placing a 

statutory requirement for the amount and type of currency to be held by banks "as it is one of 

the areas where they demonstrate that they are the banks "as per the words of one respondent. 

II Stage I, form late 1970s to early 1980s, China allowed foreign banks to open representati ve offices. Stage II , 
from 19805 to early 19905, it permitted foreign banks to open operational branches in specia l economic zones . 
Stage III , during mid 1990s, improved regulations on opening up to and supervising foreign banks were 
formall y promu lgated, a llowing foreign banks to operate in 23 cities. The last stage started since 1996. In this 
stage foreign banks have been allowed to open branches all across China (Tinghuan, Liu (200 I) 
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CHAPTER FIVE 

SUMMARY, COIICLUSIOIIS AIID RECOMMEIIDATIOIIS 

5.1. Summary and Conclusions 

The study attempted to look into the existing ownership and market structure by 

assessll1g the hi storical transformation of the ownership structure of the Ethiopian 

banking industry and applying the standard measures of market concentration, namely, the k-

firms concentration ratio and HH Index, respectively. Furthermore, the paper tried to look at 

the trend in the profitability performance of the industry during the pre reform (1976-1991 ) 

and the post reform period (1992-2006). The study has also tri ed to col lect opi nions !i'om the 

bank's community regarding the abovementioned issues which have been anal yzed 

subsequently. Thus, based on such analys is on the primary and secondary data, the followin g 

conclusions are drawn: 

<lr In terms of ownership structure, the Ethiopian banking industry has shown transitions 

from fully foreign owned banks, banks owned by private and foreign partners, and 

fully government owned banks in the pre-reform -pre-socialist period to fully 

govenm1ent banks in pre-reform- socialist period and to pure private and pure 

government ownership of the post-reform period . However, from the time of 

nationali zati on onwarcls (or since 1974), no foreign bank has been allowed to operate 

in Ethiopia ancl partic ipati on of the private sector to the ownership or gove rnn","! 

banks has been prohibited. This might be one cause for the concentration in the 

banking sector ancl for the restri ct ions of the advantages the Ethiopian banking secto r 

coultl e;arn by incorporating fore;igne;rs in to its owne;rship structure; . 
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0/ /\s compared with the ownership structure during the prc- relorl11 period, the cu rrenl 

ownership structure of the banking industry has enabled to develop the competition in 

the sector which was non -existent before the reform measures were undertaken; it 

also enabled to serve the society through bank expansion and improved efficient use 

of capital by injecting funds to the private sector in the form of loans and enhancing 

fund mobilization in the form of deposits .The reform also greatly helped in the 

reduction of Wlemployment by creating job opportunities to skilled Ethiopian 

nationals; it has also contributed to tlle strength of local banks by protecting them 

from the fierce competition they may encounter from foreign banks. However, the 

reform lacked the capacity to create ownership structure that enhances a level play ing 

fie ld for all commercial banks operating in the country. 

W In addition, due to the excessive involvement of the government in the banking sector 

and absence of foreign banks, the current banking structure has paved the way for 

inefficiency by accumulating excess funds in government banks, by maintaining the 

dominance of government banks, limiting the competition expected from the banking 

industry, and contributing to limited infrastructural development (such as IT) in the 

banking sector. 

rn- There is considerable concentration in the Ethiopian banking industry. Even if its 

share shows a dec lining trend, CBE still dominated the market share o r the industry in 

terms of loans, deposits , assets, capital and profit. Both two firm concentration ratio 

and HH Index using total deposits, loans, capital and assets show the high level of 

concentration and the characteri zation of the market as less competitive. Ilowcvcr, 
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after the economic reform and particu larl y ane:r the: all"wance: "r entry or 
domestically owned private banks, the concentration ratio shows a decl ining trend 

especiall y, in the loan market. But, st ill the market can not be regarded as highly 
.. 12 competiti ve . 

<:Jir Concerning the degree of competition, although the competition among private banks 

was a competition among equals, it was between unequals as far as private banks and 

state-owned banks were concerned as the state-owned banks were relative ly well 

established, with large network of branches, high capital and reserve base and own 

premises of bank branches .They all cont ribute towards reducing cos ts of state owned 

banks and enhance their capacity to give out big loans. In addition , there exists no 

competition among the state owned banks; the y are wo rk ing in cooperative manner 

rather than competing among themselves. However, wi th such a trend the incumbent 

banking institutions started fac ing competi tion, if not stiff, after the reform and the 

majority of the competition in the banking sector could be attributed to the 

competition among private banks. The level of competiti veness in the financial sector 

and the banking system in particular needs further assessment and is an open area of 

research in thi s regard. 

<:Jir The profitabi lity of the industry has also shown a tremendous improvement aftcr the 

reform measure has been taken. Even banks that have been in a loss in most years of 

the pre- reform period like CBB have become profitable after the reform measures 

12 Buchs and Mathisen (2003) us ing data fi·om 1996-200 I for 7 banks in Elhi opia caic li ialed Ihe leve l of competiti veness (H-slat istics equal to 0.85 for Eth iop ict, 0.6 for Keny .. and 0.69 for South Ali'ica) alld t:har£:l ctcrizt!d the market structures as monopolistic. 
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have been taken. In addition, the profitabi lity of the private banks as a group is 

showing improvement through time. However, the ex isting government banks are 

enj oying hav ing the higher share of profit from the industry and still the pattern of the 

industry profit is following the profitability structure of the giant bank. 

(jf" Besides the advantages it obtained from it~ early entry in the banking market, 

Ethiopia' s large public enterprise system, still being in the domain of the Commercial 

Bank of Ethiopia, has provided a competi tive advantage over pri vate banks by 

reducing its costs. This competiti ve advantage makes the CBE a pace-setter in the 

realm of asset pricing which the pri vate banks have to fo llow closely despite the ir 

relatively high cost of money. 

Qr The study also found that to further strengthen the performance of the industry 

enacting the reform measures in the deposit market, in improving the capacity and 

independence of the regulatory/supervisory organ, in establishing strong legal ground 

for rendering technologically supported banking activities, for the full liberalization 

of the forei gn market and for lifting entry barriers on foreign banks needs tn he it 

concern of the Ethiopian banking industry. It has also found that the reform needs to 

be gradual and , as most studies recommend, financial li berali zation and bank 

restructuring should be accompan ied by complemcntary measurcs to address 

institutional and structural problems (Areyeetey, 1997). In addition, studies 

emphasized the importance of attaining macroeconomic stability prior to financial 

li berali zation (Dornbusch and Reynoso, 1993 in Ikhide and Alawode, 200 I). 
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5.2. Recommendations 

Conclusive recommendations on the impact of fi nanc ial liberali zation need fu rther 

research on the structure and performance of the financial sector and the macro-economy 

as a whole. Thus, the present project should be seen as a first step, not the last word in 

this direction .. The fo llowing recommendations are fo rwarded fro m the fi ndings of the 

study: 

I i Allowing the entry of foreign banks and participation of the private ownership in the 

government owned banks should be a concern of the Ethiopian banking industry. The 

government should give due consideration in permitting entry of foreign banks which 

have the capac ity to introduce new technology, di versificati on and competition in the 

banking slOc tor while enhancing til'-' autonomy and pruden ti al regulation capacit y 0 1· 

the National Bank of Ethiopia to avoid bank-runs and financial crises. In addition, 

the government can follow a gradual approach in the course of embracing the 

invol vement o r {clre ign banks in wh ich foreign banks coul d be allowed to operate in 

the industry through joint ventures, branches, representative offices in the short term 

and allowed to open subsidiaries and fully operate in the country in the long tel1l11. 

The experience of other countries such as China can be benchmarked for such 

approach although the time framework and mode of entry might not be necessari ly as 

in the case of China. 

I i A bank ing (financial sector) structure that enhances the competi tiveness of the 

industry and efficiency of the sector , creates a level playing fi eld fo r both state and 

pri vate banks and reduces the high degree of' dominution in (he banking sec tor should 

be designed. 
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t , The capacity as well as the independence of the regulatory body has to be improved 

so as to positively contribute to the growth of the banking industry. In the long term 

the gove rnment mainl y should undertake the supervi so ry and regulatory role rather 

than fi ghting to maintain its ownership Istake and dominance in the banking sector. 

t , The level of competitiveness in the financial sector and the banking system in 

particu lar and the best liberalization measure that deepens the competition in the 

financial sector need further assessment and is an open area of research in thi s regard. 

t , Gradually, further liberalization and reform measures should be initiated on lifting the 

minimum interest rate for depos it to be detel111ined on market basis, providing legal 

framewo rk to enhance IT such as e- banking, enhance the promotion and expansion 

of money and bond (security) markets, fully liberalizing the foreign market and 

encouraging public enterprises to do business with a financia l institution of their own 

choice rather than the current implicit sanction not to do business with private banks. 

t , In order to further improve the environment within which banks operate and 

accommodate the reform measures, trai ning programs for the development of 

qualifi ed professionals in the banking sector should be planned and implemented. 

t , As many literatures support, in order to reali ze the results of financial market 

liberal ization , liberalization measures should be effectively implemented in other 

sectors of the economy as wel l. 
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Annex 1: List of Banks Operating In Ethiopia 

DOl II Name of Bank I Number of 

. Branch 

~I Central Bank II National Bank of Ethiopia(N BE) II I 
Commercial Banks Operating in Ethiopia 

Dul Commercial Bank of Ethiopia (CBE) II 177 I 
D~I Construction and Business Bank(CBB) 11 27 I 
D~I 1 Awash International Bank S.C (AlB) 

11
37 I 

CJ~I~ ~ -~~ II Dashen Bank S.C (DB) 
.. - - IFI 

LJ~I 
- II Bank of Abyssinia S.C (BOA) 

11
26 I 

D~I II Wegagen Bank S.C (WB) 33 I 
CJ~I II United Bank S.C (UB) 22 I 
CJ~I 1 

NIb international Bank S.C (NIB) 
1 

20 I 
D EJI Cooperative Bank of Oromia S.C (CBO) III 1 I 
CJ~I Lion International Bank S.C(LlB) 11 4 I 
~I Development Bank Development Bank of Ethiop ia II _ I --

Source: National Bank of Ethiopia annual report 
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Annex 2: Geographical Branch Network of the Banking Industry 

Regional State I Year June 30, 

12006 11 2005 2004 

I Addis Ababa 148 11 134 116 
I Afar 3 11 3 3 
I Amhara 69 11 64 63 

- ~ 

1 Beneshangul I I II I 
'~~====~~======~~~9 ======~11~8======~, 

,~~====~~======~~======~II~I ======~ 
I Diredawa 9 

Gambella II 
Harari e 114 11 3 , 

~ 

Oromia liS 11 109 101 
SNNP 38 11 35 34 

1 Tigray 26 1124 122 
I Total 421 11 390 11358 

Source: National Bank of Ethiopia annual report 

Vil 



Annex 3: The current Market share Profile of Ethiopian banks 

Marnet share of Co nmJercial banks on Deposit, 

As at June 2006 (in 'loge) 
NIII.W 

""~~ 
"~:~f\ 

'\ I B, 611~ 
CBR III CBE, 66 99 

Marnetshare of COl11l1Je rcial b~nks on asset, As at June 

30,2006 (in 'loge) 

NIB,J.16 

U8.2.9)\\ 
WB,41\ 

BOA. S16"~ \ 
DB, 84i~1 
AIB, i48~ 
CIIIl, JJ4 " 

CB~66i5 

Market share of Commercial banks on Capital, As at 
JUlie 2006 (in 'loge) 

Ma rket sha re of Commercial banks on loan, 
As at JU lie 2006 (i ll 'loge) 

NIB,7.05 

"~:~I\ ~ CBE,39.62 

BOA,9.85~ 

~,,\J~ 
CBB, 5,42 

AIB,9.22 
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Annex 4:SeIected Balance Sheet Items of the Banking Sector (in millions of Birr) 
eBE eBn AlB Dashen 

Year Loan Deposit Ca pital Asset Loan Deposit Capita 1 Asset Loan Deposit Capital Asset Loan Deposit Capital Asset 
1975 311.71 44U6 51.10 725.49 

1976 3 18.73 682.82 51.50 10092; 66. 11 48 .65 3.06 84.B5 

1977 417.76 72B .23 52.97 1078.49 BO.19 76.65 3.57 115.93 

1978 55 1.94 819.1 1 55 .06 1297.57 110.67 107.17 3.21 146.4 1 

1979 551.24 787.89 55.06 1208.92 16 1 18 130.85 2.29 146.41 

1980 870.58 101529 63 .26 1692.83 160.18 129.58 2.23 172.93 

1981 873.94 1355.36 80.61 2222.7: 17950 166.61 2.79 212.13 

1982 9 15.86 1541.93 89.36 2508.96 [81.77 176.22 2.93 218.73 

1983 87 1.91 1797.39 100.20 2835,2/ 18459 195. 11 2.56 230.70 

1984 828.30 2 11 3.59 104.00 3164.49 2 15.72 211.31 2.26 247. 13 

1985 759. 11 2452.21 104.00 3446.89 242.74 2229 1 2.38 257.79 ' 

1986 749.52 2815.26 \04.07 4180.19 252.64 240.37 2.34 276.16 

1987 873.23 2946. 11 106.30 4488.70 264.60 320.38 3.7 1 363.47 

1988 1100.23 3556.54 106.23 4770.64 356.49 375.3 1 5.56 429.67 

1989 \042.57 3763.63 106.23 4913.57 388.82 440.10 17.45 538.39 

1990 934.54 4230.76 104.8 1 5199.87 423 .01 469.91 17.14 548.34 

199 1 840.05 4420.69 104.07 5363.60 421.35 520.66 17.15 584.47 

1992 976.37 50 12.59 \04 .06 6090.29 406.96 484.62 1848 545.90 

1993 2199.02 5956.85 104.06 9060.84 406 .73 366.2 1 19.77 632.01 

1994 2856.06 7455.26 232.62 11217.4 1 476.96 386.41 ~3.73 689.83 

1995 4467.57 4606.49 366.02 14273. 43 565.09 39 1.95 49.76 745.96 123 .28 \02 .78 27.08 233.8 1 

1996 6394.5 1 11190.78 632.39 15808.46 743.94 400.78 55.90 935.61 227.69 220.00 31.48 375.50 

1997 7143.59 12618.7 1 935.99 16504.64 878.99 519.97 59.89 1091.74 277.81 332.16 38.59 524.83 169.40 252 .97 18.40 432.56 

1998 7967.79 14385.09 1091.22 18595.86 87300 567.51 69.80 1090.72 376.74 383.89 49 .6 1 562.27 22752 36234 21.70 599.29 

1999 9660.42 15691.70 1126.30 18893 .08 840.37 555.51 68.88 1043.58 393 .90 495.86 74.51 701.29 287.07 469.31 58 .27 805.55 

2000 10228 .59 15639.74 1289.77 211 00.35 768 .13 491 81 68.88 1043.58 454.38 704.01 105.13 1036.94 515.04 60526 72 .09 924.63 

2001 9455.99 17537.36 1298.05 233337.70 750.18 519.19 79.04 1001.81 588.07 820.76 127.68 1100.66 690.58 861 .23 88 .58 1235.46 

2002 7793.0 1 18530.73 829.08 22146.17 705 .32 603.5 1 81.98 1043.49 661.16 1042.90 137.,9 1402.79 845 .02 1191.16 122 .36 1486.35 

2003 6924.85 195 14 .86 1368.94 24629.91 683.75 615.16 77.51 1019.09 789.15 1346.33 154.1 8 1830.20 121787 1621.38 128.89 199 1.47 

2004 5882.50 21873.03 1447.43 27873 .81 732 .07 683 .86 83.15 1182.27 1068.60 1732.76 197 (14 2378.98 1627.37 2177.73 172 .15 2676.64 

7005 7385. 10 24946.30 1429.77 33173.02 783.32 759.8 1 88.97 1371.43 1453.40 221 2.89 241.17 2989.81 2160.63 2833.01 242.88 34 19.81 

2006 7653 .00 28127.00 1506.00 35849.00 1046.00 973 .00 157.00 1797.00 1780.00 2567.00 304.(10 2954.00 3080.00 3692 .00 386.00 4546.00 
----_ . 
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Annex 4 Continued :Selected Balance Sheet Items of the Banking Sector (in millions of Birr) 

W B 
UB 

NIB 

BOA 

Capital Asset Loan Depos it C apital Asse t Loan Deposit Capital Asset Loan Deposit Capital Asset 

Loan Depos it 

-' 

, 

)].20 44 .7 1 18.97 86.79 

[03. [5 150.96 26.83 206.44 97.78 1[ 8.27 39.58 [82. [9 

252.38 294. [7 38.83 387.65 226.83 254.78 45.92 365 .66 37.39 36.88 25.35 88.22 

513 .71 481.94 [ 23.46 717.56 288.30 373.57 49.77 511.36 87.81 70.66 41.62 165. 14 63 .65 78.63 40.13 [ 91.84 

668.86 65 1.82 147 12 897.29 373. 14 448.7 [ 57 .94 583 .99 153.27 128.59 62.80 226.03 210.12 208.39 62.39 395.84 

63 1. 37 909.56 140.71 11 80.73 428. 14 51519 63.85 646.22 182.35 [88.94 8795 328.59 320.56 345.63 9829 591.70 

747. [6 1076. [7 [48.71 1422.50 580.59 703. 13 94.36 889.08 283.26 287.45 9L3l:! 5 14.62 57 L1 0 588 . 11 12490 1015.67 

889 .37 [275. [9 192.37 1651.84 763.13 858.20 128 .74 1140. 14 368.66 536.10 91.09 67442 756A i 832 .32 172 .65 1396. II 

1172 .97 [627.63 253.23 2230.72 951.03 1230.00 [80. [8 1615.65 570 03 746.43 124 .88 [ 072.93 1038.10 1224.18 222.96 [ 731.90 

[90 1.47 2176.89 401.62 3014.06 15 16.84 [ 778.00 254 .67 2259.55 974.95 1220.58 19[;6 [ 599.57 136UO 1451.77 285 .02 2027.02 
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Annex 5: The Two Banks (Cr2) and the Single Banli (Cr1) Concentration 
Ratio of Ethiopian Banks From 1976-2006 

Loan Deposit Ca ital Asset 
Year CRl CR2 CRI CR2 CRI CR2 CRI CR2 

1976 82.82 100.00 93.35 100.00 94.39 100.00 92.24 100.00 
1977 83.90 100.00 90.48 100.00 93.69 10000 90.29 100.00 

~-1978 83 .30 100.00 88.43 100.00 94.49 100.00 g9.86 100.00 
1979 77.38 100.00 85.76 100.00 96.01 100.00 89 .20 100.00 
1980 84.46 100.00 88.68 100.00 96.59 100.00 90.73 100.00 
1981 82.96 100.00 89.05 100.00 96.65 100.00 91.29 100.00 
1982 83.44 100.00 89.74 100.00 96.83 100.00 91. 98 100.00 
1983 82.53 100.00 90.2 1 100.00 97.51 100.00 92.48 100.00 
1984 79.34 100.00 90.9 1 100.00 97.87 100.00 92.76 100.00 
1985 75.77 100.00 91.67 100.00 97.76 100.00 93.04 100.00 
1986 74.79 100.00 92.13 100.00 97.80 100.00 93.80 100.00 
1987 76.75 100.00 90.19 100.00 96.63 100.00 92.51 100.00 1988 75.53 100.00 90.45 100.00 95.03 100.00 91.74 100.00 
1989 72 .84 100.00 89.53 100.00 85.89 100.00 90. 12 100.00 1990 68.84 100.00 90.00 100.00 85.95 100.00 90.46 100.00 
1991 66.60 100.00 89.46 100.00 85.85 100.00 90. 17 100.00 1992 70.58 100.00 91.18 100.00 84.92 100.00 91.77 100.00 1993 84.39 100.00 94.2 1 100.00 84.03 100.00 93.48 100.00 1994 85.69 100.00 . 95.07 100.00 84. 18 100.00 94.2 1 100.00 1995 86.65 97.61 90.30 97 .99 82.65 93.89 93.58 98.47 1996 86.81 96.91 94.74 98. 14 87.86 95 .63 92.34 97.8 1 
1997 84.0 1 94.35 91.65 95.43 87.33 92.91 88.54 94.40 
1998 82.60 91.65 90.09 93.64 84.02 89.40 87.56 92.70 1999 82.58 89.76 88.16 91.29 78.32 83.50 84.78 89.46 2000 79. I 7 85.1 2 84.79 88.61 72.02 78.9 1 82. 13 86. 19 2001 73.36 79.18 82.82 86.88 67.48 75. 13 81.09 85.39 2002 67.37 74.68 79.44 84.54 53.09 62 .11 76.83 81.98 2003 58.70 69.02 75.78 82.07 62.54 69.59 73.94 79.9 1 2004 48.66 62.13 72 .99 80.25 58.26 66. 19 71. 52 78.39 2005 47.60 61.53 70. 11 n.07 5 1.36 60.45 69.68 76.87 2006 39.62 55 .57 66.99 75.78 43.21 54.73 66.55 74.99 
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A nnex 6 Th HHI ti E h' : e or t 10 pian B ksf an rom 19762006 -
Year Loan Deposit Capital Asset 
1976 7154.49 8758.27 8941.21 8569.26 
1977 7297.87 8276.75 88 16.91 8247.22 --1978 72 17.50 7953.74 8958.93 8177.74 
1979 6498.86 7557.22 9233.28 8072.88 
1980 7374.98 7992.55 9342.17 83 1809 
1981 7172.80 8050.27 9353.32 8409.36 
1982 7236.44 8159. 11 9385.20 8524.83 
1983 71 1G.16 8233.33 95 14.16 8608.33 
1984 6721.38 8347.42 9583 .68 8656.19 
1985 6328.27 8472.33 9562.56 8705 .14 
1986 6229. 13 8550.47 9569.86 8837.41 
1987 6430.61 8230.78 9348.26 8614.05 
1988 6303.35 8273 .15 9054.75 8484.06 
1989 6042.98 8125.36 7576.33 8220.00 
1990 5709.91 8200.53 7584.09 8274.13 
1991 5550.90 8114.69 7570.76 8227.87 
1992 5847.17 8392.29 7438.70 8490.12 
1993 7365.49 8908.60 7316.70 8780.96 
1994 7547.53 9063.03 7335.98 8908.45 
1995 7633 .88 8217.49 6994.52 8782.85 
1996 7647.45 8991.46 7798.81 8561.67 
1997 7179.80 8423.10 7675.98 7887.43 
1998 692803 8140.60 7 11 9.38 77 10.57 
1999 6896.82 7772.97 6220.94 7238.30 
2000 6353.17 7232.76 53 18.02 6803 .81 
2001 5504. 16 6911.53 4724.54 6637.67 
2002 47 16.03 6385.79 3154.59 5993.07 
2003 3723.69 5846.40 4122.96 5578.83 
2004 2806.62 5455.47 3664.33 5250.88 
2005 2726.06 507 1.54 3007.67 5006.93 
2006 2172.48 4673.09 2368.83 4609.85 
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Annex 7: Profitability of the Ethiopian banks from 1976-2006 
Profi ta bility performance of Commercial Banks (ROA and ROE stated in ratio basis and profit stated in millionsof Birr) 

Yea r CBE eBB AlB DB BOA WB UB NIB 
ROA ROE Profit ROA ROE Profit ROA ROE Profit ROA ROE Profit ROA ROE Profi t ROA ROE Profit ROA ROE Profit ROA ROE Profi t 

1976 0.95 18 .64 0.4 -1.76 -48.9 -2.99 
1977 0.96 19.43 10.27 -0.62 -18.8 -2.49 
1978 1.65 38.9 1 17.58 -0.1 -4 .06 -0.55 
1979 2.2 5 53.33 17 -0. 17 -9.27 -1.02 
1980 2.7 1 72.7 45.81 -0. 19 -13.4 -1 .21 
1981 1.68 46. 17 37.46 0.11 8.665 0.87 
1982 2. 15 60.4 24.62 0.04 2.885 0.33 
1983 1.58 44 .6 1 36.13 -003 -2.28 -0.25 
1984 1.53 46.54 31.63 -0.03 -3.32 -0.32 
1985 1.88 62.31 47 .9 0.02 2047 0.19 
1986 1.71 68.65 44.52 -0 -0.5 -0.047 
1987 1.74 72.79 49 .85 0.21 22.4 2.71 
1988 I. 71 77.7 52.82 0. 19 16.61 3.08 
1989 1.52 7 1. 59 48.12 0.16 6.671 3.07 
1990 1.4 2 70.23 37.53 0.23 7.213 4.99 
1991 0.9 46.4 13.34 -0 .01 -0.44 -0.3 
1992 1.09 63.5 35.84 0.01 0.21 0.15 
1993 1.35 117.29 51.6 0.01 0.261 0.2 
1994 1.86 89.81 167.7 -0 .31 -6.43 -K17 
1995 2.37 92.35 210.9 0.07 1.086 2.03 3.11 
1996 2.59 65 298.9 0.18 2.929 6.19 0 .56 5.824 6.82 
1997 2.56 45. 11 24.29 0.05 0.963 2.23 1.99 27 .09 6.3 1.582 67 3.302 0.18 0.84 0.16 
1998 1.73 29.44 321.2 0. 16 2.749 7.13 3. 19 36 .19 11.4 1.142 62.8 3.302 1.25 9.59 1.56 0 o -3.17 

1999 2.68 44 .92 65.47 0 0 0 2.41 22 .64 8.28 2.304 61.2 9.336 3 .07 30.6 6.51 2.9 23.1 6.094 0.9 3.149 0.54 

2000 2.33 38. 18 411 .1 0 0 0 2.07 20.37 13 1.961 85.1 10.95 2 .95 17.1 12.3 1.4 14.4 3.388 2.86 11 .36 2.91 0.75 3.564 0.89 

2001 3.1 50.7 1 19.3 0 .04 0 .565 1.67 2.56 22 .04 17.3 2.974 80. 2 21.49 4 24 .4 19.6 2.43 24 .5 6.284 3.65 13.12 5.053 4 .55 28.88 11 .6 

2002 -0.33 -8.89 -470 0 .12 1.469 4.73 0.89 9.103 9.44 2.585 70.9 23.78 0.61 5.13 -2.38 1.95 19.8 6.44 1.98 7.401 3.805 3.7 22.27 13.2 

2003 2.85 51.24 541 .2 0.07 0.859 2.74 1.2 14.29 17.4 1.851 75 .1 26.53 0.54 5 .14 5.41 1.71 16.1 11 .11 1.44 8.132 5.228 1.9 15.49 13.5 

2004 2.99 57.66 411. 6 0 .15 2 .07 6.65 2.03 24.48 34.7 2.935 74.7 56 .26 3.29 28.2 38.2 3.91 34 .6 31 .62 1.4 10.35 6.692 3.49 28.22 34.7 

2005 2.38 55.2 579. 3 0.32 4 .694 16.16 2.11 26.17 44.7 2.854 76.3 71. 16 3.68 32.4 61.1 3.92 35 .1 47.71 4 34.35 30.92 3.79 29.47 45.7 

2006 2.6 58.7 802 1.4 22 .3 55 3.5 26 .2 117 4.078 43 133.6 4 .08 30.6 87.3 4 .17 37 7.086 3.73 31.17 43.68 3.93 27.94 56.5 
... 
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Annex 8: Questionnaire 

Introductory Note 

The contribution of the fi nancial system to economic growth and deve lopment can only be maximized 

if the total financia l system is subjected to adequate Financial reform measures and regulations. 

Especially, ban ks manage the payment system hence any threat to the stability and growth of the 

banki ng system is considered to be serious in a macro economic context, than a threat elsewhere. 

Adequate reform measures and regulations therefore, ensure effi cient and stab le banking system which 

can playa vital role for the success ful implementation of the monetary and economic policies of a 

country. Hence, to achieve this objective it is essential to place financial refonll measures that enhance 

the contribution of the banking system towards economic development. One of th is reform measures 

undertaken by the Ethiopian government commencing on the year 1992 was the liberalization of the 

financial sector. The reform has brought a lot of remarkable changes on the ownership structure, th e 

market concentration and profit abil ity performance of the banking sector as compared to the situa ti ons 

prevalent before the reform period. 

However, Despi te a ll the c ha nges, c urrent ly the ban king indu stry ill Ethio pia is c harac teri zed by little 

and insufli cient competition and perhaps can still be distingu ished by its market concentrat ion towards 

the big government owned commercial banks and having undiversifi ed ownership structure .The aim 

of this paper is also to assess the ' impact of this policy reform with espec ial emphas is on the financia l 

liberalization, whi ch marked a significant change in regulatory framework after the reform, 0 1/ the 

oWllership structure, market cOllcelltratioll ami Profitability performallce of the Ethiopiall banking 

industry. 

I believe thi s research gives you an opportunity to provide your opinion and make a viable contribution 

towa rds improv in g Ollr country's banking system in particul ar and the fin anc ial sector in gcnen!1. Your 

genuine, thoughtful and timely response to the research questions has a paramount significance, 

without which this study wouldn't be realized. Thus, please as much as possible try to send back yo ur 

response with in two weeks from th e di sbursement date of the qu estionnaire or not later than June 15, 

2007. 

Finally, I woul d li ke to thank for sharing your prec ious and eventful time sched ul e. If you have any 

query or need further clarifi cation, I can be accessed @ Tel. 09 11 -446356 or e-mail 

teskgbl(@,ya hoo.com or in pe rson in my offi ce address, Bank o f Abyss inia S.C, Ri sk Man agement and 

Monitorin g unit , Gctu Bu ild ing ,7 th fl oor. 

With many thanks!! ' !! 
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PART I 

BAC KGROUND INFORMATION 
Please, put a mark in the boxes of your option .You can select DK- If you don't Know or have any reservation to provide the required answer for the question .You can use the back of the page to further explain any issues that you find it relevant for the research. I. Name of your bank ____________ ________ _ 
2. Your current Job and position ___________ _ 
3. Age 

Below 25 D 26-35 year c:::J 36-45 years c:J 45-55 years c::J 
Above 55 years I::J 

4. Sex 
Male D Female CJ 

5. Educational level 
12+ I completed D College Diploma I ~- I First Degree D 
Second Degree and above c::J other (specifYl ____________ _ 

6. For how many years have you worked in the bank? 
Below I year c::J 1-5 years D 5-10 years 0 above 10 years r " 'I 7. If you are working in a private bank, llaVe you got a chance to join the state owned hanks? Yes D No 0 

8. If yes, what were your reasons for leav ing the State owned bank? _______ _ 9. If you are working in a state owned bank, have you get a chance to join any private bank? Yes D No r::J 
10. If yes, what were your reasons for leaving the private bank? _________ _ 

PART II 

FINANCIAL LIBERALIZATION AND BANK OWNERSHIP STRUCTURE 
I . Do you believe that the financial liberalization and other reform measures undertaken have brought a favorab le ownership structure for the Ethiopian Banking Industry? 
Yes [=:J No [=:J OK [=:J 
2. If yes, specify your reasons 

Yes 
Enhanced Competition c:::::J 
Enable to serve more of the society c:::::J 
Improved efficient use of capital c:::::J 
Help to reduce unemployment c:::J 
Enhanced fund mobilization in the economy c=J 
Created a Level playing field L-.J 
Enhanced equity in regulation 
Strengthened local banks 
Specify if any other 

No 
[=:J 

[=:J 

DK 
[=:J 

[=:J 

3. Ifno, what problems have yo u obsc rved in the current ownership structure urthe b'Ulking Industry? 

Prohibited participation of foreign banks 
Allowed inefficiency to reign in the sector 

Yes No 

[=:J 

[=:J 

DK 

[=:J 

c:::J 
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Helped to tighten do minance of government banks [==::J [==::J [==::J 
Specify other, if any _________ ______________ _ 

4. What type of ownership structure best suits for the Ethiopian Banking system? 
Yes No 

Private onl y [==::J 
State bank only [==::J 
Combination of private and state [==::J 
Private and Foreign only [==::J 
Combination of private, state and foreign [==::J 
Specify other, ifany ___ _ _________ ______ _ _ _ _ _ 
What are your reasons for selecting the above ownership structure? ___ ____ _ 

5. How do you view the participation offoreigners in the Ethiopian banking Industry? 
Yes No OK 

As a threat [==::J [==::J [==::J 
As an Opportunity [==::J [==::J [==::J 

Specify if other __ -::-_ _ ----:: _ ______ -----: ____ _ ___ ___ __ _ 
What reasons do yo u forward for your answer above? _ _________ __ _ 

6. What sort of liberalization do you suggest in the process of embracing foreign participation 
in the Ethiopian banking sector? 

Partial liberali zat ion through joint venture 
Partial liberali zation through branching 
Partial liberalization tlu'ough subsidiary 
Partial liberalization through Agency 
Fully foreign owned banks 
Through merger or acquisition 

Yes No OK 
[==::J 
[==::J 
[==::J 

Suggest if any 0 ther and state your reasons, __ -:-: _____ -:-_-::--:-:-::----:-----:-----:-:--:-
7. What is your view towards the involvement of the government / partial liberalization! in the 
banking sector? 

Adequate 
Excess ive 

Yes No 
[==::J 
[==::J 

OK 
[==::J 
[==::J 

Specify if other-:-_ _ -::-_ -:--::-___ ___ ,--_-----:,--_ ___ _ ___ _ 
8. What reasons do you forward for your answer to Qn. no 82 

A. Jfyou view il as an adequate Yes No OK 
Fair current di stribution of banking services [==::J c=J [==::J 
Better social responsibility being delivered [==::J c=J [==::J 
Attempt to build strong banking culture c=J 
Enhanced Financial stability c=J c=J c=J 

c=J c=J 
Other, speci fy--:---- ---- _ _____ -::-:-___ --:-:-___ -----:::-:::c,--_ 
B. Jfyou view il as excessive Yes No OK 

Limited bank growth 
Limited bank competition 
Less contribution to private capital accumulation 

[==::J 
[==::J 
[=::J 

[==::J 
[==::J 
[==::J 
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Limited infrastructural development such as IT 
Contributed for bank Inefficiency 

c:::=J 
c:::=J 

c:::=J 
c:::=J 

Oilierspecify ____________________________________________________ __ 

PART 1II 
FINANCIAL LIBERALIZATION AND MARKET CONCENTRATION 

I. Do you agree with the categorization of ilie Ethiopian banking system as a mono - banking 
system, where one bank sits dominant over ilie others. 
Yes c:::=J No c:::=J DK c:::=J 
2. Do the linanciallibera li zation and other reform measures have contributed to reduce the 
dominance of the government banks in the industry? 
Yes c:::=J No c:::=J DK c:::=J 
3. Different tools for assessing the level of the industry concentration reveal the concentration 
of the banking industry but in all the measures a declining trend is observed in the leve l of 
concentration, does thi s can be ascribed to an enhanced compet ition in the ban king industry? 
(HlNT:~an see the market share for deposit, loans, asset, capital etc ... ) 
Yes L.J No c:::=J D K c:::=J 

4. If yes,how? __________________________________________________ ___ 

5. Ifno , to which factors in the banking industry does thi s can be ascribed to? And how it 
helped the reduction in the market concentration 6. 
Which major facto rs have greatl y contri bu ted to the cone"ntration or tlw Ethiopian banking 
industry? 

More public confidence on government banks 
Higher entry capital requirement 
Low profitability of the industry 
Absence of foreign banks . 
Limited growth of private banks 
State banks long years of expertise 

Yes No DK 

c:::=J 
c:::=J 

El 
c:::=J 
c:::=J 

Capacity of regulatory body, specify __ :---,-______ ---:: ______ ---= ______________ _ 
Specify other implicit Entry barriers and subsequent performance, ifany __________ _ 

Speci fy others, if any ________________________________________________ __ 

PART IV 
FINANCIAL LIBERALIZATION AND BANK PERFORMANCE 

I . What impact do you observed the financi al liberalization have placed on the profi tabi li ty of 
banks? 
Positive c:::=J Negat ive c:::=J DK c:::=J 
2. The trend analysis on the profitability of banks operating before the financial li berali zation 
measure and for banks that emerged after the reform shows that the profitability of Ethiopian 
banks has shown an increasing trend. What factors do you think have contributed for such 
progress?~For Brainstorming: - change of government doctrine, Rising inflation, change 
in overall objective of banks, Reforms in other sectors of the economy ..... ) State your reasons 
be I ow: ____________________________________________________________ __ 

3. What factors do you think are greatly hampering the profitability of Ethiopian banks?_ 

XVII 



4. What reform measures do yo u recommend so as to alleviate the problems you raised for Qn. No. 4? ______________________________________________ ~----
5. What impact does the financial liberalization have place in the under listed performance indicators (other than profitability) of the banking environment? 

Positive Negative Nothing OK 
Deepening competition in the banking sector 
Fairness in fund Mobilization 
Market based Asset (loan) & liability (Deposit) pricing 
Improve productivity/efficiency ofloans 
and/or other investments 
Strengthening the Regulation/Supervision 
Enhancing the establi shment of capital markets, 
Liberal izing the Foreign exchange market 

~ 

El 

Specify if there are other performance indicators ______________ __ 
6. Please explain how the financial liberalization has affected the performance 0 f banks based on the above listed indicators and your additional factors, if any _________ _ 

7. In which areas do further financial liberalization measures are expected so as to enhance the performance of the Ethiopian banking industry? 

Loan market 
Deposits market 
Information Technology 
Capital requirement 
Re gulati on/su pervi si on 
Establishing !liberali zing capital markets 
Entry barriers e.g. on foreign banks 
The foreign exchange market 
The inter bank borrowing market 

Yes No DK 

Specify others.-:-:-:-: __ -:-:-:-________ --:-_____________ ---------:--------
8. What financia l liberali zation measures do you recommend in order to enhance the overall performance of the Ethiopian banking industry? _ ______________ _ 

9. Please have a general comment on the impact of the financial liberalization on the ownersh ip, market structure and overall performance of the Ethiopian Banking Industry ____ __ 

TllIlIIksfor your wholehearted contribution for the research!!!!!!!!! 
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