
ANALYSIS OF THE DETERMINANTS OF THE DEMAND FOR AND SUPPLY OF BANK LOAN 
THE CASE OF THE FORMAL CREDIT MARKET IN ETHIOPIA 

By: Astatke W/Michael 

A Thesis submitted to The School of Graduate Studies of Addis Ababa University . - f C!~;'I .>. I 3r ~ 
; .... ~~..! ~ .. " .. 

In Partial Fulfillment of the Requirements for the Degree of Master of Science in Economics (Economic Policy Analysis) 

• ' . K S 

By: Astatke W /Michael 
June 2000 

\ 

\ 

l 



ADDIS ABABA UNIVERSITY 
SCHOOL OF GRADUATE STUDIES 

ANALYSIS OF THE DETERMINANTS OF THE DEMAND 
FOR AND SUPPLY OF BANK LOAN 

THE CASE OF THE FORMAL CREDIT MARKET IN ETHIOPIA 

BY , ~. A. u: F:B:~ 
~. -" ASTATKE W/MICHAEL .. " ,,, u '''~ * \ 

, \~~, / /; 
" ' A~ 

FACULTY OF BUSINESS AND ECONOMICS 
APPROVAL BY BOARD OF EXAMINERS 

Dr. Tekie Alemu ~. Advisor 

rl}~ r./'t ~ (VI ~~ eo., 
Examiner 

40: k r::Lc, ,,~b:J 
Examiner S'~ 19nature 

J 



ACKNOWLEDGEMENT 

First of all I can't pass the temptation of praising God , the Almighty, 

and his Mother, St. Virgin Mary, for helping me out all my problems I 

had while attending the M.Sc. program. 

I would also take this opportunity to thank and give my appreciation to 

my advisor, Dr. Tekie Alemu whose critical comments and 

constructive suggestions undoubtedly improved the quality of this 

thesis. 

My appreciation also goes to Ato Habtesilassie Hagos and Ato Hailu 

Legesse from the Commercial Bank of Ethiopia for giving me the 

courage to write my thesis in the area of finance . 



ABSTRACT 

This paper examines the determinants of credit market equilibrium 

in Ethiopia using cross-section data obtained from borrowers of the 

Commercial Bank of Ethiopia and the bank itself. In this paper we 

explore some of the important variables that significantly affect the 

quantity of loan demanded and the respective loan size approved 

by the bank. 

The results thus obtained suggest that the availability of collateral 

is an important factor influencing the loan size borrowers request 

to secure and the size of loan lenders are willing to extend to their 

potential borrowers. 

It is also learned that, apart from the existence of close ties with 

borrowers, the presence and level of excess liquidity is an 

important variable for banks while making their lending decisions. 
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Chapter One 

INTRODUCTION 

A sali ent economic feature in most of former sociali st countri es (FSCs) has been the 

strong and persistent fall in output, and has attracted the attention of many economists 

and policy makers (Calvo & Kumar, 1994). Various hypotheses have been forwarded to 

explain such a collapse. One such hypothesis, which seems to be more likely is the 

problem associated with market fa ilures. This failure is refl ected in a number of 

interrelated areas among which trade and the provision of credit are important. 

Market fa ilure in credit markets, which is the focus of this paper, emanates from two 

basic sources. These are the 

1. absence of profitable (effective) demand for credit, and 
-- 1 I :,~~.,:J ' 

2. inability of lenders to make proper need and risk assessments in the process-' of '\ 
'I' "~...-.. ~:"r.:I)"}. 

- ,-'". ' 
, 1 ;~';,/_ ~ 

,.~ providing credit. 

The absence of profitable demand refl ects the spec ific needs of the borrower as we ll as 

the nature of alternative sources of funds and is a reflection of the low level of 

development of the investing community. The second problem on the other hand refl ects 

failure of banks to determine both effective demand for funds from borrowers and the 

variabi lity in expected return as a measure of the banks' ri sk (Koch, 1995). 



Ethiopia has not faced strong and persistent fall in output like most FSCs, nonetheless, it 

is characterized by the absence of strong effecti ve demand for bank credit. Such absence 

of an effective demand for credit is mainly due to the wide spread poverty and low 

productivity as well as the absence of strong indigenous and privately operated 

enterprises. 

However, following the economic reform program of 1992 that set out favorable macro-

economic conditions, the private sector's involvement in investment activities has 

increased dramatically. Expansion of the private sector through the bond or equity market 

cannot be thought of, as both bond and equity markets are non-existent in the country. As 

a result, the private sector is highly dependent upon bank credi t for financing both 

investment and working capital requirements. 

This rap idly growing demand for bank credit by the private sector needs to be satisfied 

from the supply of loan-able funds at the di sposal of commercial banks in the country. 

However, the supply of bank credit IS dependent among other factors on the liquidity 

position of the banks. 

Though it is not, for many reasons, possible to make analogy I between the goods and 

credit markets, it seems possible to model a state of equilibrium for a credit market like 

any commodity or labour market. This thesis attempts to do so. 

I For instance, in the goods market it is buyers who decide the quantity of goods they buy; where as in credit markets it is lenders 
(sellers) who decide whal amount 10 lend (sell). Moreover, in credit markets relationship between the lender and the borrower is very 
important while in the goods market relationship between the buyer and se ll er is not that mllch important. Another distinguishlllg 
feature or tile two markets is that sellers in the goods market aTC willing to sell marc and more as the price of goods increases; 
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This thes is is organi zed in seven chapters. Chapter one provides an overvIew of the 

Macro Economic and Financial Sector Performance in Ethiop ia. Chapter two rev iews 

both theoretica l and empirica l literature relating to the current study. 

It is in chapter 3 that the methodology adopted in the study is described. A brief survey of 

credit market issues in Ethiopia is described in chapter 4. Chapter 5 describes the ---- ----
empirical results of the study. This chapter provides both the descripti ve and regression 

resu lts. The last two chapters, chapters 6 and 7 contain the conclusion and po li cy 

implication of the study, respecti vely. 

whereas in credit markets lenders do not increase the amount of loan they lend to an individual borrower because higher interest ratc 
is offered . 
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1.1 Overview of the macro econom ic and financial sector situation in 

Ethiopia 

The macro economic performance of Ethiopia during the last one decade was excellent. 

This was reflected in a relati ve ly high growth of overall and sectoral gross domestic 

product (GOP) averaging more than 7%2 per annum; reduced balance of payments (BOP) 

defi cit and price stabi lity with the inflation rate averaging less than 33 percent per annum. 

The macro economic performance record of the country during the decade was attributed 

to several factors including high savings and investment ratios, expansion of small and 

large-scale production of cash crops, and favorable ex ternal environment. 

Due to the economic reform program of 1992, the private sector has been expanding by 

tak ing the lion' s share in bringing a higher growth to the country's economy. A witness to 

thi s fact is the large number of new and privatel y owned projects that have commenced 

operation. 

Accord ingly, during the period 1992 ~ 1998 out of a total of 4,392 new projects approved 

by the Ethiopian Investment Authority, 1,184 of them, with a total investment capital of 

Br. 8.734 billion have commenced operation. 

, Computed From the 1997/98 annual report of the National Bank of Ethiopia 
3 Ibid . 
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Such an expansion of the pri vate sector can not be thought to materialize with out the 

invo lvement of the banking sector. In thi s regard, the banking sector has a paramount ro le 

in mobili zing idle funds from the genera l public and in reallocating the funds thus 

mobili zed to sound and viab le projects . for financing thei r physical investment and 

working cap ital requirements. 

1.2 Performance of the Banking Sector in Ethiopia 

The major lend ing bank in the country has been the Commercial Bank of Ethiopia (CBE). 

Over the years, the share of CBE in the provision of bank credit has never been below 

70%5 out of the total credit the banking sector provides every year. It has also remained 

the only bank to finance government deficit. 

Table I depicts loans and advances made by lender banks of the country for the period 

1995- 1998 . 

, Ibid. 
, Ibid. 

5 



Table 1 

Loans and advanccs by lender bank (expl'cssed as a % of total bank loans) 

Lender Bank 1995 1996 1997 1998 

Commercial Bank of Ethiopia 82.07 79.35 75.38 71.16 

Development Bank of Ethiopia 1118 14.25 14.48 18 .2 1 

Construction & Business Bank 6.75 6.40 6.76 5.87 

Awash International Bank ---- ---- 1.90 2.27 

Dashen Bank ---- ---- 1.24 15 1 

Bank of Abyssinia ---- ---- 0.24 0.49 

Wegagen Bank ---- ---- 0.00 0.49 

Total 100 100 100 100 

Source: NBE- Allliual reports of 1989 and 1990 E.C. 

The bank is involved in the provision of credi t to almost all sectors of the economy such 

as public enterpri ses, cooperati ves, private firms and state owned and private banks. Like 

any bank in a developing economy, the lender banks in Ethiopia are also likely to face 

two chronic problems that may slow down their active participation in bridging the 

development process of the economy. 

One of these problems emanates from the absence of excess liquiditl to make loans 

which creates a mismatch between the ever growing demand fo r bank credit and the 

liquidity constrai ned credit supply (suppl y side problem). Owing to thi s fact, most of the 

6 Excess liquidity is defined as (hat portion of commercial bank fu nds that is not lent, or used to maintain 
the necessary reserves 
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lender banks of the country (particul arl y, the private ones) have been unable to finance 

proj ects justified as viable. 

The second problem relates to the recently escalated defau lt rate . The majority of the 

loans that turned out to be non performing have been the loans that are di sbursed in the 

aftermath of the economic liberali zati on program 

For instance at the end of 1997, the vo lume of non-performing loans of the Commercial 

Bank of Ethiopia alone stood a third of the total loan portfol io of the bank (Astatke, \ 998). 

The fi gures fo r the other state owned banks (Development Bank of Ethi opia and 

Construction and Business Bank) were nearl y the same as that of CBE. 

However, recently this issuc (the ever grOWll1g non-performing loans) has become a 

leading agendum in the banking sector and has made most lender banks to be more 

cautious in assess ing the credit worthiness of borrowers . 

This study focuses on analyzing the determinants of the demand for bank loans by 

borrowers and the factors that influence the supply of bank loans. Moreover, it attempts 

to bring together the interaction of demand for and suppl y of bank credit functio ns in a 

model of cred it market equilibrium. 
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1.3. RESEARCH PROBLEM AND OBJECTIVE 

Like any formal credit market in other economies, the Ethiopi an Credit Market has some 

salient features that induce research in the area. Particu larly, two issues remain unclear 

about the formal credit market in Ethiopia. These are: 

I. Among those loan applicants some receive loans and others do not, 

2. Among those who receive loans, some receive the amount of loan they requested 

wh ile others recei ve a partia l of it (Stiglitz and Weiss, 1981). 

A ri gorous research has never been done in Ethiopia to suggest poss ible answers for these 

and other similar questions. This study hence attempts to fill the knowledge gap in this 

area and wi ll indicate what the determinants of demand for and supply of credit are. In 

doing so, thi s study has four principal objectives. They are: 

I . A systematic identification, documentation and evaluat ion of the determinants of 

demand for and supply of loan in the formal credit market in Ethiopia. 

2. Specification and estimation of a demand for and suppl y of credit equations as 

well as an equilibrium model for the formal credit market in Eth iop ia. 

3. Analysis of the empirical results from the second objective above, and 

4. Based on the results from (3) above, validate or revise the findings of the existing 

literature regarding the determinants of credit market equilibrium and draw some 
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conclusions that may ass ist both policy makers and financial intermediaries 

invo lved in the provision of cred it. 

9 



Chapter Two 

LITERATURE REVIEW 

During the last three decades a lot of research has been conducted on the determinants of 

demand for and supply of bank credit. Some of this literature is reviewed in what follows. 

2.1. THEORETICAL LITERATURE 

2.1.1. Factors Affecting Loan Demand 

Theoreticall y, many facto rs induce borrowers to go for bank credit. These factors, 

however, primarily reflect the specific need of the borrower fo r fund s and the nature of 

alternative sources. According to Anderson [1 964] and Goldfeld [1 966], three principal 

factors influence the demand for Commercial Loan of business firms. 

First, the firm's total need for financing, which is a fu nction of the production dec isions 

and the resulting fixed and working capital requirements, must be met through either 

equity capital, long term debt, or short term bank loans. 

Second, the proportion of the total need fo r funds which is financed by commercial loans 

will depend on the nature of the finn 's assets and on the cost and availability of loan 

funds relative to alternati ve sources of financing. 

10 



Third , Commercial loans may finance a larger than normal percentage of a firm' s new 

capital requirements in the short run, pending the increase in long term debt and equity to 

the desired long run level. 

Accord ingly a finn has to make its production decision first and determine its fi xed and 

working capital requirements, and then it adjusts its financia l structure to meet the 

required need for flmds. This means that the financi al structure (debt to equity ratio) must 

be adjusted to the predetermined fixed and working capital needs. 

Sharing a similar VIew, Khoch (1995) considered working cap ital needs and capital 

expenditures as the major factors that influence the demand for cred it fac ilities of a 

business firm. Working capital needs, according to Khoch consist of account receivables 

or inventory financing and typically ari se because a fi rm is growing and does not have 

alternative sources of short-term cred it. 

!l King and Plosser (1984) presented an argument that is similar to the one forwarded by 

Anderson and Goldfeld. According to King and Plosser, there is a positive correlation 

(co-movement) of real production by a fi rm and !!Lfredit requirement, in a sense that 

when firms operate with profitable capital investments in new physica l plants or 

equipment, they resort to credit or bond market fo r financing. 

A digression from these views was in fact reflected in an article written by Stiglitz and 

Weiss (198 1). Stiglitz and Weiss in their article argued that the demand for credit is 
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influenced, among other factors , by the availability of a tangible security to mortgage. 

Hence, businesses usually decide on the amount to borrow based on the value of phys ical 

coll atera l that they have at their di sposal. 

At times, a borrower can get unsecured credit under a mutual understanding with the 

lender that the borrowed fund will be repa id quickly from normal trading activities of the 

business. However, Stiglitz and Weiss argued that since such arrangements require 

businesses to have regular sales turnover with a regular cash cycle and as many borrowers 

can not meet these requirements, thi s arrangement will not invalidate the role of collateral 

in any loan demand function . 

Many researchers have constructed their theoretical demand for credit models taking 

interest rate as one factor in a demand for crcdit function. Conventionally, as the interest 

rate increases, the demand for loan-able funds (cred it) decreases, and vice versa. 

However, Stigl itz and Weiss ( 198 1) refuted thi s view arguing that as an increase in the 

interest rate may not reduce the demand for credit in cases where the borrower knows as 

he is go ing to default. 

2.1.2 Factors Affecting the Supply of Loans 

An appropri ate supply equation would specify quantity suppli ed to be a function of the 

standard variables such as price and cost that are common to nearl y all supply equations. 
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Perhaps in the case of credit markets quanti ty supplied wi ll usuall y fal l short of the 

quantity demanded so long as creditors retain the ri ght of refusa l to sell , i.e. the right to 

reject loan appl ications or otherwise ration credit (Greer, 1974). Therefore, the variables 

that fa ll in the lending deci sion funct ion tend to be creditor spec ific. 

Theory in financial economics suggests that there are five important facto rs that should 

enter into the determination of suppl y of credit. These factors are re lationsh ip, co llateral, 

risk, viab ility and liquidity. 

The primary benefit of build ing close ties with a lending institution is that the availabi li ty 

of financing increases (Peterson and Rajan, 1994). Put differently, an institutional cred itor 

wi ll usual ly make credit available only to those borrowers that have a good relationship 

with the lending institution. This is because lenders can easi ly see the credit worthiness of 

their reputed customers. Ede lstein (1975) also argues that re lationshi p is a good 

mechanism fo r screening. 

In practice, managers of small firm s often complain of not being able to borrow enough 

capital at reasonable rates. Economic theorists like Stiglitz and Weiss (1981) however 

suggest that market frictions (information asymmetries) and agency costs may explain 

why capital does not always flow to firms with profitable investment opportunities. 

13 



Collateral on the other hand is given much emphas is by lenders to back loans. A prudent 

bank lender will always endeavor to obtain the maximum security available from the 

borrower (Mather, 1979). 

Viability of the proposed business is another issue that much of the li terature paid 

attention to in analyzing lenders' decision variables. Accordingly, some thought has to be 

given by lenders to the nature and prospects of the reference to economic conditions. 

Allied with thi s issue is the desirability of the advance (Mather, 1979 and Koch, 1995). 

The possibility of success or otherwise of the business for which finance is required from 

the bank should also be reviewed in the form of risk assessment by the lending Bank. 

The last but not least in the class of lending decision variables is the availability of excess 

liquidity for banks to channel credit. According to Nissanke (1992) lenders' potential to 

make credit is significantly dependent upon the availability of excess liquidity per se. 

Even in the presence of viable projects, banks can not move forward to financing these 

projects if constrained by liquidity problems (Nissanke \992). 

2.2. EMPIRICAL LITERATURE 

2.2.1. Factors Affecting Loan Demand 

Pennaccri (1 98 8) argues business variables such as the magnitudes of the required equity­

debt ratios are statisti cally more important in the borrowing decision of a firm. 
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Accordingly, a firm wi ll borrow until it reaches the equity-debt ratio that it sets 111 

advance. 

The other important variable that many empirical works considered in analyzing the 

workings of credit markets is cost of borrowing. However, most of the empirical works 

done in the area do not come up with a significant relationship between the quantity of 

loan demanded and the lending rate or the cost of borrowing. (Catao, 1997.) 

The hypothesis that most empirical works attempt to test is the fact that the demand for 

loanable funds decreases as the cost of borrowing increases and vice versa. In fact, this 

view contrasts that of Stiglitz and Weiss (198 1) in that an increase in the interest rate may 

not reduce the demand for credit in cases where the borrower knows as he is going to 

default. 

Catao also suggests that in the long run macro economic model of the demand for credit, 

nominal GDP is an important and significant variable. The demand for credit function 

that Catao suggested is a positive function of the level of nominal GDP and negatively 

related to the interest rate (Catao, 1997). 

Catao has also suggested that demand for credit is influenced by expected changes in 

economic activity. He found out that the demand for credit is significantly elastic to 

expected changes in economic activity and negati vely related to the level of structural 

unemployment measures (Catao,1997). 

15 



Gelos and Werner (1999) on the other hand have indicated, that the ava il abili ty of 

working capital (or liquidity constraint) at the finn level is an important vari able that 

affects the demand for credit. Acco rdingly, thi s empirical work suggests the fact that 

firm s prioritize financing their capital expenditures using the avai lable internal fund than 

seeking ex ternal finance. 

16 



2.2.2. FactOl's Affecting the Supply of Loans 

Most of the facto rs influencing the supply of bank credi t emanate from the ri sk,averse as 

we ll as profit max imizing behavior of lenders. Some of the variables that are considered 

in the empirica l works of many researchers are di scussed in the paragrap hs that fo llow. 

Khamis ( 1996) found out strong relationship between inflation stabi lization programs and 

cred it to the private sector. Khamis in his study used data from chronic inflation countries 

like Mex ico, Chi le, Argentina and Israel and concluded that infl ation stabili zation 

programs are characterized by a strong inc rease in private sector cred it, both in abso lute 

terms and as a fract ion of real econom ic acti vity . His study also supports a negative 

stati stically significant relationship between cred it to the private sector and inflati on. 

Woo (1999) USll1g data from a sample of banks representing 90 percent of Japan 's 

banking assets and found a positive and statisticall y significant relationsh ip between bank 

capita l and credit supply to business finns. 

Gelos and Werner (1999) also ex pl icitly assessed the ro le of co llateral; i. e., using the 

va lue of rea l estate (land and build ings) as a proxy fo r coll aterizable assets in a credit 

demand function and found a strong relationship between them. According to their 

article, the heavy reliance of banks on co llateral in their lending decisions emanates from 

their poor state of eval uation and monitoring capacities together with prevailing legal and 

enforcement problems. 
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Calvo and Kumar (1994) in their study identified four factors that restrain banks from 

making potentially more profitable loans to the enterpri se sector. These factors are: 

I. Limited information about enterpri ses' current performance, 

II. Considerable uncertainty about their future prospects, 

Ill. Lack of expertise in evaluating risk, and 

IV. Pressure from the government to Improve the quality of bank asset 

portfolio. 

Calvo and Kumar also showed that these factors lead to low credit to the private sector 

there by creating a vicious cycle of low output, low enterprise profits, high fi scal deficits, 

and again low credit to enterprises. 

Catao ( 1997) shares Calvo's and Kumar' s vIew 111 that banks ' perception of a higher 

lending ri sk (due to information asymmetry) has an important bearing on the sluggish 

pace of credit to the private sector. 

According to Catao, a ri se in interest rate exacerbates adverse selection problems, as 

indi viduals and firms mostly in need of increasing their returns and/or refinancing their 

debts are precisely the one's willing to pay highest interest rates. By increasing the share 

of risky or inso lvent clients amongst potential borrowers, a sharp ri se in in terest rates 

makes it more hazardous for banks to distinguish between "good" and " bad" borrowers. 
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CHAPTER THREE 

CREDIT MARKET ISSUES IN ETHIOPIA 

3.1. SYNOPSIS 

These days, the paramount significance of the Private Sector in the Ethiopian economy 

can hardly be overemphasized. It is in full cognizance of thi s crucial importance of the 

sector that the country's economic policies attach top priority to the enhancement of the 

sector to bring an efficient way of production. 

The development of this sector, however, has been constrained by a number of factors of 

which lack of finance is one. The private sector in Ethiopia doesn't have an alternative 

source of fi nancing when the need for external finance ari ses. This is mainly due to the 

absence of both bond and equi ty markets in the country. 

As a result bank credit has remained the mall1 source of external finance for many 

business firms. Apart from the lack of alternative means of financing, borrowers in the 

country are also being unable to make choice between alternative lenders as the number 

of lender banks in the country is very limited. 

/ 
Until very recently, credit was entirely provided by three state-owned banks; namely, the 

Commercial Bank of Ethiopia (CBE) Development Bank of Ethiopia (DBE) and 

Construction and Business Bank (CBB). Among these, the share of CBE in the prov ision 
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of credit stood close to 80% thro ughout the Oerge era . Moreover, as both OBE and CBB 

were rendering speciali zed services the fate of working capital financ ing of smal l 

business firms and state owned enterpr ises was in the hands of CBE. 

This situation of the credit market has now shown a modest change. This is owing to the 

fact that a nUIllber of new and privately owned Commercial Banks entered to the market 

following the 1992 economic liberali zation program of the country. 

The credit market in Ethiopia has still a long way to go in its development endeavors. For 

instance, the ratio of loans to GOP in the country has never exceeded 25%7 

As far as the provision of credit is concerned banks of the country are currently fac ing 

two chronic challenges. These are: 

1. absence of excess liquidity with which to make loans and 

11. the presence of a high defa ult rate due to the information asymmetry that 

ex ists between a lender bank and its borrowers. 

The first problem is a characteri stic feature of the recently established private commercia l 

banks. The second problem is however a special featu re in the three state-owned banks, 

(CBE, CBB and DBE). 

7 Birritu , January - February 2000 
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3.2. CREDIT PRODUCTS 

All except one of the banks in Ethiopia provide almost similar types of credit products. 

These credit products are briefly di scussed in the paragraphs that fo llow: 

I. Overdraft loan : - This is a credit fac ility which allows a customer to draw from 

his/her current account, as desired, and up to the maximum amount approved by 

the bank. The term of the faci li ty is usually six months. This kind of credit fac ility 

is usually provided to alleviate the working capital constraints of borrowing firms. 

The special feature of thi s credit product is that interest is calculated on the 

average used balance during the month. 

1\ . Merchandise Loan: - This is a credit faci li ty extended to borrowing firrns by 

accepting a pledge of specific merchandise as collateral whereby the proceeds 

from sale of the merchandise is used for the repayment of the extended loan. 

Ill. Term Loan: - This is a loan extended for a certain period of time, usually not 

exceeding 10 years. There are three types of term loans, namely short term , 

medium term and long term loans. The length of the maturity period fo r these 

term loans is as follows: 

• Short term loan = maturing in two years or less 

• Medium term loan = maturing within 2 to 5 years,and 
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• Long term loan = maturing with in 5 to 10 years. 

The other two important cred it fac ilities that these banks provide are letter of credit (UC) 

and Letter of Guarantee (UG). 
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CHAPTER FOUR 

METHODOLOGY 

4.1 Conceptual and Empirical Framework 

Credit market equilibrium in Ethiopia is hypothesized to be determined by the interaction 

of the demand for and supply of bank credit in the country. The identification problem 

thus implied by th is interaction dictates that an analysis of the demand fo r bank cred it is 

at an individual borrower level whi le the supply of credit is at the lending bank 's level. 

Based on thi s hypothesis, the fo llowing demand for and supply of bank credit models are 

proposed. 

Qdi = uo+u] EPBi+u2SLBi+u3DEBi+u4 WCBi+Ui 

Q' i = ~O+~ ] Qd i+~2SLLi+~3APEXLi+~4 TRi+ ~ 5 Vi+~6CRi+~ 7QCi+Ai 

Where, 

Qdi = amount of bank loan demanded by borrowing firm i 

EPBi =Expected profit of borrowing fi rm i 

SLBi = Loan to security ratio proposed by borrowing firm i at the time of loan app lication 

DEB] = Debt to equity rati o proposed by borrowi ng firm i at the time of loan appli cation 

WCBi =The ratio o f available wo rking cap ital to the total work ing capital requirement of 

borrowing firm i 
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Ui = A white noise error term 

QSi = Loan amount approved by the bank (CBE) to borrowing fi nn i 

SLLi = Loan to security ratio required by the ballk from borrowing firm i 

APEXLi = Fraction of the excess liquidity. of the bank granted to borrowing finn i in the 

form of credit 

TRi = a dichotomous variable indicating if the borrower has good track record. TR takes 

the value I iffirm i had good track record and 0 otherwise. 

Vi = a dichotomous variable indicating if the borrower' s business is judged viable by the 

bank. Vi takes the value I ifi ' s business is viable and zero otherwise. 

CRr = a di chotomous variable introduced to capture the pl ausible impact of banking 

relationship on the amount of loan granted. Accordingly, CR takes the va lue I if the 

borrowing firm has a more than fi ve years banking relationship with CBE and zero 

otherwise. 

QC = a dichotomous variable introduced to capture the plausible impact of the quality of 

coll ateral a borrower offers. QC takes the val ue I if more than fifty percent of the 

coll ateral offered is in the form of building and fo reign bank guarantee and zero if the 

co llateral offered is in the form of vehicle. 

?ci = a wh ite noise error term. 

The hypotheses to be tested in thi s study are shown by the expected signs of the 

coeffic ients of each and every explanatory variable. 
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Hence, for the demand function the expected signs of the coefficients are: 

(+) (+) (+) (-) 

The expected signs to these coeffici ents are consistent with economic theory. For instance 

economic theory suggests that if finns have a business venture that is expected to yield a 

higher return, they wou ld want to under take thi s business activity. However, in order to 

make their vision real , firms seek adequate finance to run their business activ ity, the 

primary source of th is finance being borrowing from banks. 

Similarly, as the amount of security a firm mortgages increases, its demand for bank loan 

al so increases as one of the constraints of fi rms in accessing credit is the absence of 

collateral to mortgage. 

A similar argument can be adopted to show the direct and positive relationsh ip between 

the proposed (desi red) debt equity ratio and the demand for bank credit of a borrowing 

firm. Accordingly, as a finn' s desired debt-to equity ratio increases, one of the possible 

means of doing so is by increas ing the amount of borrowing. 

The explanation for the expected sign of the coefficient «4 is straightforward. Obviously, 

the primary motive of firms in seeking bank cred it is either to cover their capital 

expenditure or to meet their working capital requirements. 
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l-lence, the vo lume of bank credit firm s desire to borrow is indirectly related to the 

amount of capital they internally mobili ze . Put differently, the higher the amount of fu nd 

a firm mobili zes interna lly, the lesser the amount of bank loans it des ires to secure. 

For the credit supply function, the following signs are expected: 

(+) (+) (+) (+) (+) (+) (+) 

Like the expected signs of the coefficients of the demand function, the expected signs of 

the coefficients of the credit supply fu nction are also consistent with economic theory. 

Obviolls ly, the size of loan a lender grants depenus on the amount of loan the borrower 

requests for. The higher the amount of loan a borrower requests, ceteri s paribus, the 

higher is the amount of loan the lender advances and vice versa. By the same token, the 

lender can not approve a loan that exceeds what the borrower requests . 

The security to loan ratio (SLL) that lenders want their borrowers to ha ve is usually 

higher than what the borrowers themselves aim to maintain. In doing so, lenders' wo uld 

aim primaril y to protect themselves from the poss ible ri sk of defau lt. 
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The availability of excess liquid reserve (APEXL) at the lenders' disposal is al so an 

important factor that influences the amount of loan a borrower gets. Intuitively, the higher 

the amount of excess liquidity a lender maintains, ceteris paribus, the higher is the 

amount of credit it extends to an indi vidual borrower. Put differently, as the amount of 

loan requested is high in relation to the available excess liquid reserve, lenders tend to 

approve less than requested. 

The explanation of the expected signs of the dichotomous variables (namely, track record, 

viability and credit relationship and quality of co llateral) is straightforward. For instance, 

the better the track record (TR) a borrower has, ceteris paribus, the higher the amount of 

loan it secures from a lender bank. 

Similarly, borrowers with viable business ventures can secure larger credit than do 

borrowers with less viable and more ri sky businesses. On the other hand the variable CR 

measures the primary benefit of building close ties with a lending bank. The availability 

of credit increases with the strength of relationship between the lender and the borrower. 

4.2Data Type and Source 

Broadly, two kinds of cross-sectional data sets are co llected for thi s study. The first set 

comprises data of primary type. This data set is co llected from borrowers of the 

Commercial Bank of Ethiopia. Data collection was performed by way of a questionnaire 

and missing information was made complete from the individual borrower's file at the 
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disposal of the CBE. Primary information was al so collected by way of an interview with 

personnel's ofCBE that are working in the cred it management main department. 

The second set of data is co llected from the publications of both the Commercial Bank of 

Ethiopia and the National Bank of Ethiopia. 

Sratified sampling was adopted in selecting 250 borrowers from the total 5,237 borrowers 

found in Addis Ababa. The fi ve strata formed for the sampling purpose were: 

• Domestic trade and services (DTS) 

• Agricultural Loans (Agr) 

• Building and Construction loans (Bid) 

• Manufacturing Loans (Mnt), and 

• International Trade Loans (Impex). 

Emergency staff loans and personal loans in general have been dropped out from the 

population before undertaking the sampling exercise. 

After the sampling job was completed it was found that these strata are not mutually 

exclusive. That is, borrowers whose names appeared in one stratum were al so found in 

the other strata. Hence merging the different types of loans these borrowers are enjoyi ng 

reduced the sample size to 186. 
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The other important job done in the sampling activity was the removal or those borrowers 

whose loans were approved outside the range of time the survey intended to consider (i.e. 

October I , 1999 to December 31, 1999). The rationale behind taking thi s action was to 

avoid inconsistency that results from variation in the level of excess liquidity of the bank. 

Since, thi s measure took off 17 borrowers; it further reduced the sample size to 169. Out 

of the 169 questionnaires distributed to these borrowers, we were able to recover 128 of 

which 6 were incomplete. As a result the final sample size became 122. 

4.3 Estimation Issues 

The estimation methodology in thi s study has considered the "Two - stage least squares 

technique." This is mainly because of the nature of the credit supply function we have at 

hand. As indicated in the previous sections of thi s chapter, cred it demand is an important 

explanatory variable in the credit supply equation. 

4.4 Measurement of Key Variables 

Variables such as loan demand, loan supply, value of collateral offered, value of co llateral 

accepted, expected profit of the lender from funds lent, expected profit of the borrower 

and work ing capital requirements of borrowing firms are measured and expressed 111 

monetary terms. However, the ratios computed from these variables, such as debt to 

equity and loan to security ratios are without unit of measurement. 
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5.1 Descriptive Results 

CHAPTER FIVE 

EMPIRICAL RESULTS 

5.1.1 Findings of the Survey Conducted on the Determinants of Credit 

Market Equilibrium in Ethiopia 

The basic motive behind conducting this survey is to see if we have credit demand and 

suppl y relationships that are governed by the standard market laws. In an attempt to find 

out if these relationships exist in the Ethiopian credit market, some important results were 

obtained about the feelings of borrowers regarding their credit relationship with the bank 

(CBE). These findings are summarized in the paragraphs that follow. 

Out of the 122 borrowers of CBE who responded to the questionnaire, 69% of them have 

more than 5 years of banking relationship with CBE which is assumed to explain the ease 

with which they can secure credit faci lities as they desire. The benefits of long lasting 

relationship can be wiped by bad conducts of borrowers. One of these misbehaviors is the 

utili zation of loans for purposes other than the ones specified in a loan agreement. In line 

with th is, 19% of the borrowers under study have confessed that they have at least once 

utili zed loans for purposes other than the ones specified in the loan agreement. One of 

these incidences is the diversion of a working capital loan to capital expenditure. 
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Though such unpredictable action of borrowers is considered as a misconduct by the 

lending bank, a number of borrowers complain as the bank refuses them to grant the 

amount of loan they request for. Some more borrowers al so complain that the bank 

doesn' t approve their requests timely. About 72% of the borrowers asked about the issue 

agree with the above two ideas. 

The Commercial Bank of Ethiopia is believed to have a monopoly power in the suppl y of 

commercial cred it. A clear indication of thi s fact is of course the absence of other strong 

institutional lenders in the country. Despite this fact, 37 percent of the borrowers in the 

sample have disclosed that they have at least access to credit fr0111 sources other than 

CBE. These sources are sister companies, informal lenders, fri ends, and other local banks. 

Regarding the repayment period of loans, the majority of the burrowers believe that the 

maturity period given to the loans they secure is convenient to them. However, it is the 

wish of the majority of the term loan users to have a grace period for at least 3 months. 

The bank has inclination to favor those borrowers who offer co llateral in the form of real 

estate (bui ldings and land) than those who offer vehicles. In fact the bank 's overdraft 

procedural manual restricts the acceptance of trucks and vehicles as collateral to secure 

overdraft facilities. 

Despite this fact , some borrowers that are rated to be prime cllstomers can get facilities 

that are not backed by collateral. Accordingly, 11 % of the borrowers under study have at 
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least once, utili zed unsecured cred it under a mu tual understandi ng with the bank that the 

borrowed fund wi ll be repaid quickly from the normal trad ing acti vities of the borrowers' 

business. 

About 20% of the borrowers believe that the bank does not make adequate supervision on 

the utilization of loans. And yet, another 7% believe that they don ' t get any advice from 

the bank 's side on how to appropriately utili ze loans for purposes they are requested for. 

These borrowers al so believe that lack of credit follow-up from the bank 's side would 

lead to defaulting of loans. 

Regarding the use of accounting records, 96 percent of the borrowers have disclosed that 

they are using accounting records for their businesses. The purposes for which they keep 

accounting records however differ among borrowcr groups. The three major purposes of 

keeping accounting records are: 

a) to analyze the profit or loss of their business, 

b) for loan repayment purposes, and 

c) for tax purposes. 

Concerning the enforcement of repayments, 21 % (26 borrowers) believe that a high cost 

of defau lt is necessary to enforce repayment of bank loans. However, the views of these 
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borrowers regardi ng which cost of default to give emphasis to are different as can be 

shown from the fo llowing table. 

Table 2: Preference of Cost of Defaults by Bo .... ower·s 

Number of Borrowers who 

No. Type of Cost of Default Support the Kind of Penalty 

1. Claims aga inst personal wealth 2 

2. Claims against guarantees 7 

3. Social sanctions (v ia Edi r, 

Kebelle, etc.) 4 

4. Loss of future access to credi t 6 

5. Loss of other economic benefits 

Such as tax exemption 6 

G. Other 1 
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5.1.2 Description of the Explanatory Variables Used in 

The Econometric Analysis 

Information pertaining to most of the explanatory variables used in thi s paper is collected 
from the respective individual borrower's record that the bank mainta ins. 

These explanatory variables are bri efl y explained in the paragraphs that follow: 

A. Explanatory variables of the Credit Demand Function 

I . Expected profit of a borrowing firm 

This variable is used as an explanatory variable in the cred it demand function in 
line with (he assumption of a rational borrower (agent) that strives to max imize its 
profit. This behavior of agents induces them to go fo r bank credit as they forecast 
a higher expected return from their investment activities. 

ii. Loan to Security Ratio Proposed by a Bon-ower 

Borrowing firms will a lways endeavor to maX II11I Ze the amount of credit they 
obta in per given level co llateral mortgaged. Hence, such firm s always propose 
higher loan (0 securi ty rati os even exceeding the value I . 
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iii. Debt to Equity Ratio Proposed by a Borrowing Firm 

Firms usually review their capital structure periodically in conjunction with the 

debt to equity ratio they set ahead. And, if they find their debt-equity ratio being 

lower than what they proposed initiall y, they go for credit so long as they have 

profitab le investments at their di sposal. 

iv. W or king Capital Requirement of a Borrowing Firm 

The major reason for seeking bank loan by borrowing fi rms is to all ev iate the 

shortfall in their working capi tal requirements. As the gap between the available 

working capital and the working capital requirement of a firm gets wider the 

demand for credit increases, and vice versa. 

B. Explanatory Variables of the Credit Supply Function 

i. Quantity Demanded of Loan 

Generall y, banks do not lend unless requested to do so by borrowing firms. As a 

matter of fact, the loan size that banks decide to lend to an individual borrower is 

dependent upon the amount of loan requested by the borrower. Cetri s paribus, as 
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the amount of loan a borrower requests increases, the amount of loan approved to 

thi s borrower increases and vice versa. 

ii. Security Coverage 

Security coverage is an important vari able in a lending decision. Lenders usually 

strive to get the maximum level of collateral from a borrower per a given amount 

of credit facili ty they extend. As a result, they prefer to mainta in the lowest 

possible level of loan to security ratio. This behavior of banks is contrary to the 

behavior of borrowers who stri ve to max imize the loan to securi ty ratio . 

iii. Portfolio Diversification Decision 

Another important variable in a lending decision is the portfolio di versificat ion of 

avai lable n mds. In our analys is, th is variable characterizes the amount of loan 

approved to a borrower in terms of the available excess liqu id ity at the bank's 

di sposal. The other vari ables entered in the suppl y nmction are qualitative type. 
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5.2. REGRESSION RESULTS 

In practice we are never sure that a model adopted fo r empirica l testi ng is the true model. 

Based on theory or introspection and pri or empiri ca l wo rk, we deve lop a model that we 

believe captures the essence of the subject under study. We then subj ect the model to 

empirical testing thereby assessing whether the model selected is a good or adequate 

model. 

In cases where the chosen model is not congruent to the available data set, we may be 

required to re-parameteri ze the model to obtain explanatory variables that are near 

orthogonal to the data and interpretable in terms of the fina l equi librium relationship. 

5.2.1. Parameter Estimation of the Demand for Credit Function 
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A. Model specification 

Two kinds of specification for the credit demand model were tried and the sampled data 

set was fitted using the ord inary least square (OLS) technique. The first spec ification of 

the credit demand model is the log-log (log-I inear) type of spec ification of the demand fo r 

cred it func ti on, which is linear in parameters. 

The second fo rm of spec ification is linear speci fi cation in leve ls. However, it was 

discovered that running the regression model in levels gives s ignificant resu lts for fewer 

37 



parameters than the regression of the log-linear specification. Hence, the analysis made in 

thi s paper is based on regression results of the log-linear spec ification. We have presented 

the results of the specification in levels in annex J for reference. 

B. Regression Results 

Two dummy variables (DSLR and DDER) have been added to the model in order to 

make the model explain the variation of the credit demand variable about its mean. DSLR 

takes the value one if security to loan ratio proposed by a borrower is less than one and 

zero otherwise. The rationale behind taking thi s dummy variable is because it is assumed 

that borrowers always strive to secure large amount of loan per a given amount of 

collateral and even on clean basis. The other dummy variable, DDER, takes the value one 

if the debt to equity ratio a borrower proposes is more than three and zero otherwise. 

RegressiOl; of the Log demand for credit (Q;,I) variable on its four explanatory and two 

dummy variables has given rise to the following results: 
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Modell. 

Qdj =uo+uIEPBj+u2SLBj+u JDEBj+u4 WCBj+ujDSLR j+ u6DDER +Uj 

Table 3: Regression Results 

Variable Coefficient St. error 

Constant -9.9498 0.5924 

Log of Expected profit 1.0285 0.5673E-O l 

Security to Loan ratio 0.4632 0. 1228 

Debt to equity ratio -0.3745E-0 I 03763E-O I 

Working capita l requirement -0.8836 0.2876 

Dummy (SLR) 0.3 187 0. 1468 

Dummy (DER) 0.4685 0.2296 

R2 = 0.8774 Adj. R2 = 0.8710 F [6,1 15] = 137.25 

t. ratio 

-16.794 

18.127 

3.770 

-0.955 

-0307 

2.170 

2.040 

As shown in table 3, two of the four explanatory variables are statistically significant. 

These variab les are SLB (the security to loan ratio proposed by a borrowing fi rm) and 

EPL (the expected profit of a borrowing firm). Their sign is also consistent with what is 

hypothesized in the methodology part. The intu itive explanation of these results is that : 

I . as economic theory suggests, if firms have business ventures that are expected to yield 

a higher return , they would want to under take thi s business activity. However, in 

order to make their vision real, these firms seek sources of finance to run their 

business act ivity, one of such sources being borrowing from banks. More over, the 
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coefficient of the Log of expected profit tell s us that a percentage change in the 

expected profit of a borrower will change the quantity demanded of loan by 1.025 

percents. 

2. as a borrowing firm manages to offer a high va lue of co llateral , it increases the 

amount of loan it desires to borrow, as one of constraints of firms in accessing bank 

credi t is lack of adequate collateral to mortgage. 

As stated above, though the variab le OER (debt to equity ratio proposed by a firm) turned 

out to be insignificant, its dummy variable (DOER) has given significant results. The 

implication of this result is that most of the borrowing firms under study desire to 

maintain debt to equity ratio that is more than 3. 

The other dummy variable that gave a significant result is OSLR (dummy for securi ty to 

loan ratio) . The intuitive explanation of thi s result is that most borrowers prefer to 

mainta in a securi ty to loan ratio that is less than one. 

The working capital requirement variable (WCR) has turned out to be statistically 

insignificant. It is imperati ve at thi s stage that the power of thi s variable and the debt to 

equity ratio vari able in explai ning the variation of the demand for credit about its mean is 

questionable. 
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The F-test of the model at 6 and 115 numerator and denominator degrees of freedom 

respectively is fou nd to be 137.25. Both at the 5 and 10 percent levels of signi ficance, thi s 

stati stic induces us to reject the null hypothesis that the subset of variables of the model is 

statistically insignificant. 

The adjusted R2 of the model is 0.871 implying that 87.1 percent of the variation in Log 

Qd j is explained by the explanatory and dUlllmy vari ables entered in the model. 

5.2.2 Parameter Estimation of the Credit Supply Function 

As explained briefl y in the methodology part, the credit supply model analyzed in thi s 

study is some how different from the one that standard micro economic theory suggests 

for the goods market. Its diffe rence emanates from the fact that it embodied a demand fo r 

credit vari able as one of its explanatory variables. The rationale behind such an inclusion 

of quantity demanded variable in the supply function is because it is assumed that lenders 

usually confine the loan size they approve to the loan size requested. More over, such a 

suppl y function is not necessarily affected by price, as is the case in the goods market. 

The supply funct ion we have at hand depicts lenders' desire to ration credit based on the 

level of excess liquidity they have and the preconditions that they set fo rth to be 

ful fi lled by their potential borrowers. 
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A. Model Specification 

Based on the assumption of a lender that exercises credit rationing practice, the fol lowing 

credit suppl y funct ion is used to identify the instruments (variab les) that have influential 

role in the lending decision of the bank (CBE) to allocate loans among a given set of 

applicants. 

Qd i is a fitted endogenous variable' obtained from the regression in part 5.2. 1. The idea 

of using the fitted value of Qd, as is the case in the two-stage least squares procedure, is to 

"purifY" the influence of the di sturbance term on the nonstochastic explanatory variab les 

and make the estimators of the model consistent and unbiased (Gujarati,1995 and Chow, 

1983 ). 

As stated in the methodology part, the suppl y function depicted above also serves to 

reflect a state of equilibrium for the credit market in Ethiopi a. This is so because, as is 

the usual case, credit market equilibrium is dictated by supply factors. Particularly, it is 

the behavior of lenders that determines the state of equilibrium. As indicated in the 

li terature part of this paper, the credit market equilibrium model given by the suppl y 

function above has a similar feature with that of the equilibrium credit rationing models 

analyzed by many economists. 
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B. Regression Result 

The regress ion exerci se has given the fo llowing results: 

Table 4 

Name of a Variable Coefficient St. Error t. Ration 

Constant 11.7 101 0.4546 25.755 

loan demand (fitted value of Qd ) 0.222E-04 0.1068E-09 2.081 

security to loan ratio (SLR) 0.3683E-02 0.464 1 E-03 7.937 

excess li quidity (APEXL) 78.9735 14.4788 5.454 

track record (TR) 0.7145 0.3110 2.297 

viability (V) 0.3420 0.3650 0.937 

credit relationship (CR) 0.8720 0.3082 2. 829 

quality of collateral (QC) 0.2628 0.3240 0.811 

R2 = 0.420 Adj.R2 
= 0.385 F[7,114) = 11.80 

Breusch-Pagan X2 (with 7 df) = 7.82 

As can be seen from Table 4, all the three explanatory variables entered in the cred it 

supply function have turned out to be statist ically significant at the 5% leve l. These 

vari ables are the fitted va lue of loan demand, Security to Loan ratio (SLL) the lender bank 

sets forth on a borrower and the variable that weighs the amount of loan the bank 

approves to an individual borrower in terms of the avai lab le excess liquid ity of the bank 

T since we used the log of Qd in the credit demand model specification, we have here used the anti·log of the fitted 
value of Qd 
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(APEXL). The sign of these exp lanatory variables is as expected in the methodology part. 

The interpretation of these results is quite straightforward. 

For instance , the fitted value of loan demand turned out to be statisticall y significant 

showing the lender bank 's des ire to shift the loan size it approves in line with the vo lume 

of loan requested. As the direction of the relationship between thi s vari able and the 

dependent variable (Q' i) indicates, the amount of loan approved to an individual borrower 

increases with the loan size that a borrower requests to secure. 

The fact that the security to loan ratio turned out to be statistically significant shows the 

lender bank 's desire to sh ift the loan size it approves in line with amount of collateral 

offered. The direction of relationship also between this variable and the dependent 

variable revea ls that as the amount of co llateral offered increases, ceteris paribus, the loan 

size increases and vice versa: This result is also cons istent with the argument of Mather 

(1979) di scussed in the literature part in that a prudent bank lender will always endeavor 

to obtain the maximum security avai lable from a borrower per a given amount of loan 

size approved. Put differently, in order to mitigate the possible ri sk of default, a lender 

bank would want to extend less amount of loan as the value of security offered decl ines. 

The other significant relationship was found with the regressor APEXL and the 

dependent vari ab le Q\ The direction of relati onship between these two variables is also 

as postulated in many micro economic literature. For instance, Nissanke (1992) has 

argued that the loan size that an institutional lender advances depends on the availability 
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of excess liquidity. Nissanke also argued that due to lenders' behavior of portfolio 

diversification, an institutional lender would always be cautious to limit the portion of its 

liquid assets it lends to a single borrower. By the same token, the amount of loan an 

individual borrower gets from a single lender diminishes with the size of excess liquid 

assets that the bank has at its di sposal. 

More importantly, two of the four dummy variables have showed, by giving s ignificant 

results, the paramount importance of building close ties with a lender bank. These 

vari ables are track record and credit relationship. Both of these variables witness the ease 

with wh ich borrowers can secure a higher amount of loan if they have good track record 

and long relationship with a specific lender. Institutional lenders also find it easy to lend 

to borrowers with whom they have long relationship since this reduces the risks that 

emanatc from information asymmetry. 

Test of validity of the whole model can be performed uSll1g the F-stati stic and the 

coefficient of determination (R2
) . Accordingly, with 7 and 114 numerator and 

denominator degree of freedom, respecti vely, the F-statistic of the model under study is 

11 .80. And thi s statistic by far exceeds the critical values of 1,5 and 10 percent levels of 

significance. This is a clear indication of the predictive power of the regressors to explain 

the variation of Q' about its mean. 
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The regression exercise has also given an adjusted R2 of 0.385 which in turn indicates as 

38.5 percent of the variat ion in the dependent variable QS is explained by the explanatory 

and dichotomous variab les. 

After adjusting the results thus obtained for hetroskedasticity, the Breusch - Pagan X2 

statistic is found out to be 7.82. With 7 degrees of freedom, this statistic turned out to be 

insignificant at the 5,10 and 25 percent leve ls which enables us not to reject the null 

hypothesis of homoskedasticity. 
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CHAPTER SIX >~ 

CONCLUSION ,(( .. ~::J 
'-:_. bR AR'i 

Cognizant of the paramount importance of Commercial Banks in financing investment 

and working capital requirements of firms, thi s paper has attempted to introduce an 

empirical credit suppl y model that characteri zes the behavior of banks in making lending 

decisions. The paper has al so attempted to formulate credit demand model for Ethiopia. 

Both the credit demand and suppl y models adopted in this paper are postulated to be 

congruent to the available information in Ethiopia. Such a methodology is also used as a 

selection device to filter-out poor designs that follow other forms of specification. 

Estimation of the parameters for the credit demand and supply models was performed 

using data that were obtained from the Commercial Bank of Ethiopia. Thi s is so because 

the attempt made to get information from other state-owned and private lending banks 

failed from the outset. 

This paper used two types of demand for credit models. The first type of the demand for 

credit model deployed is a regress ion in levels. However, in an attempt to alleviate the 

weaknesses of the dependent variable, another form of specification of the credit demand 

model was used. This form of specification is the log- log or log linear specification. As 

shown in Table 4, thi s specification has brought some improvements over the regression 

in levels of the credit demand model whose results are depicted in aJU1ex 1. 
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Regress ing the demand for cred it function in its log-linear form , resulted in two out of the 

four explanatory variables as stati stically significant. These variables are SLB (security 

to loan ratio proposed by a borrower) and LEP, (the log of expected profit of a borrowing 

firm). Apart from their signifi cance, the sign of these variables is as hypothes ized in the 

methodo logy part. These results are evident that the expected profit of a borrower and the 

ability to mortgage an adequate co llateral are very crucial in determining what amount of 

loan to request and/or borrow. 

The two dummy variables used in the regress ion have also played sign ificant rol e 111 

increasing the explanatory power of the whole model. These variables show that: 

A. as the dummy variable attached to the security to loan ratio indicated, most borrowers 

of the bank (CBE) endeavor to maintain a less than one security to loan ratio, i.e, they 

wou ld want to maximize the amount of loan they obtain per a given amount of 

collateral offered. 

B. as the dummy variable attached to the debt to equity ratio indicated, most borrowers 

of the bank maintain a more than three debt to equity ratio which is an indication of 

high indebtedness of the borrowers. 

The cred it supply function adopted in this paper is some how di fferent from the standard 

suppl y function that we have in the goods market. This difference emanates from the 

very fact that the credit suppl y function embodies quantity demanded as one of its 
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explanatory variables. This fact has further dictated us to choose the 'Two-stage' least 

squares technique to estimate the parameters of the cred it suppl y model. 

As indicated in Table 4, the inclusion of quantity demanded variable as a regressor in the 

suppl y function has given a stati stica lly s ignificant result. As a result we are inclined to 

conclude that the lender bank decides what amount to lend based, among other factors, on 

the amount ofloan it is requested to advance. 

The other variables that showed signi ficant relationship with the loan size vari able are 

SLR (security coverage) and APEXL (a vari able that relates excess liquidity of the bank 

to the loan size it approves to a particular firm). 

Hence, it is apparent to conclude that in determining loan size lenders are sensitive to the 

amount of co ll ateral offered and the size of loan weighted in terms of the excess liquid ity 

they have at their disposal. 

The interesting result of this study is also the significant relationship obtained between 

the two dichotomous variables (track record and credit relationship) and the credit suppl y 

vari able. This result is similar to the findings of many empirical works. Most of the 

empirical works done in other parts of the world have also found out a positive and 

signi ficant relationship between qualitative variables such as viabili ty of projects and 

quality of collateral offered and the loan size granted. However, in our regression exercise 

, these qualitative variables have given insignificant results. 
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This paper contributes its part on the design and establishment o f a credi t demand and 

credi t suppl y as we ll as cred it market equilibrium models that are near congruent to the 

available information in Ethiopia. Hence, it is our strong belief that the paper serves as a 

stepping stone for further researches to be done in the area. 
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CHAPTER SEVEN 

POLICY IMPLICATION 

The conduct of monetary policy in Ethiopia has changed substantially in recent years in 

conjunction with the deregulation of the country's financi al system. Because of the 

existence of controls in the previous regime, lending banks of the country were not able 

to advance profitable loans regardless in the high level excess liquidity they were 

maintaining. The then Socialist regime for instance, affected the lending activities of the 

lender banks of Ethiopia in two ways. 

First, was the imposition of a command economIc system which discouraged the 

emergence and expansIOn of the private sector there by slowing down investment 

activities. This, in turn, made the lending banks face lack of effective demand for credit 

faci lities. 

Second, was the high-level liquidity requirement imposed by the central bank which 

restricted banks from making funds available to their borrowers. This was particularly, a 

cronic problem to the Development Bank of Ethiopia and the Business and Construction 

Bank. 

It can be said both of these problems are now solved by the economic liberalization and 

financi al sector deregulation policies of the current govelTllllenl. 
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Accord ing to our study, however, we have now two issues at hand that need a careful 

review and consideration by policy makers. 

The fi rst issue relates to banks' sensitivity to a change in their excess liquidity position. 

As the availability of loanable funds theory suggests, and as we have also seen from the 

results of the previous chapter, the absence of excess liqu idity is a constraint for banks to 

make loans. To alleviate th is problem of the lending banks in Eth iopia, the 15% liquidity 

requirement may have to be reduced to 12 or even 10% level in order to create excess 

liquidity for the banks of the country. This is with the strong belief that increased credit, 

increases national income and the amount offunds available for consumption and savi ng. 

The second issue relates to the problem that borrowing firms face in li ne with mortgaging 

adeq uate security. /\s shown in the regression results of the previous chapter, banks 

depend highly on the value of tangible security offered while making their lending 

decisions. The loan size they advance is significantly dependent upon the value of 

collateral mortgaged. This is a clear indication of the problem borrowers are fac ing to get 

adequate finance from banks regard less of the profitable and viable projects they have at 

hand . 

One of the policy options to alleviate this problem of borrowers could be the arrangement 

of other sources of finance by the government. Establishing bond and equity markets 

from which large firms can rai se thei r capital can do this. This arrangement can partiall y 

detach these firms from relying on bank loans which in turn increases the availabi lity of 
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loanable funds to those smal l borrowers who can not patticipate in the equity and bond 

markets. 
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Annex 1 

Results of the Regression in Levels of the Credit Demand Model 

Variable Coefficient St.error t-ratio 

Constant 31361.73 4150.23 7.557 

Expected profit 0.6344E-1 0.9280E-OI 0.684 

Security to Loan Ratio 22.2 155 1.4276 15.561 

Debt to Equity Ratio -795.953 493.8 12 -1.612 

Working Capi tal Requirment -2365.7955 6520.705 -0.363 

F(41 17)=1.2 R2 = 0.493 Breusch-Pagan i (with 4 df) = 1. 5701 
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Annex 2 

m-d'I"A-J' 1'11~C 1(lJ' m.1I'P J'1Im..., fl1~C ~I\H'I MCn:"'" 1I"'1'P'I-l. 
I'''''H:J;e: ODmf.O} 1992 '\.9". 

Questionnaire for the Survey on the Determinants 
of Credit Market Equilibrium in Ethiopia 

N-CV:tm. fp'6- h~6-7f 
Business Address of the Borrower 

I"} wt..v, -/-01\. fOo·} .,,'rc __ 
Zone ------------------ Wereda ----------- Kebele ------House No , -------

f-fl .e:c ~, ·It:\~Iit",)_ f"'l.m·/'9ufl<). fl]'}h q.C'}""I.<;:: ____________ _ 

Bank branch where loan account is maintained ------- -----------------

f:!'1\ ovm,e1' ~s:&.1.llJ. Il\IU ""} ____ ___ _ 

Name of interviewer ---------------------------------------- date ---------
I. f 'NV: t m. OD IP l..:r'l! OD l.. ~ 

Basic Information About the Borrower 
1.1 f·/·O ... .::w . .e.·c~: ·)_ ll\Iu _________________ _ 

Name of the borrowing firm ------------------- --- ------------------

1.2 f .e.·C:e:"/, 6.r:"'I. 0'iov ·1· _________ _ 
Age of the firm --------- ----- years 

1.3 f'I·c'l"~&·O·)_ fp'1r ov{}t! 

Area of business specialization: 

• OU1C llJ.{}'r '}~15': ----

Domestic trade 
• 0·)·&··}c'l7·C·} _ __ _ 

Transport --------------
• OlY·L·t\ _ __ _ 

Hotel----------- ---
• M,{}oVGL1.'1 ~h. ___ _ 

1m port -export ----------
• 0"'l9

U

t..} -------­
Manufacturing --------------

• 1'Lit"°f, ________ _______ ______ _ 

Other (please, specify) -- --- -- --- --- ----- -- -- -- -- -- ---- --- --------
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II. 11 ~c 'I '''If'''l ~ .,..1\ \" l' 
Credit and related aspects 

2.1 h~ ... H·A·.r '}"}.E': fJ '}h ·fl.r:c ouO.E'.C 00';;. ~:ou~.? 19 '1.9". 

When did you start borrowing from C.B.E (Commercial Bank 
of Ethiopia) ? Year 19 ... 

2.2 hfJ·}h· lIoo'f.oot.(' 1.11. f,,·omO·} f·/l.<::·C oom'; I/"'} J'UA ~OC? 

·flC ----
What was the amount of the first grant made to your firm by 
the bank (C.B.E)? Birr ......... 

2.3 hfJ·}h· f't'om fll .. f ·fl.<?·C 'I.ea 9"'} ~OC? 

What was the kind of the first loan that the bank advanced to 
your firm? 

J. loti C .r: t·.,:·} 
Over draft.. ....... 

2. fh6f."C 1.11. ·o.~·C ___ _ 

Term loan ........ . 
3. IV/'C ~.,,: h~.~.-'l · ___ _ 

Letter of Credit(L / C) . .... . 
4. /\,1I·:r· _______________ _ 

other (please, specify) ....... .............. ...... .. 

What was the purpose of that loan? 

2.5 ·o .I':~··} IIOOh&.A f1·H· OIC /'Iou.}/ /.. ~:O·}? ____ ______ _ 

How many months (years) were required for you to settle that 
loan? .............. . 

2.6 0·flg:C f19"I/"H: 'I.e Iv/·m"'oOl. 'i'l"' 0I.6f." II/\''I '1'1"'1 ,o .~·e·-r-·} ~\OI·IIOI· 

.pOI·:Nr? 
I. ~\OI·:!'IIU· ____ _ 

Have you ever utilized loans for purposes other than the ones 
specified in the loan agreement? 
l.yes...... 2. No ....... 

2.7 OVA(\ hOl· :!'I\U· tllrf: O·/l.~·C M"9°~'I: 'I ,e h'/·m "'oOl. '1'1"'1 0I. 6f." 1\1\.'1 'i'l"7 
M O

' } ·/'m<foov·O'}? 
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If 'yes', why did you use the loan for purposes other than the 
ones specified in the loan agreement? 
(Please, give up to three reasons in order of their importance) 

2.8 (nil· rmr'''·Y} ,flJ':C fl·hU\'lm. '1.1i ~,7;" .r.'.y, ,eO "l A ? 
I. ~,l"'} 2. hJ'.o'r9D 

____ _ 

Do you think that the bank timely approves and disburses 
the loans you request for? 
1. Yes ............. 2. No .......... . 

2.9 rmr1l'} ,ng:c fl1.Ii(1l. ,t'm!l':' l,V:.o(Il·} r"'l.t.·.,· ~,!lti.I\1. o·t.lil":r·' } flmr4, 1.tL 

Ivn 11· .f<I. C I] t\-? 

2. ~,I\"'C'fl9u ____ _ 

Do you provide the bank with the appropriate information 
that assists the timely approval and disbursement of loans 
you request? 

I.Yes ............ .. 2. No ............. . 

2. rl'l,}?D -----

Do you have access to credit from sources other than C.B.E? 
1. yes. ....... 2 . No ...... .... .. 

~,1'I1 111'1· ~"'I&· ..... ··r· 9D 'H':'} ("fm.? 
If 'yes' what are these sources of credit? 

I. 11M W1C m.!l'P I]'}h ___________ _ 

Other local bank ...................................... .. 
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2 . l1~, b· flJ Ml ·V,~9'··'· ____________ _ 

Informal lenders 

3. 117,u·} .r:c:e.:·y···,· ___________ _ _ _ 

Sister companies . ... ................. ...... . .. . ... .. . .. . 

4. 11'l.r.~···1· //lo·/'.··u ____________ _ 

Friends .......... . ................ ... ............... .. ..... . . 

5. 11/\"":): ________ ___ _____ _ 

Others ... ................................................... . 

2. IIIH·f1.1'. ~··)· 'Il.r:c 1]"}11· r"'l.WIl~W. ro·t"U' 1.ILC,· M'/./tW' r"'l.l1'f:II"} o'm'} 
' /'11 "'1"'1. U't;' ~,on'l'm. ;) · t\ ? 

1. .e 11 "'I "'I",' t\ -----

Are you convenient about the repayment period as well as the 
amount per installment that the bank sets out each time a 
loan is granted to your firm? (Applicable for term loan users 
only) 
1. yes -------------------- 2. No--------- -- -------

If 'No' please , specify your reasons? 

1. ~,9"} ____ _ 2. ~, .e.l'. IIu-'r ____ _ 

Are you successful in utilizing the bank credit to expand real 
production of your firm? 
1. Yes 2 .No ______ _ 

Do you mortgage to the bank a tangible & adequate security 
for loans you acquire from the bank? 
1. Yes 2 .No ______ _ 
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2.14 ~\C{l'l I)·} h· 0;J t. Oo.·t·{II'H1 ,I':c :~:,r· h"'/Y1'oJ. 10. o'/"r;:J' oJ.·UOJ.'r- n l •. ~t\ 
O"'/.t\ ~do~ 'l 'l'()'l'l .'I,f{).H· f·(I.~·C '/·m;''''!. U'~OJ. J'(D.;'(J.? 

1. ~\(D· ;'(Ju· ____ _ 

Have you ever-utilized unsecured credit under a mutual 
understanding between your firm and the bank that the 
borrowed fund will be repaid quickly from the normal trading 
activities of your firm's business? 
1. Yes 2.No ____ _ 

0.t\{I ~\OJ.;'(JU· hU'~ '(I,r:~.'} OD.(J. (Jou.fI- hr,:(J'Pt\? 
~\lJh9"} hH.U Ot.,} ,r(J'P()'}c,' fW()P,,+'} '(I.r:C <'l,ehr,:fI- tJ<I.~. ,eDIfI'k-:: 

If 'yes' have you fully r epaid that loan? 
Please, state if you h ave h ad failure m repaym g th e 
unsecured portion of a loan in the past. 

2.15 M\u·~· w~"l 1)1h 10.5% W(J.r: o ·t·or.~·'P :rOJ. '(I.I':e:j· ~g, ,I'()hr,:~t\ :: ,eu fW(J.~· 

))r,:.f o.m'} .I:·c~:,r .. } h",! .. f1'f(D· f:"Cr,: o.m'} ~\ 'H\C h'i>t·:;, ~(D. '(I(JW· .f()l)fI-? 

1. ~\9"} ____ _ 

Currently the bank is charging 10.5% interest per annum on 
all loans and advances . 
Do you think this cost of borrowing is high relative to the 
yearly rate of return of your firm? 
1. Yes 2.No _______ ~ 

If 'yes' please, specify the ideal interest rate you think it 
should be charged by the bank. , ...... . .. ........ . .. 
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f"'l.N'.~."I ·'} Nl.l':C DUm ' } i'l.OIfI~· h OIl,D,} Ol-fl'!' f"1..ffl11J.'fOl. U·~. :J · !p ··r· 9D'}.I~" } 

,,"r' 01· ? 

1. ____________________ _ 

2. _______________________ _ 
3. ____________________ _ 

4. ____________________ _ 
5. _____________________________________________ _ 

What are the factors that you take in to account in deciding 
what amount to borrow? 
1. 
2. 
3. 
4 . 
5. 

What is the debit equity ratio you want your firm to have? 

I. ~,!p'} _____ _ 2. fIl 0l·9D 
_____ _ 

Does your firm h ave a good-tru ck record with the bank? 

1. yes _______ _ 2. No _ _ ___ _ 

III. f 11 ~C h:"':'" A '} f"'l. no fI h -I: .,. .II f" :r 
Issues relating credit follow up 
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l. n.C:JA -----

Does the bank make any supervision on the utilization of 
loans and advances granted to your firm? 
1. Yes --------------------2. No ----- --------------

3.2 ovA(t ~,9"} .I'f!.C:JA hU'~ nc(t ~,ovlll]h '} </l'r'fC m.e'r r~,&. l\l\?O h·H·1I- n1: 
~ (J). 'flll (J). .I' Illlll· ? 

If 'yes', is this supervision adequ ate in your opinion? 

l. Yes -------------------- 2. No --------------------

3.3 r m r<I:·} '} ·n J':(,;,:),. 1, '}f.'D·} il'/'Illlll'} '1'\ "'I n·} hhA ovm .,.~r 1, '}j'. "'I. :)'·Il· hll'Hl­
nll·A ~hC ~, nn'l-m· ,pm.:J'II-? 

l. ~,9"} ____ _ 

Do you get any advice from the bank's side on how to 
appropriately utilize loans for purposes they are requested 
for? 

l. Yes ------------------- 2. No ---------------------

3.4 m1'"'' rp' 6- 1,'}:"Il:J'(b9"} 1,'}J'.·} OD'JUt··} 1,/f!."'I:·)'·1I- hll'}h· nil-A \lohC ~, 0/"i 

"' (J). .('(J).:J' II-? 

l. h9"} ____ _ 

Do you get any advice from the bank's side on how to manage 
the over all activities of your firm? 

1. Yes -------------------- 2. No --------------------

3.5 nc(t ~,oDllllll ,)· hll'HI' r'fl.l:·C h'}'}A "'I~1l ,n,I:'(,;,:),' n1.rt.P'!:m. 1,v:,eh&.Il· 
r"'l.J' f!.COI .eoDIlil":t A? 

l. ~,9"} _ _ __ _ 2. ~,.p.f!.ll9o ____ _ 

64 



In your opinion, do you think that lack of credit follow up from 
the bank's side leads to defaulting of loans? 

1. Yes ------------------- 2 . No ------- --------------

Issues Relating to the Business Activities of Borrowing 
Firms 

lrtl ·} ___ Y'1l '} ___ h(l(l '} O~ .!'. __ _ 

How many types of goods and/ or services does your firm 
produce? 

One --------- Two ------ Three ------- More than three ------- ----

I. ~,lP·} ____ _ 2. ~,.f ;J'!,ou'W" -----

Are you facing any stiff competition in the market where you 
supply your products? 

1. Yes ---- ------------- 2. No ------ -------------

I. ~,lP'} ____ _ 2. fflm.\lD ____ _ 

If 'yes ', is your firm strong enough to withstand this 
competition? 

1. Yes ----------------- 2. No---------------------
4.4 .r:c:~:·r· 010.r m-Il'!' fUV' ;J'!,ovm- m·J':.r:c u.'I.:J· m.!'.\/" ~,,!'.~.} ')D '} ~, ,!'.~.} 

~m-? 

U/ O'P;J ~ .!'. N'ouLI'H m·.!:·.!:·c 
fI / W!'?'} ~ ,!'. N -ouLI'1I m·.<:·.!:·C 
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What is the nature of that competition your firm is facing in 
the market? 
A. Competition in price -- ---- -----------------------------
B. Competition in quality of products ------ ------------

4.5 hC(l .I':C:<'.'.} ;JC ·/·OD"I"I.e htl'~·} Y:C:<'.'·F'· lIJ.{)'P M,"'IIJ.e Y.t.!"! 'I.e tll'lllJ. 
J':C:<'."} OMnC,' '1'011" OODT'i·} M1;J ' '''I lj')-? 

1. h9"} _ _ __ _ 2, ~,.r,Y. l'lUo'r ____ _ 

Are you successful in running your firm well above an 
average firm in the industrial group to which your firm 
belongs? 
1. Yes --- --------------2. No --------------------

4.6 OD/;\(l ~,9"} htl'~ 1'I1"&.9' Mb:J'''~~'} ~,{)'I''I'?'l. ,PY.t.l' u·'l.;!'9':'· I'D'}Y:'} C,·'fllJ.? 
],lJl19', (l{),} OD/;\{) ,n;): ],'H'.~,{)",'I1.H: n~·y.?D 'I'h'/'/;\ .r~.? 

1. _____________ _ __ _ 
2. _______ _________ _ 
3 .. _____________________________ _ 

If 'yes', what factors contributed to this success of your 
business? (Please, gIve up to three factors in order of their 
importance) 

1. _______________ ___ 
2. ____________________________ __ 
3. ______________________________ _ 

I. ~,9"} ____ _ 2. ~,.ef.'.II9D ____ _ 

In your opinion, is the price you receive for your products 
favorable? 
1. Yes --------------------- 2. No ----------- ---------

4.8 fY:C:<'.'F} I'Dc·y.:r- f'r.:! ID."1 ID·t.Y: IDY·?D ~,IJ'/,J': ](}.I'D'} .eovt.?D.;. ;J'/;\? /~",e: 
OD/;\{) '/19'/ 
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• 7, r al,OD I. r "'I. 'I. J': 

• 7, r'''~c'l r"'l. 'l.Y: 
• M1.rt,OI· r"'l.tf(1?I.:', 

How do you assess the trend m the pnce of your firm's 
products? (One answer only) 

• Constant over time .. -.. --.. --................ -

• Increasing over time ------------ ----- ---------
• Decreasing over time ----------- ------- -------
• Fluctua tes over time ------- --------------------

4.9 ODt\(l-} on./I,OI· " 7,rLlJ,ODI. r"'l.'l.Y:" hlY~ '1''1 '1'C,'9"/: \lUll'} .p,y·:j'· \lU '} \lU'} 

'1'1'OI.? /h~,I.r: O~.e ODt\1l "",J:~t\/ 

• t\9UC·F/: NIOJ. h <t:·,,>;, rlY~' r7i"'l·y.:j'· <t:~-H' 

• y:c:e.:.!: tl10.VOJ. J'tlw· :'·CO·1· 
• f"'loDC;)·'fOl. \lUC·H·, h<t: ·' ·>;' flY~ 'P?'} 
• O"'l\lUI. ,J' '1' .:J OIGL1. ODmODC \lull'}.!"} 

If ' Increasing', what are the major reasons? (Multiple answers 
possible) 
• High demand for such products ------ ------------------------
• The location of my firm is favorable --- -----------------------
• High quality of the products of my firm ---------------------
• Increase in the cost of production --------- ------------------

4.10 M.e 04.8 tI"'m r4'01· 'P .I'</; ODt\(l:" " M4'~c'l r"'l. 'l.Y:" hlY~ \lUll'} J'·Y·'/: \lU'} \lU'} 

c,' '/'OJ.? 

• t\9UC·Y"~ f"'l,IY'} 01: 10.p'} ~,tI"'IDn- 'l 

• f"'loDC;J''fOl. \lUC·Y':)'· 'P/'.'} h10.VOI. f 'P?'} <t:~H' ;JC ~,tlov"l"l"'l'fw, 

• f"'ljID I. ,J: J':c:e.:'i· h10.VOl. OD?4' 

• f"'l'rl.,J: 0IQ;l.9".j'. OD'''~<'l'l'OJ. 

• Of1./I,W. 7,fGL1,ODI. f"'l.ov"l f10 .r W·Y: Y:C 

• tlA '1 tI .e '1 tI '" 

If 'Decreasing', what are the possible reasons? (Multiple 
answers possible) 

• Low demand for such products --------------------------------
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• Low quality of the product my firm produces ----------------
• Unfavorable location of my firm --------------------------------
• Decrease in cost of production ---------------------------------
• Ever increasing competition ------------------------------------
• Other (please , specify) -------------------------------------------

V. f·' .... ll hffll tDf.'J" houH:J11l1 n-t"out\h·t-
The Use of Accounting Records 

5,1 tI.f:c:~',r· fY.'HI OU'H1·n .e.ell(\-? 
1. ~\9"} 2, ~\A.ew)O ____ _ 

Do you keep accounting records for your firm? 

1. Yes --------- --------- 2. No ------------ -- -------

5.2 OotlP ~\9"} hll'~ f'UHI OO'H'Jof1 f"'l,.e*o-} ~~"'I 9",}.~·'} ~w.? /h~\'},~' 

O~.I'. ouAft .e:J:~A/ 

• f p'?ID-'} '}C'f:'J tI/I&· tlo0 19"1')O 
• Ml.~·C ~\h1.6.A h'}P,]OO'.j'. 

• tI·~/.1' ~\tI1·6.A ~\'}P']ou:f' 

If 'yes', what are the purposes you keep records for? 
(Multiple answers possible) 
• To analyze the profit or loss of the business ---------------
• For loan repayment purposes --------------------------------
• For tax purposes ------------------------------------------------

5.3 o"AP ~\A.e·H9" hll'~ f'I.' ... n 0 0 ",1.0 f"'l.eH ' O·} 9"tI'}.r·Y·:r, 9",}.r:'} 'J'I:W,? 
/~\"'I?""':f" } oom.,,9" ,e'J:~A/ 

• f't .r:c:~':,. fp'? ~\'}~·ft:PC\ tlUI'O 0 0 ",1.0 ~\,rJ"1I Or'l9" Mft·/->,' {ttI1I'~ 

• {ttl '1/1'11 00'H1-I1 ~\J'J"H olD-'I':" "'I~ft 

• tlA l'tI ,e.oltl'k-

If 'No', what are the reasons for not keeping accounting 
records? (Multiple answers possible) 
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• The business activities of my firm are too small to 
keep records for -------- -----------

• Lack of knowledge to keep records -----------------------
• Other (please, specify) --------------------------------------

VI. ..,. ill"" t. 'f' f <f: l' l' 
Additional Questions 

6.1 rrnh ,(I ,~'C} (loo(l}.(\Y:9' r"'lY'I]·-) 'I'~,?O ~\II'}? 

I. ~\9"} 2, rll'r ____ _ 

Do you really benefit from using bank credit? 

l. Yes ---------------- --- 2 . No ------------------------

6.2 0 0 /;\(1 rll?O htl'~ 9°h '} ,f-,/'9' ?O'},r:'} ~(I}.? 

/ h"'l.h·t·II .. } ~\"'It-(;6":)'. W·fl'l' .I',?0t.m-/ 

• f,(lY:C ooht,,¥ /ooooll7-i/ lib ~\"T."C Illltl'~ 

• w;P;J''C h<t:.f(l}. '(III' (loolY't. 

• f't'Ij"'l:!'.' wm.9' :),· h<t: "'III'} /n ,(I .~· <;· ~ ,e f"'l.h6.11- ·t-y.t-n. h<t:.f9''.f­
oo,fjlj '} / WIIY.S ' t- r.t-n. wm.9':),· 

• lI,(t":)'· IJII· .eOIll'k 

If 'No', what are your reasons for not benefiting from the bank 
credit? (Multiple answers possible) 

• The repayment period for bank loans is very short ---
• High repayment per installment --------------------------
• High cost of borrowing (interest and other related 

expenses) 
• Other (please specify) ---------------------------------------

6.3 rrl'}h'} ,(I .~·C lI"'1floollfl ,t'b1J,"'I6 U;J'C ;P"l'Y':)" ~\fl".~l '1''1:(1}. 'nil{/). 
.f9D £i t\~? 

1. ~,9"} ____ _ 2. rll?o ____ _ 
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Do you believe in that a high cost of default is 
necessary to enforce repayments of bank loans? 

1. Yes ---- --- ---------------2 . No -- ---------------------

6.4 (H? ',,'PC 6.3 opt\1l9' ~\9"} hU'~ f·}<;'W. 'h;n"'lt 1·£ll·} n1nh· / 
M,.:F!/ ·Ht·t.·} {\.(tmW • . e11]t\? 

• n~t\u~~·~~f~W(t~u~T~Cr~ 
• n'l'Il'}'I ~ .e f"'l.W(t .~· U~T ~,C9D~ 

• "'Iunt·T ·'·~\1· (l /no.~·e:l··: 4· nfl.9' ··r· ~,c; nOP (II){\"}/ 

• '''''J.e f·n.e:c ~,1t\ n/{\ .. }'} "'I1'l"J '} 

• f~,.p<;,ul 'P1''1":)"-"} O~I'l(q.). 

• fI.(too :r· /n.1MI·/ 

If 'yes', which cost of default should be given emphasis by the 
bank (C.B.E) 

• Claims against personal wealth -------------------------
• Claims against guarantees ------------------ ------- ----- -
• Social sanctions (via Iddir, kebele , etc.) ----------------
• Loss of future access to credit -------- ------------------ -
• Loss of oLher economic benefits ------------------------
• Other (please, specify) ----- --- ----------- ------------------
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