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ABS TR ACT 

Th e m~i n concern of this thesis has been to ass ess the 

r o le of the Commercial Ba nk of Ethiopia in savinzs mobilization 

and utili zati on. Th e necessary information WeS mainly obtained 

from second a ry s ources. 

Si mple techniqu es of a nalysis such as percent age s, graphical 

representations, r a ti os, e tc., are used to a nalyz e the data. 

Th e results indicate th at the pe rforma nce of the Ba nk 

in savings mobilization a nd utilization has, generally, been 

inadequ ate . Th e in adequacy of the Ba nk's savings mobilization 

effort is ex hibit ed by the low l evels of the ba nking ratio, 

changes in to t a l bank li abilities as perce ntage of GNP, and 

by the r at i o of bank depos its to money supply. The inadequacy 

of th e utilization of savings is indic~ted by the abs e nce of 

cle a r credit po licy, excess liquidity reserve , th e declining 

trend of l oa n-depos it r a ti o, Qnd by the hi gh security require-

ments. 

Th e paper su gg ests s ome chan ges in th e exist ing policy of 
J 

the Bank. Thus, both lending a nd deposit interest rates, credit 

and branch expansion policy, a nd se curity requirements have to 

be ch a ng ed inorde r f or the Bank to play th e maximum role in the 

growth of the Ethiopian economy. 



CHAPTER I 

1. INTRODUCTION 

1.1 Statement of the Problem 

The central issue of economic development is the problem 

of mobili zing and al l ocating r esources for growth in such a 

manner that growth becon~s self-sustaining. It is known that 

capital investment raises productivity and also that the rate 

of growth of production is mainly determined by the rate of 

capital formation. Any rise of the investment rate requires, 

in its turn a greater proportion of the national production 

to be saved. Given the low level of income in developing 

countries, it is in the short - run difficult to raise the 

rate of net domestic savings, a rate which in those countries 

hardly exceeds 15 percent of the national product and is 

mostly below 10 percent compared to 20-30 percent prevailing 

in the industrial countries. l 

Facts on the Ethiopian economy indicate that close to 

50 percent of the GDP, 90 percent of exports, and ove r 80 

percent of the employment is account ed for by the agricultural 

sector, manufacturing industry (including small scale industries 

and handicraft s) accounts for only about 11 percent of the 

GDP and about 31 percent of the total employment. The mining 

sector of the economy is still underdeveloped as its contribution 
') 

to the GDP is less than one percent.~ 

Ipeter Marlin (ed), Financial Aspects of Development in East 
Africa, Weltform-veriag , 1970, pp. 14-50. 

2The PMAC ONCCP) Ten Years Perspective Plan 19S4/85-1993/94, 
A.A . Aug. 19 84, P.20. 
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The growth performance of the economy over the past 
~ecade has been mixed. Between 1973/74 and 1977/78, the 
economy grew at the rate of less than one percent indicating 
a decline in per capita income slnce population was growing 
at a rate of 2.5 percent per year' during the same period. 
Between 1977/78 and 19H3/84 the growth rate of the economy 
a lthough marked by ups and downs averaged about 3.9 percent 
per year.3 

Economic growth since 1974 on the whole had been con-
strained by the low level of investment. Gross fixed invest-
ment as a ratio of GDP fell from about 10 percent in 1973/74 
to 7.5 percent in 1977/78. Between 1978/79 and 1983/84 the 
trend was reversed a s the investment ratio steadily rose to 
rea ch abo ut 12 pe rcent o f GDP by 19B 3/84. Inspite of the 
increasing trend , however, tne country' s investment ratio is 
still lower than the average of 14 percent for low income 
developing countrie s . 4 

The rise and fall in the investment ratio over the last 
13 years was paralleled by a somewbat similar patte rn in the 
domestic savings ratio. Gross domestic savings as a proportion 
of GDP fell from 13 percent in 1973/74 to about 2 percent in 
1977/78. In 19 83/84 it was estimated to be about 3.2 percent. 5 

3Ibid . 

4Ibid . P. 21 

5Ibid . P. 22 . 
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The strategy for development in Ethiopia is the part i-

cipation of the lnajority of the population in the development 

process. It includes reliance on local institutions and 

improved technology and indigenous effort for self-reliance 

and sustained growth. Thus, more reliance on domestic resources 

calls for inc r eased domestic savings . 

The significance of domestic savings is also emphasized 

by t he United Nations Commission for development. For examp l e, 

the Commission in its report concluded that the financing of 

developme nt must be based on the maximum exploitation of domestic 

sources of funds. The Cormnission further emphasized the role 

of domestic fi nance in economic devulopment as being the pre-

requisite fo r enabling countric;G to implement the social, 

political and economic policies Which they considtir most 

suitable for the improver;r'.-";-;; of their ,;tandard of living . 

'fhe role of for e ign finance il". econo,nic development can therefore 

only be of subordinate G cha.ract e r. 

It is stressed in the Ten Year Perspective Plan t hat t he 

financing of the investment p('ogl'amme will entail maximum 

effort to mobili ze thu necessary domestic and foreign r esources. 

Domestic savirlgs are projected at Birr 23.3 billion in current 

prices and will cover S5.5 percent of the planned total invest­

ment. 'r 

6Methods of Financing ~conomic Dev~lopment in Underdeveloped 
Countries, quoted in Edward Nevin, CapItal Funds in Under­
developed countries: the Ro l e of Financial Institution, London 
Macmillan, 19b1, P . XIII. 

70NCCP, Ten Years Perspective Plan , PP. 48-49. 
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Th e cru c i a l imp ort an c e of i nte rn a l a c c umulati on of 

investible funds f or de ve l opme nt i s thu s bey ond questi on. 

Brca dly speakin g , i nt e rn a l sup p li e s of c apit a l funds can 
be mobilize d through t wo ma in c ha nn e ls-th os e of fisc a l a nd 
monet a ry. The fo rmer inv o lve s imp ortant an d difficult problems 
concerning th e r e l a ti onship betwe en taxa ti on and incentives, 
the type of tax most suited to th e administrative machinery, 
etc., areas which this pap e r is not go ing to cover. The 
latter aspect, particularly th e a ssessment of the Commercial 
Bank of Ethiopia (CBEl i n s a vings mobiliz a ti on and utilization, 
is the c e nt ra l issu e of th e pap e r. 

In devel oping c ountri es like Ethiopi a , the margin of 

income above the sub s i s t en c e l eve l is narrow, ma king saving 
difficult. Other f a ctors such as th e r at e of g rowth of 
p opul a ti on hinder th e g r ow th of s a vings, th e r eby limitin g the 
amoun t of ca pit a l require d f o r productive inv estme nt. Even 
if there a re pe op le wh o c a n aff c rd t o save, th ey e ither 

prefer t o spend on tradition a l f o rms of unproduotive investment 
such as the purohase of jewels and other ma terials of prestige, 
or imitate the consumer habits of th e industrial society. 
Adverse effect s a re a lso produced by the wid espread paucity of 
investme nt opp ortunities, the rudimentary na ture of the looal 
c a pit a l ma rke t s , etc. 

More over, as in most LOCs, th e inadequacy of measures 

in Ethi opia t o e ff e otiv e ly mobilize rural s avings due t o the 
asssumpti on that th e traditi ona l s ecto r is c ha racterized by 
th e l ow productivity compare d with the mode rn s e ct o r led 
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not only to the low mobilization of savinGs but also to 

devote the largest pare of their 0tforts. to the mobilization 

of domestic personal savlngb and to the provision of credit 

facilities to the relntiv~ly small modern Hector. B Despite 

such efforts, mobilization of personal savings is practiced in 

Ethiopia by a small section of th(: urban population through 

traditional forma of saving such as 'Equb' and 'Idir'. The 

channeling of such savings into the modern sector through 

the intermediation of financial institutions is also far 

from being effective. 

'rhe practice of so und money marlag0ment by individuals 

and the regular use of savings and credit facilities (whe re 

they exist) of the financial institutions by the broad section 

of the populatiorl is limited. This indicates the gravity 

of the problem in the mobilization and utilization of savings 

in the country. 

An important task facing the country is thus the 

mobilization nnd utilization of such scarce financial savings 

by Commercial Bank branches. 

BU. N., Savings for Development: Report of the International 
Som oaium on the Mubilization of Personal Savin:s in Devalo 
Countries, N.I., apartment of International Economics and 
Social Affairs, 19B1, P.12. 
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As di,,~ussed in chapter tvlO, com;r.8rcial banks help 
mobilize savings. "Ih(:n censid"ring tilt! Commercial Bank of 
Ethiopia. its contribution for savings mobilization cannot 
be deni ed completely. However, th0 problem with th8 Bank is 
tha t the growth of deposit~ particularly saving and time 
deposits, have not been adequate. Moreover, the Bank has been 
facing a problem of utilizing its mobilized savings according 
to the priorities set out by national plans. Most of the 
credits have been channeled, into the trade sector of the 
economy the reby creating further distortions in the flow of 
credit ~ and failing to previda adequate cr6dit to the 
productive sectors of the national economy. 

Short - term plans of the Gountry as well as the Ten 
Year Perspective ?l~n, give priority to the development of 
the agricu ltura l s~ctor, since, as already pointed out, this 
sector is the backb()ne of the Ethiopian "conomy in terms of 
GDP, employment, fore i gn exchange "arnings, etc. For fulfilment 
of plans the role of the Bank is, therefore. paramount . 

1'he problems mentioned alJove, with emphasis on the 
mobilization and utili ~at ion of savings a r e examined critically 
in the following pages. Furthermore, the implications of the 
Bank's cr~dit policy on savings mobilization is diagnosed with 
the ultimate aim of pl·escribing altornative policy measures. 

1.2 Objectives and Significance of the Study 

1.2.1 Objectives 

The main obj ~' ctives of res"arch piiper are 

summarized as follows: 
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n) To explore in detail the structure, operations 

and d,:termJnants of the performance of the 

Cornnarcial 3ank of Ethiopia. 

b) To assess the level of financial development 

of the Bank, and also to examine the rate 

of change of this development in the post 

revolutionary period. 

c) To assess the performance of the Bank in 

savings mobilization, i.e., to look into the 

volume and rate of g,rowth of savings channeled 

into the Bank during th~ same period. 

d) To examine critica lly, the directiotl and 

degree of utilization of s avings among the 

diff0rent sectors of tne economy vis-a-vis 

the priorl ti es of the country as set out by 

th2 previous short and taedi um term plans, and 

~he Ten Year Perspective Plan. 

e) To prescribe policy options in the light of 

the findings. 

1. 2 .2 Significance 

The re exists little work done regarding the 

operation and structure of the commercia l banking 

syst em in Ethiopia . And because there is no clear 

unde rstanding of the commercial banking, there is 

no sound basis for the Ba nk's policies. 
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As the Ba nk is the ma in source of local funds, its 
role as s avings mobilizer ( i n differen~ forms of banking 
deposits and earnings tha t a i d economic growth) is sub­
stantial. Moreover, the Bank's role in the proper and 
efficient channeling of credits into the various sectors 
of the economy in accordance with given priorities is 
undeniably important. 'I'hus, works that alleviate the 
above peoblems and suggest alternative policies that 
could improve the volume a nd type of savings, and the 

utilizativn of cI'edi ts '11'0 immens.::ly important. 

It goes without saying, therefore, that the 

significance of thi s paper in bringing forth the 

lcnowledbe of operations anel analysi s of the performance 
of the Bank for f ormulating a lt e rna tive policies that 
a lleviate the probl~ms mentioned earlier is out of 

question. Boosides, the paper is impol'tant to bridge 

the existing re~earch gap. 

1. 3 r·it,thodo l ogy a,ld So urce of Data 

1.3.1 Me t hodology 

In this section the methodology consider ations are 
given. 

Time series data on demand, time and savings deposits, 
money supply, GNP, eBE credic and other related variables 
over the period of 1975 to 19ts7 are collected and compiled. 



- 9 -

The fol10wi ~g techniqu~3 aru utl1iz~d to mee t t h~ 

spec i f i c ob jectives of this st udy . 

1. To meet the objectivu of explcring t he s t r uc ture , 

operations and determinants of t he Bank, it s 

ex i s t i ng doc ume nts s uc h as pol ici es and procedures , 

ma nua ls , proclamat i ons, and r e l a t ed ma t eria ls on 

comme r c i a l ban king activi t ies a r e r ev iewe d ard 

examined vis - a - vis t he ore t ical a nd empirica l f a ct s. 

2. The objective of a s sessing the l e ve l of fi nanci a l 

deve l opment is llIet by analyz i ng the trend dist r ibution 

of total liabilities of the CBE as percentage of GNP 

for the given period . As the economy of the country 

grows, t he Bank's assots ( = l i abil i ties) must a lso 

increase, provide d i t r eceiVes an inc r eas i ng amount 

of depos it s and channels i ts savings t o produc t ive 

i llVeS\; ment t hrough time, in which case t he pe r centage 

di st r i but ion of co t a l liabi lit ies t o GNP must rise . 

This method has been suc cess full y utili zed by Ali 

Is sa Abdi t o s tudy t he r ol e of commerci a l banks in 

the e conomic deve lopment of Ea st e rn Afr i ca. Since 

the struct ur a l cha r ac t er i s tics of the Et hiopia n 

economy a r e slmila r t o tho se of East e rn Africa, the 

utilizat i on of the same me thod i s jus t ifi ed. 9 

9Al i Issa Abdi, Commerclal Banks and Economic De velopment : 
The Experience of Easte r n Africa, N.Y. , Pr aege r Publishers, 
1977, p. 67 . 
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As the Bank is the main source of 10Cdl funds, its 

role as sdvings mobilizer (in different forms of banking 

deposits and ea rnings that aid economi c growth) is s ub­

stantial. Moreover, the Bank's role in the proper and 

efficient channeling of credits into the various sectors 

of the economy in accordance with given priorities is 

undeniably important. 'rhus, works that alloviate the 

above problems and suggest alternative policies that 

could improve the volume Bnd type of savings, and the 

utilization of cr'edi t s 'lre immensely important. 

It goes without saying, t herefore, that the 

significance of thi s puper in bringing forth the 

knowled~e of operations and analysis of the performance 

of the ilank r or formulating a lternative policies that 

a lleviate the probl~ms mentioned earlier is out of 

que stion. Besides, the paper is important to bridge 

the ex i sting research gap. 

1.3 Mbthodology a.ld Source of Data 

1. 3.1 Met hodology 

In this section the methodology considerations are 

given. 

Time series data on demand, time and savings deposits, 

money supply , GNP, CBE credit and other related variables 

over the period of 1975 to 19(17 are collected and compiled. 
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3. To eva l ua t e the ef f ectivene ss of the Bank in savings 

mobili2ation, the trend of (a) demanu de posits as 

percentage of muney supply; dnd (b) time and savings 

deposits as percentage of money supply are analyzed. 

Money supply (~l) is currency outside banks plus net 

demand deposits . The different types of deposits 

expressed as p erC<2mtdges of money supply exp l a in the 

performance of the Bank in savings mobilization. The 

ratio of deposits tu Ml increases as the Bank's effort 

in mobillzing savings irlcreases thereby showing the 

degree of inst itutionalisation of savings. This method 

has also been utilized by Ali Issa Abdi in the same 

st1ldy ?ind for similar reasons mentione d above, it is 

a lso adopted here. 

4. To ~XUm1rjE the directioll and dclgree of' utilization o f' 

3avings amon~ th~ diffe~ent sectors of t he economy, 

simple quant It&tive t e chniCJ.ueG of analysis like 

proportions, ratios, graphical rep resentations, etc., 

are employed. 

1.3. 2 Source of Data 

All dat a on Bank liabi lities , money supply, 

Bank's savings, credIts, GNP, spati~l distri bution of CBE 

branches, population are taken from different issues o f 

Statistlcal Abstract (CSa), Quarta r ly Bulletin 

(National Bank of Ethiopia ) ~nd Statistical Rev i ew (CBE) 

as the case may ~pply . 



CHAPTEH Ii 

2. SURVEY OF LITERATURE. fiND BACKGROUND TO 'rHE STUDY 

In many l ess developed countr J.es like Ethiopia, financial 

institutions other than commercial ba nks arc usually narrowly 

distributed . In such countries very few p~ople are accustomed 

to holding finan cial assets and making use of banking facili ties. 

The prevalence of these situation is unfortunate despite the 

fact that the poorer the country the greater will be the need 

for financial institutions that mobilize saving and facilitate 

its utilizat ion. 

From the existing financial institutions in Ethiopia 

the commercial banks take the maj or sharr" in branch network. 

Relatively speaking, the CBE is the dominant type of organized 

financial institution which is the for~runner in existence and 

enjoy market monopoly. 

Therefore, the gen,,1''':!. theoretical o.nd empirical discussions 

of financial institutions in this chapter relate more to the 

commercial banking system than other financial instit utions 

in Ethiopia. 

In the survey of literature s uch pOints as the theoretical 

and empirical findings on the role of financial institutions, 

the effect of financial market repression on savings and 

hence on an economy, and the growth theory of f:Lnancial 

institutions are dealt with at l ength. 

2.1 The Role of Financial Institutions in Deve l op ing Countries 

Neo-classical growth theories provid~ mainly a negative 

role of the monetary process. According to these theories 

- 11 -
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"a reduction than an incre9sP in real returns on financial 

wealth stimulates saving and investment"l and so accelerates 

economic growth. 

Although theories of the role of finance in promoting , 

economic growth in ~eveloping countries were popularized by 

such economists as Shaw, Mckinnon and Galbis, they are not 

totally new ones. The first modern economist to understand 

the role of finance was probably Joseph Schumpeter who looked 

the credit-creation function of banks as •.•••• the monetary 

complement of innovatirin", innovation and entrepreneurship 

being central to his e ~planation of development. John Gurley 

and Edward Shaw laid in 1955 the bases to the modern explanation 

·cf the role of finance. Recent works by Shaw, Mckinnon, 

Patric and others stress the significance of a strong and 

efficient financial system in promoting economic growth. They 

a l so refer to Taiwan and South Korea as empirical examples 

supporting their thesis 2 • 

1shigeyuki Abe, Maxwell J. Fry, and others, "Financial 
Liberalization and Domestic sa~ings in Economic Development: 
An Empirical Test for Six Countries", The Pakistan Development 
Review, Vol. XVI, No.3, Autumn 1977, P. 29B. ' 

2M .~c..~a-'31 Dacosta, FinanQ l and DevelOtmeQt:the Role of Inter­
nahonal Banks VFthe l rlrrd wor"i'a. olorado, Westview press, 
1]82, P.P. i6-t? 
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We s ee that Sh aw and McKinnon take direct issue with the 

neo-classical proposition , indicati~g that "crucial ass umptions 

in this paradigm are erroneous in tile context of less developed 

countries". McKinnon provides an alternat ive model in which 

he states that "rea l money balances ~ r8 complements rather 

than substitutes to tangible investment". Sh~w rejects the 

neo-classica1 growth models in favour of the debt - inter-

mediatioin view. While McKinnon maintlins th e neo-c1assical 

"outside money" assumptions, Shaw assurBs an "inside money" 

6 ~c -nm; 'n whi c ~ money is backed, at 1etst partially, by 

productive inves tment 10ans 3 . 

The above a nd a number of other studies have attempted 

to clarify the already established hypoth euis (Gurley and 

Shaw in 1955 and 1966, Patrick in 1966) that improv ements 

in the financial intermediation process are d precondition to 

eccnomic growth. 

\oJhat is at issue in their studies is the .growth of 

financial savings as a~ alternative to consump~ion and 

investment in inadequate return undertakings, a nd the 

channeling of such savings from surplus to deficit spending 

units. To stimulate investment following the Keynesian 

tradition, such a transfer appears t o demand hi gh interest 

rate as opposed to low interest rate policies (McKinnon 1973, 

Shaw, 1974)4. 

3Shigeyuki Abe, Maxwell J. Fry, and others, The Pakistan 
Development Review, P. 298. 
! 

4 ' P.C.I. Ayre (ed), Finance in Developing Countries, 
Fra nke Cass Ltd., 1977, P. 58. 



- 14 -

Th e t heoretical postulat es of the new approGc h mentioned 

above rest on some facts me ntio ned bel ow, concerning the 

nat ure of eco nomi es of th e LDC~. 

Developing eco nomies are fragmented wh e r e in the old a nd 

mod ern t echn o l og i es exist side by side creating substantial 

disparities in r ates of return t o different investments. The 

second point is that a large number of the more modern 

production ' process es r eq uire comparatively large amounts of 

investment. Hence, indivisibilities become an important 

factor to be considered in th e process of deve lopment. 

A third point is th e se lf-fina ncing of investment. It 

is s a id th at fin a nci a l intermediation is in its infa ncy 

imposing serio us financial constraints on external investment 

in new t ec hn olog ies with hi gh return, while inves tment 

proceeds i n the older, se lf- financed sectors yield l ow return. 

Thus, improvements in the process of financial intermediation 

t e nd t o channe l financial a nd r ea l r eso urces from the low­

yielding investme nts to inves tme nts that are likely to 

result in acceleration in th e ove r a ll rate of economic growth. 

Finally, the role played by most gove rnme nts in LDCs has 

not bee n conducive since various policies hav e contributed 

substantially to the malfunctioning of the financial system, 

a nd to the inefficient us e of r ea l resourc es . The widespread 

exe roise of r eg ulatin g int e r est r ates , f or inst a nc e , which 

financ i al institutions pay for their deposit li abiliti es ha s 

resulted in very low rat es in the offi cial markets , a nd this 

h a~ ge neral ly le d t o a widening of t he existing gap betwee n 
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the demand for and th e supply of funds contributing to open 

or r epressed infl a ti on and t o the perpetuation of an un­

official non-institutionaliz e d f~nancial mark etS. 

The findings for a sample of developing Asian countries 

show that between one-half and three fourth of net household 

saving is in the f orm of increases in tangible wealth and 

that most of the assets held by such savers are under their 

own direct control. The findings elso indicate that, in 

general, the composition of individual resl asset possessions 

in less deve loped countries consist mainly of land and land 

improvements, simple agricultural a nd handicraft tools, 

livestock, inventori es like foodstuffs, and durable consume~ 

goods like precious metals, jewellery, etc. 6 

From b l hig~er percentage of tangible assets held in 

unproductive f orms of sustained growth in less developed 

countries, some can easily be changed to productive capital 

goods. This is particularly true of precious metals, excess 

holdings of inve nt ories, etc. The amounts kept in the forms 

mentioned above could be substantial and it may not be 

exaggerating to think of ratios of tangible wealth to GNP, 

even without including land, of 2 to 3 percent. A reallocation 

of as much as 10 percent of this possession in more productive 

forms could be equal to 20 to 30 percent of GNP and would 

7 increase the level of output by about 10 percent . 

5Ibid ., P. 59. 

6Hugh T. Pa trick, "Financial De velopment and Economic Growth 
in Und erdeve lop ed Countries", Economic Development and Cultural 
Change, Vol. XIV, No.2. J a nu ary 1966, P. 178. 

7Ibid ., P. 179 . 
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Th e need for keeping wealt h in the f orm of food-stuffs. 

oth er primary products. and even in the f orm of finished 

manufactured goods well ove r normal co nsumpti on or production 

needs in de velopin g countri e s is f or the import ant reason 

that inventories a re the only assets which are relatively 

liquid divisible and provide some protection against general 

consumer price inflation where a suitable financial asset 

alternatives are non-existent. Nevertheless. storage and 

spoilage costs are high and for individual commodities risks 

cf price fluctuati on could at times be unavoidable . 

It is believed that in the early stages of development 

individual s could prefe r holdin g of fin ancial assets with 

more at tract ive terms to holding ta ngible wealth in excess of 

the normul consumption and production nee ds. Thus. individual 

holdings Of prec i ous metals. foreign exchange and other foreign 

assets can b , changed directly t o socially productive goods 

by fore ig n tra ~' , . with exchange of imp orts of precious me tals 

or foreign exchan6~B. 

Th e main probl &, is. however. th a t individuals who keep 

tangible wealth may no ' necess a rily be those who are willing 

to hold productive asset.l . The possessi on of productive 

fixed assets in less develvped countries often necessitates 

entrepreneurial and man age ri 11 functions in which all wealth 

holders are not willing to en~age thems e lves. The possibility 

of holdin g superi or fin anci al ass e t s as oppose d t o keeping 
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invent ori es 3nd spec i e as a store of v ~ l ue enables tan g ible 

a sset ho l de rs t ~ give them up for financial assets . a nd for 

others t o a rra nge the tra nsfo rmat i on of t heso freed. tan g ible 

assets in to a mo r e productive form. What is so important is 

thus th e shifting of individual r ea l asset holdin gs to 

financial asset holding on one hand. and encouraging invest ors 

to incur financi a l li abilities in th e fo rm of credits that 

could be directed to productive investment 9 

The effect of financial structure a nd de velopment on 

economic growth is reflected by the a dequacy of the channeling 

of resources through financial institutions. Financial savings 

and aggregate savings in general may increas e depe nding upon 

the succ ess of the intermediati on function. Hi gher levels of 

capital formation in pro du ctive sectors and ot her essential 

sectors +or development and s ocial equity may also be brought 

about by improved financial int e rmed iati on. 

The techniq ue of transferring res ources through financial 

instituti c ns is by issuing their debts t o surplus spending 

sectors and relending the funds to deficit spending sectors. 

Financial intermediaries thus minimize the basic conflicts 

that limit th e transfer of resources by eliminating the 

coincidence of the occurrence of wants be tween borrowers and 

lenders. More over. financial institutions offer to savers 

divisible and highly liquid assets at a lower risk a nd to 

invest ors a large pool of resources. often at a lower cost. 

9 Ibid .• P. 181 
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Th e success of the intdrmedi5tion functi on is determin ed how 

we ll financial i ns t i t uti ons satisfy the pref orences cf both 

the borrowe rs a nd s a vers . 

Apart fr om the strong theoretical co nsiderations on the 

fundamental questi on wh et he r the saving-investment process of 

financial instituti ons brings forth higher s a vin gs than wou ld 

be avialab le, th e emp irica l verifications of in creased savings 

through financial int e rmedi a ries as institutions develop is 

a ls o well established. 

The re a sons fin a ncial development may insti ga te an 

increase in the agg regate vo lume of real savin gs are basically 

"th e oppo rtunity to s a ve via the introduction of new assets 

that dominate all previously ava ila ble ~ssets, th e improved 

yield of the avail ab l e va riety of asse ts, and finally the 

direct instituti ona l effect"lD 

Ali 1ssa Abdi exp lains the first reas on as follows: 

The improved opportunity to save effect is based on the 
assumption that the rudimentary nature of financia l development 
in the deve loping economies retards the desire to save. The 
portfol io choice of domestic surp lus units is I imited to holding 
e ither currency or physica l assets (inc luding inventory changes ) . 
The introduction of other f inancia l assets (such as sav ings 
ce rtificates , savings and loan shares, and '" bank deposits) 
increase the variety of assets avai lable. The new assets 
introduced by the deve lopment of financial institutions dominate 
the initially avai lable assets in terms of earnings, safety, and 
liquidity, since the risks attached to them are sma I I compared tO

lt the capital assets, and since currency is a barren asset at best • 

lOAli 1ssa Abrj i Commercial Banks and Economic Development, PP 3-4. 
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In this conn ect ion Patri ck says that there are a varie ty 

of relationships be tween the financial system and growth 

producing real factors. Th e most i mport an t of a ll the relation-

ships, he stres ses , the r e l ations hi ps of the stoc k of financial 

assets and liabilities to th e r ea l capital stock - its optimal 

composition and r a te of gr owth and its ef;icient allocation 

and utilization is the most imp ortant . Acc ordin g to him, 

there are th ree maj o r ways financial int e rmedi at i on influ e nc es 

growth 12 First, by bring ing a bout ch anges in its composition 

and ownership through intermediation among va rious asset ho lders, 

financi a l institutions encou r age a more e fficient allocation of 

capital. Financial institutions can influ e nce people to save 

and inve st by prov i ding incentives i n terms of in te rest ra te s . 

This helps the acc umulation of capital. Lastly, they encourage 

an efficient al l ocation of new investment from less to more 

producti ve uses, Ly intermediation between ent r ep re neurs a nd 

savers. 

It is known that savings mobilization is not an end in 

its e lf , Th e ultimate goa l should be its efficient utilization 

for economic growt h. The effici e nt a llocation of savings 

rests on a premise that the more developed and efficient the 

financial instituti onal system, the hi gher is the vo lume of 

domestic private savings channeled into it . It is basically 

the capacity of financial institutions to provide assets 

l2 Hu gh T. Patrick "Financial Deve l opme nt and Economic 
Growth", PP. 177 -17 8. 
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pre f e r a bl e to in t erna l savings and pri ma r y s e c uriti es own e r ­

ship that justifies their exist e nc e and deve lopm8nt . In 

addition, a transfer of savin gs from other channels, in 

particular from currency hoards, preci ous met a l hoards, or 

excess inventory accumul a tion to financi a l institutions in 

favour of financial assets improve the efficient allocation 

of savings. 

The distribution of savings differs from t he most 

efficient distribution of investment due to the main reason 

that the former depends primarily on income while the latter 

depends on willingness to take risk and invest, entrepreneurial 

talents and knowledge, and skill. The corollaries of this 

are that, as expl a ined ea rlier, individu a ls in developing 

countries tend to hold real assets, usually of relatively 

low productivity. Contrarily, efficient investors are not 

abl e to increas e sufficiently their investment holding of 

productive and tangible assets and their issuance of financial 

liabilities. This is to say that savers are not necessarily 

investors and investors may not save enough to self-finance 

their desired investment ou tl ay. As a result, marginal rates 

of return are not equated for different uses or among different 

users. This deficiency could not have been solved without 

recourse to financial intermedi a ries 13 . 

l3 Ibid ., P. 182. 
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The dev e l opmen t of financial instituti on s not on ly 

in c re ases the amo unt of capital available from any g iven 

amount of gross s a vin gs . but als o he l ps allocate s a vin gs 

which may result in hi ghe r returns on investments. Again. 

where capital and money markets are not a deq ua t e ly dev e loped, 

financia l institutions provide the only means of financing 

large complex investments. 

There are clearly some investments that due to indivi-

sibilities in optimum plant size, need expenditures far in 

excess of the savings of mos t economic units. 

More ove r. financial intermediation provides a variety 

of other incentive s to investors. 

The reduction In the e ff ective interest rate reduces 
t he cost of investrnont, the strength of the demand response 
depends on the e lastlcrty of tho marginal efficiency of 
capi t a l schedule. It should be pointed out that financial 
intermed iat ion does not mean that the interest rate necessa ri Iy 
decl ines ove r time, si nce in a growing economy investment demand 
may become increasingly strong. However, increased e ff ective 
financial intermed iation wi I I produce a narrowing of the 
dispersion of interest rates among different types and levels 
of credit worthiness of u&3rs, amcng geographical regions, and 
over periods of seasonal fluctations. This is the consequence 
of the imp rovement in financia l markets l4 • 

Fo'r ' m'a'flYlnV eSl:oref the' ihct-e ased access t o funds as a 

consequence of financial intermediation may be mcre 

important thBn the r e ducti on in costs. This is perhaps 

particularly true in devel oping countries. 

l4 Ibid • 
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Th e ava il ability of fun ds from fin a nc i a l institutions 

enables effici e nt invest ors to a ssume a gr eater debt position 

th a n they could otherwise and at the same time to undertake a 

larger amount of investment. In addition, acc ess to financial 

funds on reasonabl e conditions can stimul a te invest ors to 

expand their business sizes to c onceivabl e opp ortunities. 

Not mere access to finance but the entire financial environ-

ment, and the rationalism it implies that stimulates creative 

. t t 15 lnves men responses 

2.2 Fi na nc i al Repression 

The developing economy analyzed by McKinnon and Shaw is 

financially repressed. The central argument is that financial 

repressi on 'indiscrimina te distorti ons of financi a l prices 

including interest rates' reduces, 'th e r ea l rate of growth 

and the real size of the financial syst em relative to non-

financial ma gnitud e s . In all cases this strategy has stopped 

or gravely retarded the development process'. Many developing 

countries have appare ntly slipped into financial repression 

inadvertently, the original policy was aimed at financial 

t . t' 16 res rlC lon . 

Financial restriction motivates institutions a nd financial 

instruments. For instance the banking system is protectsd-

15 -
Ibid., P. 185 

l6Maxwell J. Fry, '!Models of Fin"ncially Repressed Developing 

Countries" "World De~lopment, Vol. 10, No.9 September 1988, 

P. 732. 
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hi gh r ese rv e requireme nts and obligatory ho ldings of govDrn­

ment bonds can be imp csed t o obtain increased bank saving 

at zero or low interest rate to the public sector . Pri v~ te 

bond and equity markets a re put down by, for instance, trans­

action taxes, stamp duties, special tax r a tes on income from 

capital, a discouraging legal framework, etc. Ceilings on 

interest rate are imposed to suppress compet iti on from the 

private sector. Under financial restriction, it was felt 

that ceilings on interest rates, high reserve requirements, 

suppression on the expa nsi on of private capital markets, etc •• 

can all incre ase the fl ow of domestic resources to the public 

sector without an accompanying rise in inflation or interest 

rates. 

The transfer of higher prcpcrtion of resources from the 

financial system to the public sector reveals, for the most 

part, successful financial restricti on17 . 

Selective or sectoral credit policies are commo n features 

of fin ancial r estriction. Selective credit policies necessitate 

sectoral credit policies, since financial liberalizati on 

enables financial channels t o gr ow for redirecting subsidized 

credit. 

The arguments expounded by McKinnon and Shaw assume that 

savings are positively related to the real rate of interest 

at each rate of eco nomic growt h. It is also contended that 

an administratively determined nominal rate of interest, which 

is common feature in less developed countries according to these 

17 Ibid . 
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aut hors, ho lds the r ea l r a t es below its eq uilibrium leve l in 

the fi gure shown bel ow. This situation is know n as one of 

fin a nci a l r ep r bssion in which 2 fixed in te r est rate such as 

r gives ris e t o 2n amcunt of savings t hat limits actual 
o 

investment to I 18. 
o 

If loan interest r ates SJch as r 3 a r e not allowed i. e •• 

if l oa n r ate ceilin gs are esta~lished, like institutional 

oeilings on depos its, non - pri '8 rationing of loanable fUl'lds 

must fo llow. Two important results from this s ituatio n are 

that, "first , savin gs rema in at a low level a nd so investment 

since savings are th e primary factors determining the real 

supply of credit , and second, invest ible funds are inefficiently 

allocated by means of non-price crit e ria. It is t hen claimed 

that botr features prevent both th e f ina nci a l syst em and the 

overall [, conomy from growing and deve l op ing . "19 

I8Gerardo M. Gonzales Arri esta, "Int erest Rates, Savings, 
and Growth in LD Cs: An Assessment of Rece nt Empiric a l 
Research." World Development, Vol. 16 , Nc.5, May 1988, 
PP. 589-590. 

19 Ibid • 
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The financial effects on savin gs from relaxing the 
intensity of financial r epression is observed when one considers 
a higher institutional nominal rate of int e rest equal to r l • 
This mechanism will ration out many of low return investments 
previ ously financed, thus increasing th e average efficiency 
of inve stme nt and raisin g economic growth, and this in turn 
shifts the savings function to B/g

l
• It is obvious that at 

the new rate of interest, actual investment II will be higher 
than in the former situat i on bec au se of increased savings 20 • 

20 Ibid ., P. 590 . 

• You can, for example, see World Development, Vol.16, No.5, P.590, Vol. 10, No.9 U1ay and Sept. 1988 and 1982 respectively), Pakistan Development Review, Vol. XVI, No.3, Autumn 1988, P. 30 1. 
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points on demand deposits end a 26 percent age points on long-

term deposits i s consequent upon a rise in the official 

ceiling cn nom inal interest rates from 15 to 30 perce nt . In 

addition, the ratio of M2 to GNP rose from 9 perce nt in 1964 

to 33 percent in 1969 showing an increase of financial savings 

for lending. Although there was a s harp increase in interest 

rates, private borrowing from banking system remained buoyant24 • 

Similarly, V. Galbis concludes that financial policy 

should be to maximi ze financial saving through a policy of 

interest ra t e that adequately rewards savers providing them 

positive real rate of interest. The savings must be efficiently 

allocated in those economic units with the best contribution 

to the national income25 • 

It is further recommended that nominal interest rate 

ceilings are highly destablizing policies in the presence of 

inflationary shocks. As deposit rate ceilings in the U.S. and 

other industrial countries have been responsible for disruptive 

dissint e rmediation in the periods of rising inflation and 

free market interest rates, all round ceilings on interest 

rate in developing countries have caused destablizing portfolio 

shifts from financial to tangible assets when inflation " 

accelerates 26 . 

24Michael D a~asta, Finance and Development, P. 17. 
25 

P.C.I. Ayre, Fin ance in Developing Countries, P. 58. 
26 Maxwell J. Fry, "Models of Financially Repressed Developing 

Countries", P. 732. 
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We conclude by remarking that the fundamental functions of 

financial institutions are to encourage savers to hold their 

wealth in the f orm of financial r a ther than l ess productive 

tangible assets. This will ensure efficient investment and 

allocation in the most productive sectors,and will provide 

incentives to attract increased saving, investment and pro-

duction. To achieve these goals, however, policy makers 

must formulate proper and sound policies for the operation 

and development of financial institutions. 

2.3 The Growth Theory of Financial Institutions 

As we have said already, the growth of financial 

institutions promotes hi gher marginal propensities to save. 

One aspect of this may be described as a direct effect oT 

institutional development on the aggregate volume of savings. 

The institution e lasticity of private aggregate domestic 

savings would obviously depend on the exi stence of alter-

native channels. In postulatin g this effect, W.A. Lewis 

claims, "there is a whole range of savings institutions that 

can be developed. Experience shows that the amcunt of saving 

depends partly on how widespread these facilities are, : if 

they are pushed right under the individuals nose, to the 

extent of having street savings group, or factory groups, or 

even deductions from earnings at source, people save more 

than if the nearest savings institution is some distance 

away27 

27W• Arthu .\~ The Th8o r~ of Economic Growth". N. Y. 
Harper a~d Row, ~70, P. 2 S. 
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In a more recent study. U Tun Wai. after estimating the 

relationship between financial savi ngs and retained earnings. 

conclude. that "the stat istica l evidence s e ems to support the 

hypoth esis that the greater the financial intermediaries the 

larger will be the amount of national savi ngs "2B 

There are two basic paths t o financial growt h: these are 

demand - following a nd supply- l eading phenomena. Their basic 

distinction is that the l a tt e r agg r essively seeks entrepreneurs 

and encourages them to invest in new ve ntures while the fomer 

simply accommodates demand f o r funds and the ad8~uacy of funds 

29 is not always assured . 

Demand - following approach puts emphasis on the demand 

side for financi a l institutions. As an economy g rows. new 

and increased dema nds f o r such ins ti tutions is created which 

is match e d by the su pp ly resp onse of the g r ow in g financial 

system. Ac co rding to this arg umen t the shortage of financial 

institutions in deve l op ing countries is merely due to lack of 

demand f o r them. 

Demand - followin g may be termed as a process in which 

"the creation of modern financial institutions. their 

financi a l assets and liabilities. a nd r e lated financial 

services is in respons e to the demand f o r thes e services by 

invest ors and save rs in the real economy •••• the evolutionary 

devel opment of the financial system is a continuing consequenc~ 

28Ali Is sa Abd i, Comme rcial Banks an d Ec onomic Development,P.6. 

29 H.T. Patrick. "Fin a nci a l Developmen t and Economic Growth". 
P. 174. 
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of the pervasive, sweeping proce ss of e conomi c deve l op me nt»3D 
Ch anges bot h in opjective conditi ons like the economic 
environment, the institutional framew ork, and subjective 
resp onses such as individu a l motivati ons, atti tudes, tastes 
preferences, etc., sha pe the financial system emerge d under 
this circumstances. The demand for services of financial 
instituti ons depends here on the growth of re a l production 
and on the monetization a nd commercialization of agriculture 
and other traditional activities. Th e faster the growth of 
real nati onal income, greater demand of enterprises for 
financi a l savings arises since under most situations firms 
will be l ess abl e to finance further l a r ge investments frcm 
own profi t. Fin ancial institutions he l p transfer s avings 
from indi vidua ls and slow-growin g to fast - gr ow ing undertaking 
in th e process of gr owth. 

The supp ly response of the gr owin g fi nanci al system in 
the demand - fmllowing process is presumed to emerge auto­
matica lly. It is assumed that the avai l ability of entrepre­
neurship in the financial sector is hi ghly e l astic relative 
to growing opportuniti es for profit from financial services, 
and thus the financial institutions grow suf fic iently. It 
is also assumed that a n attrac tive institutional, l ega l and 
economic e nvironment ex ists . As a co nsequence of this, 
financi al markets wid e n thus raisin g t he cha nc e s of ge tting 

3D Ibid . 
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much ct'edits t's ducin ,; risk which in turn feeds ba ck as a 
stimulant t o real g rowth. 

Th e demand-follo~Jing approach impli e s that finance is 
essentially passive a nd accommodative in economic growth. 
However, the increased supply of fi na ncial services in 
response to demand may not at all ' be automatic, flexible, 
o r cheep in developing countries . The banking legis lati on 
in early nineteenth century France, religious barriers 
against loans a nd interest charges in Italy may be cited 
as examples. Similar obstacles and ma rket imperfections 
may dictate inadequate demand-followin g response by the 
financial system in less developed countries today. The 
lack of financial institutions, theref ore, restricts or 
inhibits effective growth pa tterns and pr ocess 31 

The supply-leading phenomenon, on the ot her hand, is 
the creati on of financial institutions and supply of their 
services before they are demanded. Supp ly-l eadi ng has the 
functions of transferring resources from tradi t ional sectors 
to modern sectors, a nd of promoting and stimulating entrepre· 
neurial resp onses in these modern sectors. 

New access to the supply-leading funds may substantially 
motivate entrepreneurs by opening new horizons on possible 
business alternatives , which is the most significant effect 
of al l, particularly in deve l oping countries wh~re entrepre­
neurship is a major constraint on development. 
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New government fina n ci ~ l institutions oen be created 
usin g go vernme nt oapit al and perhaps dire c tly subsidized by 
government as Bxperi e nced in Russia in the latter part of the 
nin eteenth century a nd by many today!s deve l op in g oountries. 
Seoondly, pri vate financial institutions may receive direot 
or indireot subsid ies often the l atter by numerous ways. 
Commeroial ba nks issue banknot e s under f a vourable coll a teral 
conditi ons although this may be l es s important today than its 
modern equivalents of al lowin g private fin a ncial institutions 
to create de pos it mo ney wi th l ow r eserve requirements and 
oentral ban k redi s cou nt of commerc ial ba nk loans at interest 
rat es effeotively be l ow l oan i nterest rates. Third ly, new 
mode rn fin a ncial instituti ons may a t the beg innin g l e nd 
profitabl y l a rge amount s of funds to t rad itiona l sectors 
and then gr ad ua lly shif t their p r ov i sion of funds to th e 
modern sector as the e conomy de velops. Th erefo r e , supply­
leading fin anc e gives a n opport unity to encourage real growth 
by financi a l mea ns . It is thus likely to pl aya more significant 
r o l e at th e be ginnin g of the growth process t han the l a ter32 • 

32 Ibid • 



CHAPTER III 

3. TtlE CO~lMERCIAL BANKING SY3TEM IN bTHIOPIA 3.1 The Origin and Evolution of Banking 
Commercial banks have contributed to the growth of today's more advanced countries by increasing the availability and amount of credits, by investigating or by participating in the financing of manufacturing proJects and of public works, and by purchasing government bonds. 

It is thus useful and instructive for today's developing countries that are thinking of the possible role of banks in helping to promote the growth of their economies, to look more closely at the role of the early banks. 
The I"lrst people who are said to have began banking-like activities were the goldsmiths who still maintain strong boxes to keep their gold. Individuals who possessed such valuables as ornaments, gold coin and plate would deposit such items with goldsmiths and other reliable merchants 1n return for a receipt . The paper receipts issued by the goldsmiths were, in effect, promises to repay a stated value of gold at any time the depositor wanted it. 

As the gold was less protable than the receipt, it became convenient for the depositor to pass on the receipts whenever he wanted to make payment to a third party, so long as the reputatlon of the goldsmith was enough to ensure acceptability 

- 33 -
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of his proml s e to pay. The fundamenta l principles of the operation of th8 modern banking syst em and the faith of the 
1 

publ i c in currency 'le re thus es&ablished.~ 
It was soon realized by the go ldsmi ths that they were asked at anyone time to refund only a certa in portl0n of the gold deposits and thus they could safely issue receipts in excess of the gold deposits still equally maintaining the confidence of the public. They could, thus . issue notes to borrowers who undertake to repay the amount with interest. This substantially i ncreased the profit ability 01' their operations. It is under those circumstances that the early goldsmith-banks ~ere s a id to have been"'Creating money ': for the va lue of re ce i pts could now exceed the amount of go ld 'withdrawn fr om circulation' by the go ldsmiths . The additional 

receipts i ssue d a id. howeve r , me an an increase in the liabilities 
of the bankers, Gi nc e they could be presented for repayment at any time . These l iabilit i es are ba l anced by interest-earning assets : but it was still necessary fo r liabilities to be 'backed' 

by a sufficient r eserve of gold. h2 

1 

2 

I. Livingstone & H.W.Ord (ed), Economics For Eastern Africa, 

Heinman Educationa l Books Inc., 1980,P.366. Also see Belai 
Giday, Currency and Banking:Ethiopia, A.A . , Commercial 
printing press, 1987, P.66. 
Ibid. 
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The early mer chant banks developed alon~ the li~es described above. Nevertheless, another line of historical argument explains tnat monaatries, new reli&iOnS orders, Jews, and F'rench and En&.lish men had helped the development of 
< 

banking, particularly in the western world.~ 
Cyril James explains that financial institutions make up an integral part of the network of civilization that has developed In the western world. "Money was used long before the golden age when Athens was governed by pericles. Banking institutions had been operating in Mesopotamia so long before the time of Abraham that they had developed the standards of financial practice which were given legal sanction in the great code of HamJnurabi". il 

l'Ioney was circulated in communi ties around the Mediterranean aurlng the years that followed the collapse of the Roman Empire, while gold and silver were used at the periodic Fairs in central Europe. Although some monetary lnstitutions developed at a lower level survived the break up of' Rome, banking seemed to have vanished from Europe although knowledge of banking practices may have lingered on in the commercial centres of the Saracentic Empire. 

3 F.Cyril James, The Economics ,of Money, Credit and Banking , 
The Ronald Press Co., N.Y., 1946, PP. 106-113. 

4Ibid . 
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The Roman Emperors from Nero to Diocltain had undermined 

the monetary system to such an extent that imperial coin was 

no longer acceptable and, when mO]letary institutions slowly 

reappeared during the Middle Ages. During the later part of 

the Middle Ages, the growth of the operations of financial 

institut ions was attributed by the monastries. From the e ight 

century onwards, the monastries of Western Europe became 

increasingly wealthy taking the advantage over the landlords 

that they were able to read and to keep accounts. Thus they 

usually operated their manors more profitably than did the 

landlords and the wealth that accrued from efficient agriculture 

was greatly augumented by the bequests and donations of the 

fai thi'ul. 

Long before the end of the 'centh century, people who wished 

to safeguard their treasure turned to the monas tries and thus 

the great abbeys were actively engabed in finance both as 

custodians and as trustees. 

A fter the eleventh century, however-, the 1Il0nastries became 

less important as financial institutions than the new religious 

orders which acc umulated wealth for similar reasons. Inspite 

of the fact that the wealth of the monastries and religious 

orders drew most of the attention of the public, they were faced 

with a good deal of competition from the emerging Jews financiers. 

Thus, by the end of the twelfth century the Jews had grown too 

rich in England until the mass persecutions around 1290. 
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Durinb the foupteen~h and early fifteenth century , t he 
official positions of Royal Bxchanges and Royal moneyer were 
fill ed by t':ng lishmen <lnd Frenchmen. 

Whe ther or not the goldsmi th, the monastries, religious 
orders, etc. had began banking pract ices, it i s believed that 
the origin of banking is traceable to ancient Assyrians, 
Babylonians and Athenians. But the forerunners of modern 
banking are considered to be the Bank of Venice, the Bank of 
Uenoa and the Bank of Amsterdam es tablished in 1171,1320 and 
1609 r espectively. The Martins Bank in London has been operating 
on its original s it e since Sir Thomas Gresham, a goldsmith, 
established it in 1563 "at a sign of GraSShoper. n5 

As early as the year 1200, bankers we r e advancing beyond 
t he level of mere money changing and were entering into the 
activity of banking as it is pre sent ly defined. In Genoa, for 
example, they began to accept deposi ts of the current and the 
fixed peri od , to a dvance credit to merchants and traders, and 
were becoming involved in foreign trading and other business 
activities. Historical evidences reveal that they dealt in 
foreign currency and extended credits t o be repaid at the 
Faire of' Champagne in l!'rance, that served at the time as the 
great foreign exc hange dealing house of Europe. The importance 
of t he faire declined a s the Italian bankers moved to establish 
branches in European cities not only to finance trade between 

5Robert O. Edmister, Financial Institutions, Markets and Managements , McGrew-Hi ll Inc., 1980, P.73. 
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the countries bU1; also t o l end to fi,erch3.11ts and businessmen 

of the countries into which they moved. 6 It can be seen tl.at even at this early stage bankers were 

helping to f acilitate the flow of trade between countries and 

beginning to lend overseas . 
Towards t he beginning of the fifteenth century, the most 

important of the Italian banking house was I'jedici Bank founded 

in Florence in 1397. 1 Apart from establishing foreign branches, 

the pJedici lent heavily to monarchs. While extending their activities to overseas by financing 

international trade and by l ending to governments, banks were 

at the same time contributing to the expansion of conunerce, 

manufacturing and infrastructure within their individua l 

countries. 

In ,O:ngland, for example, banks such as Lloyds were closely 

connected with industries. It is noted that the early banks 

"generally originated as the ancillary business of t raders, 

manufacturers, and mining concerns".8 Usually secured by mortgages on property or by simple 

promissory notes, direct long - term loans to industry were 6Nichael Dacosta, Finance and De velopment , P.26. 

7Ibid. 

8Ibid . 
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also common and substantHtl by hist oric:al standards . Banks in Britain Nere actively fLia:lCing ma.nufacturing industries, mining, etc., both fo r working capital and fixed capital invest­ment. The contribution of banks to the exce llent t ransportation 
system in Britain is significant . 

In Belgium the ba nking sys tem was probably even more directly involved in industry . These banks "actively sought new firms, underwrite their stock issues, finance potential stockholders, held stock in their own names , placed their officers on t he boards of dir-ectors of companies they promoted, 
and minister ed to the companies' needs for both wor king capital 
and new capital for expansion . n ~ 

German banks were also closely involved with industrial companies, not only by providing financ e, but also by purchasing 
stock . They continue to perf orm t hat function today. In Russia, 
the banks assisted the state in financing railway construction. Outside Europe, t he Ii leading role" of t he banking system in financing Japanese industrial growth has been propounded by patrick as the best examp l e of the sequence of supply-leading and demand-following finance. A modern banking system was created, which in the absenc e of large scale industrial demand fo r funds initially concentrated on financing agriculture, domestic commerce, etc., although Yamamura has disputed this thesis by pointing out that the banks only became interested 



- 40 -

in those concerns which we r e alre~Ldy welJ.-es tablishea arid 

viable. IO In the Unit e a States, the r a pid development was 
helped by bank financing of canals, railroads , and other public 
works. 

3.2 The Development of Banking in Ethi opia 

The origin of banking in Ethiopia dates back to 1905 when 
the Bank of Abyssinia was e stablished in Addis Ababa under 
partnership with the British owned National Bank of Egypt. 
This bank was given the sale right of issuing bank notes and 
minting coins. 

Bank of Abyssinia branch offices were opened in Dire Dawa, 
Dessie and Gore . It had a lso an agency office in Gambella and 
a transit office in Djibouti. 

Other banks establishe d in Addis Ababa at the time were 
Societe Nationale D'Ethi opia poure Ie Development de l'Agricul-
ture et du Corr~erce opened in 1908 . Bdnque de l'Indochine and 
Compagnie de l'Afrique Orientale were both opened in 1915 . 

The Bank of Abyssinia lasted until 1931 when it was re-
placed by the local Bank of Ethiopia . Bank of Ethiopia, the 
first indigenous bank, was established with a required capital 
of pounds s t erling of 750, 000 11 . The new Bank took over the 
co~nercial activities of the former bank and was authorized 
to issue notes and coins; and had branches in Dire Dawa, 

f~H.T. Patrick, "Financial Development A~Economic Growth", PP.177-18 Bela i Giday, Currency & Banking: Ethiopia , P.71. 
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Debre Tabor ,. Har ar, Gore, Dessie and an a.gency in Gambella as well as a transit offi ce 1n Djibouti. 

Bani< of it hi apia .. la s ill turr, liquidated in 1936 when Italy invaded Ethiopia. During the five years of the war against Italy a number of Italian banks established branches in major towns of Ethiopia.Such banks include Banco D'Italia, Banco di Roma, Banco di Napoli and Banca Nazionale de Laboro and were closed after the Italian defeat e xcept Banco di Roma and Banco di Napoli which operated in Asmara and their sub-branches in Assab and Massawa. 

In 1941 a Britlsh bank called Barclays Bank started banking services in Addis Ababa and operated until 1943. 
In ly42 a government owned bank the State Bank of Ethiopia was established as a commercial bauk with a capieal of one million Maria Theresa Thalers . 'rhe next year the same bank was entrusted with a dditional responsibilities of a central bank and was authorized to control the issue of currency, to manage t he foreign reserves of the c6untry and to act as a fiscal agent of the government. The bank continued its operation with its dual responsibilities for twenty years until it was reorganized into separate commercial bank and central bank entities as of January 1, 1964. 

The first privately owned commercial bank called Addis Bank was established in 1964 having a capital of Birr 250,000.00 12 

12 
Dembel Balcha, Analysis of the Contribution of Financial 
Intermediaries in the Saving and Investment Process ln Ethiopia 
1963 - 1973 (Ph.D. Dissertation), University of Microfilms 
International, 19~6. 
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subscribed by its founders; and in 1967 the second private commercial bank - ganco di Homa (Eth.) with an initJal capital of two million dollars was established. Another privately owned commercial bank called Banco di Napoli Vias set up in 1970 . 
There were three commercial bank offices in 1943, and this number rose to 21 in 1963. including a branch in Khartoum, and transit office in Djibouti. There were 121 branch offices in 19J3. about one-third of which are concentrated in Addis Ababa and Asmara. 13 The total number of branches reach 154 in 1987~4 

The two commercial banks - the Cow~erclal Bank of Ethiopia S.C. and Addis Bank - continaed their operations with their stated objec;;ives until 1980 when they were amalgamated to the present COlillliercial bank of Ethiopia with the fol10wing new Objectives. 15 

1. To extend commercial banldng services throughout the country; 

2. to encourag," the mobilization of saving by making the people aware of the use of banking; 
3. to extend loans, credlts and all other banking facilities to any person for specific purpose 

and periods; 

4 . to spread widely banking habits among the people. 

131bid . 

14 
Commercial Bank of Ethiopia , Statlstical ReView, Planning 
and Business Development Division, A.A., No.6, June 1988, P.19. 15Negarit Gazeta Proclamation No .184 (A proclamation to provide 
for the Establishment of the Commercial Bank of Ethiopia), 
BSPP, 1980, P.IOO. 
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3.3. Functional helatlon wi t h t he National Bank The Commercial Banl{ and other s imilar financial inst itut ions are controlled and supervised by t he National Bank of Ethiopia. 
The purpose is, it is said, to guide them to 
operate according to sound banking practices. Article 6 of the Monetary and Banking 

proclamation No.99 outlines the purpose of the 
National Bank as fOllows : 16 

The purpose of the National Bank by whic h it 
shall be guided in all its ac tions are according 
to the National plan to: 1. foster balanced and accelerated economic development; 

2 . promote and maintain high level production, 
employment and real income; 3. encourage and promote the full de velopment 

of the productive forces of Ethiopia . In order to fulfill the above purposes the 
National Bank enjoys a number of rights which are 
also indicated on the same proc l amation. 

6 1 Negarit Gazeta No.1, 21 Sept. 197 6 (Proclamation No . 99 

of 1976 Mone tary and Banking proclamation). 
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The strategy for developmen t in Ethiopia is the parti-

cipation of the majority of the population in the development 

process. It includes rclianc~ on local institutions and 

improved tec hnology and indigenous effort for self-r e liance 

and sustained growth . Thus, mor e reliance on dome stic resources 

calls for increased domestic s avings . The significance of domestic sav i ngs is also emphasized 

by the United Nat ions Commission for development . For examp l e, 

the Commission in its report concluded that the financing of 

deve lopment mu s t be based on ~he maximum exp loi~ation of domestic 

sources of fund s. The CorJUnission further emphasized the role 

or domesti c fil io.nce in eccnomic dev"lopmc:nt as be ing the pre-

requisite fo r enab ling count!'i,,::; to impl,~ment the social, 

politica l and economic policies WhICh they considtir most 

suitable for the improveGL~~ of thair ~tundard of living. 

The role of foreign finance in econo~iu dev~ lopment can therefore 
G 

only be of ::;ubordinatc characte r. I t is stressed i n the Te n Year Perspective Plan that the 

financing of the inves t ment pcogl'amme vlill ent a il ma ximum 

effort to mobilize th~ neces sary domestic and foreign resources. 

Domestic savirlgs are proj ec t ed at Birr 23 . 3 billion in current 

prices and wil l cover 55 . 5 percent of the planned total invest­

ment. '{ 

6[vle thods of Financ; ng bconomi c Dev", l opmen]; i n (J nderdeve l oped 

Co untries, quote d in Edwa rd Nevin, Capital Funds in Under­

deve l oped countri e s: the Ro l e of Financial Institution, London 

Macmi llan, 19b1 , P . X!II. 70NCCP, Ten Years Perspective Plan, PP. 48-49. 
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ThuB as stated in artic l e 9 the National 
17 Bank i"lay: 

1. Hegu lat e t he supply and ava ilability of money 
and credit a~d appl icable interest and other 
charge; 

~. establish, consolidat e or dissolve banks and 
other financial inst itutions and define or 
modify the functions thereof; 3. supervise, regulate and contro l the operations 

of banks and ocher financial institutions; 
4. encourage organi2ed bodies such as 'Idir' and Equb' to transact their business dea lings through banks; 5. adopt measure s which will ensure thae monetary and financial r esourc e s are utiliz~d in a soc ia lly benefic i al and economical manner a:ld at the same time foster the growth of the socialized sectors; The same procla mation empowers the National 

Bank to ensure "the efficient and optimal allocation of monetary resources among banks". 
And also to set terms and conditions f'or short 
and long term refinancing facilities availab l e 
to banks. 
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In addit i on , ~ he h ati on~l Dank issue E 

directives with respect t o credit transactions 

of the Commercial Bank and other institutions, 

as well as its own credit transactions with the 

Commercial Bank and other financial institutions. 

[·'ost important of all , the National Bank is 

empowered to determine or vary the rates of 

interest the Commercidl Bank and other financial 

institutiollS charge for different types of loans, 

advances and other credit transactions and for 

different categories of borrowers, as wel l as 

pay on various types of deposits. The National 

Bank requ i re s the Commercial Bank to Iceep with 

the former in cash anJ in other forms of liquid 

asset s including Governme j l ~ securities, an amount 

equivalent ~o five percent of deposits. 

The Con~ercial Bank must 0btain approval from 

~he National Bank for the opening, closing or 

t r ansfer of a branch. 

It ca n thus be noted that the Commercial 

Bank does not have an.>' discretionary power 

that enables to carry out its objectives. 

However. this may not be taken as a unique 

limitation, since sucll power is exercised by 

almost all central banks in the world. 



CHAPTER IV 

4 . AN ASSESSMENT OF THE ROLE OF THE CBE IN SAVINGS 

MOBILIZATION 

The theoretical discussion of the previous chapter 

serves as a background for the examinati on of the Bank ' s 

policies and savings mobilization efforts which are treated 

below. 

4.1 The Branch Expansion Policy 

The branch expansion Policy of the Commerc ial Bank of 

Ethiopia (CBEI.set out by the Nat ion al Bank of Ethiopia in 

1976 has the following objectives~ 

a. To promote and accelera te a balanced regional 

distribution of banking services throughout the 

cou ntry andl 

b. to ensure that the banking system plays a more 

active role in economic development by taking the 

initiative to stimulate econom ic activity in 

potentially productive areas through the provisio n 

of banking fac ili t i es . 

Th e policy stresses that financial institutions . which 

are instruments of the Sta t e . hav e the obligation to reach 

the small farmers. the industrial proletariat, the shop-

keepers and cottage industry ow ners, etc . It is the policy 

of the Bank not to wait until a certain area is developed 

before branches are established. 

the Nationa l Bank dated Se tember 

- 4R -
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Instead, branches nlust be ope ned and they shou ld 

strive to e ncourage the l east develo ped but pot8 ntially 

rich area s. Furthermore, according to th£ policy, the 

overriding objective of financial institutiolls should 

not be th e maximization of profit but th e a ccel aration 

of the rate of economio growth a nd development as well 

as the uplifting of the standard of living of the broad 

masses. Th e policy points out that the future branch 

expansion policy of financia l institutions should aim 

at an e ffective mobilization and proper utilization 

of th e bank r e sources to meet the ne eds of planned 

and bal a nc ed eco nomic development,taking into acco unt 

the e limin at ion of r egio nal i mb a l ances as well as 

. . th 2 
servlclng e masses . 

The directi ves for establishing new bank branches 

outline, that inorder to f acilitate the fair distributi on 

of bankin g facilities a nd adequate ba nk services, the 

CBE and ot her financial institutions must open a branch 

in each Awraja where there are no branches in the three 

years e ffective from the operational date of the 1976 

policy, provided circumstances permit. 

According to th e policy, area s other than Awrajas 

which must be equally considered for branch establishment 

2 Na tional B3nk of Ethiopia, Bra nch Expansion Policy, 

1976 , P.2 . 
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must bo those which have economic potential. Re gions 

neglected for political and social reasons we re given 

dUB consideration in the policy in establishing new 

branches in addition to the target of one branch for 

h A 
. 3 

eac wraJa . 

The policy states that an aggresivB branch 

expansion ca n be instrumental to overcome the probl em 

of unemployment, accelerate rural co-operatives, 

stimulat e the g rowth of small scale and cottage 

industries and meet the economic, social, and political 

needs of the population . Fina lly, the policy points 

out the following by way of avoiding duplication of 

efforts, misallocation of financial and human resources 

and maintai ning the maximum rationalization of banking, 

priorities in branch expans ion. 

1 . Administr~tive
 regions that have been neglected 

in the past, particularly Gojjam , Arsi, Bale and 

Gamo Goffa. 

2 . each of the 52 Awrajas which at tha time did 

not have ba nk branches, 

3. potentially productive areas such as Wushwush, 

Asmara Valley (Sidamo region), Yabelo , Metekel, 

Dejene, Yubdo (Wellega), Geleb and Hamer Bako 

(Gamu Goffa), Coffee Improvement project areas 

(Goma and Manna) in Kaffa , Haru in Welleg a , 

3Ibid ., P.3. 
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oa rolebu in fl a r a r ghe, Mettu a nd YayG in Illubabor 

and Virga Chafe and Dale (in Sidamo). Awash valley 

particular ly Amibara 8olehamo Angl el . Kibre Me ngist 

(Sidamo). Bure (Gojjam), Sakota (Wello). 

4. areas which are densely populated and where there 

are significant economic act iviti es. 

5. towns along regional and i nte rnat ional highways 

and also those lying along the borders. Thes e 

included Moyale, Mega , Yabelo, Finchawa, Agere 

Mariam, Fisiha Genet (Sidamo). Ferfer, Shilabo 

Kebre oehar, oga Habour, Kurmuk, Asosa, Bambesi 

(Wellega), Jikao (Illubabor ) , Metema, Wagna, Chi l ga, 

Azezo, Sebdrat (Eritrea). 

6 . where peasant associations hav5 large membership 

and are WEll organized. Such associations included 

at the time those in Kola oega oamot, Ticho, Arba 

Gugu, Ambasel, Raya & Kebo , Webera , Garamuleta, 

Raya a nd Zebo, Debre Ta bor, Horo Gudiru, 

7. a reas where th ere are significant commercial , 

tourist and other economic activitiesl 

B. areas where political co ns iderations are of 

primary importance in accordance with government 

policy. 
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Tabla 4.1: Distl'ibu tio n of e8['. Bran ch Offices by 

Wore da and A~raja 

No. Admi n i s tr,:;t i va No . of No . of No.of No.of No . of . Tota 1 tID 

R8gion AwrajiJ banke d Woreda banked Unba nked of branch 

Towns Awraj a Towns Woroda Wcreda offices 

towns Town s Towns 

1. Arsi 3 3 22 2 20 5 

2. Bale 5 3 25 25 3 

3. Gamo Gofa 4 4 22 1 2 1 5 

4. Gojam 7 7 35 3 32 10 

5 . Gondar 7 5 29 2 27 B 

6. Eri trea 8 6 33 33 9 

7. Harrargne l ~ 10 66 3 63 15 

B. Kaf f a 6 4 38 1 37 6 

9 . We 11ega 6 6 49 3 46 9 

10. 5hGa 11 11 93 11 89 23 

11. 5id" mc 6 6 34 5 29 11 

12. 111ubabour 5 5 34 34 5 

13. Wollo 12 8 37 2 35 11 

14. Ti grEli 8 6 55 55 6 

15. Ass eb Adm . 1 1 5 5 2 

16 . Add i s Ababa 26 

T 0 T A L 102 85 557 33 544 154 
============== ==== === ============ ==== =========== = ====== == =========== 
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Tabl e 4.2: TOW 'lS with Mor G Then One Branch 

No. Towns Branches 

1 Asmara 4 

2 Assab Adm. 2 

3 Addis Ababa 26 

4 Nazareth 2 

5 Jimma 2 

6 Gonder 2 

7 Dire Oawa 3 

8 Dessie 2 

TOT A L 43 

=== = ================================== 

Source: Commercial Ba nk of Ethiop ia. 

Stat i s tical Review. Planning 

and Bus iness Dev ' t Division. No . 6 

Jun e 1988. P. 19 (for bcth Tables 

4.1 and 4.2l. 
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Table 4.3: Branch Development by Administrative Region 

(End of June, 1988) 

Region 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 Total 
1 Arssi 111 144 4 5 5 5 
2. i3ale 1111122333 
3 Eri trea 8 8 8 8 3 8 8 8 8 8 
4 G"tlO Gof f a 1 1 1 2 2 2 2 3 3 5 
5 . Gojam 2 2 2 4 5 8 8 8 8 8 
6 Gonder 3 3 3 3 4 5 5 6 6 6 
7 Hnrarghe 8 8 10 10 10 11 11 11 11 11 
b Illubabour 4 4 4 4 4 5 5 5 5 5 ---9 !:effa 4 4 5 6 6 6 6 6 6 6 
10 Sidatlo 7 7 8 8 8 8 8 9 9 11 
11 Shoa 15 16 16 16 17 18 20 21 23 23 
12 Tigrai 5 5 5 6 6 6 6 6 6 6 
13 We11ega ' 4 4 4 4 4 6 7 7 7 7 
14 \';e 110 6 6 6 7 7 8 8 8 9 9 
15 Addis Ababa 24 25 26 26 26 26 26 26 26 26 
16 Assab 2 2 2 2 2 2 2 2 2 2 
17 Djibouti 1 1 1 1 1 

TOT A L 95 97 102 108 114 126 129 134 138 142 

Source:C.,B.E., S!:.4.t.isticaJ.Jl,!i~yJ~W, June 1980, P.21 
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Table 4. 4 : ara~ ch 85 D p a n~d [July 19 74 - Ju ne 19 BB ) 

Year Branches Year Branches 

1974/75 l. Dubt i 1979/eO 1. f\ssosa 

2. Ma hcl G:;;!b8~O 2. Shambu 

1975/76 1. Gulela 
3. H~rna 
4 . Be t t i 

2. ~1eki 5 . fldd i s Zeme n 

1976/77 1. J.\nd i net 5. Chag ni 

2. Go bi:! 7. Motta 
3. De de r 8. Al a bu Kul ito 

4. Kibre Me ng i s t " ~ . Bi ch e na 

5. Mi za n T8feri 10. Te ppi 

19 77 /78 1. Ma i ch ew 1980/8 1 1. Ho let a 
2. Al amata 2. Ne j o 
3 . Dan gl a 3 . Ef f es on 

4 . Deje n 
5 . Gi dole 
6 • Bonga 

1978/79 1. Deb r e Tabo r 1981/82 ]. ~ Gini r 
2. Fi not e Selam 2. YBla Sawl a 

3. P,rs i Ro bi 3 . Da bat 
4. Huru t a 4 . H,)gere Mari am 

5. T . 
l enS:31 Berhan 5 . Zewai 

5. Butajira 
19b2/83 1. Werei ll u 

2. Ale m Ke t ema 
3 . r1eh a 1 ~1e d a 

4 . Bo koji 

1983/84 l. Yebe l o 
2 . Che nc ha 
3 . Jinka 

1984/85 1. De ge ha bour 
2. Ke br i De ha r 
::J • Meke nCl Sel am 

19 8 5/ 86 1. Nif as Mewcha 
2 . Me l ka SCldi 

1986 / 87 1. Adi Keya h 
2. Ad8t 
3. Es t e 
4. Agew Gimja Bet 
5 . Tenta 
6. Arjo 
7 . Gulis so 

198 7/88 1. Fugnan 8irra 

Source: Comme r cial Bank of Ethiopia , 

Statist i cal R8view , June 19S5, " 23 , . 
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Table 4.5: Populotion - Branch Ratio 

Population in '000 

To t c l Num be r 
Ye a r of branches+ 

Total Numbe r Annua l Rate of 
o f populati on Growth of 

~~~~---------

No. of 
peoplB per 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

198 2 

1983 

1984 

1985 

1986 

1987 

AVBrage 

95 

97 

10 2 

108 

114 

126 

12 9 

134 

138 

142 

145 

147 

154 

23,906.3 

27,907.6 

28,637.1 

29,408 .2 

30,250.6 

31,065.3 

31,904.1 

32 , 775 . 0 

41,036.0 

42,155.0 

43,350 

44,554.8* 

45,958 .7 * 

Branches Populati o n 

2.1 

5.2 

5,9 

5.6 

10.5 

2.3 

3 . 9 

3.0 

2.9 

2. 1 

1.4 

4.8 

4. 1 

16. 7 

2 . 6 

2 . 7 

2 . 9 

2.7 

2.7 

2 .7 

25.2 

2.8 

2.8 

3.0 

2 .9 

5.8 

Branch 

251. 6 

287.7 

280.8 

272.3 

265.4 

246.6 

247.3 

244.6 

297.4 

297.1 

299.0 

303.8 

298.4 

Source:(l) + Refer to Table 4 .3 

(2) CSO, Statistical Abstract (various issues) 

(3) * CSO, Popu l ation of Weredas, and Towns, 

By Sex , And Average Household Size Based o n 

the Preliminary Census ResultslAnd 

Population Projections By Age - Sex Groups 

Rural Urban, Fo r Total Country And Regions: 

19 84 - 1995. A. A .• DBcember 1985, PP.168-169. 
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Table 4.5 indica tes th3 growth rate of Commercial Bank 

branches and population. From 197b-10dO the allnual rate of 

growth showed an increasing trend ~xcept 1':1"(9. ~'rom 1980 

onwards, however, ~he annual r~t e of growth declined except 

in 19H2 and in 19 b1 . I t is thus clear that the growth rate of 

branches does not show a genera l increasing trend. 

Examination of the branch-population ratio supports the 

assertion that the branch expansion effort does not seem 

adequate. It is shown in the same 'fab l e that t he total number 

of people served in one branch, i.e., the population branch 

ratio was 251,600;1, in 1975 and reached a maximum of 303,800:1, 

III 1986. The fact that t he average rate of growth of branches 

is 4 . 1 percent whert)aG the correbponding figure for populatio n 

lS 5. b perc~nt, indicates tllat th~ brancli population ratio 

has not been narrowing down. This situation is i ndicated 

clearly in Figure 4.1. 

To correct this imbalance the bank has not introduced and 

exercised simple cost effective saving mobilization t~clmiques 

such as factory groups, deductions at source, and ~obile banking 

services. These simple techniques could cover areas that are 

rt)mott) and unbanked like military camps, training illstitutions 

e tc. A. Lewis has also emphasiZed on these and other related 

simple techniques as we have sCoen in the ear lier chapter. Such 

t echniques could play more important roles particularly at t he 

beginning than thd Bank'~ clas~lcal approach of initially 

constructing r elatively exp~nsive buildinGS wherever the 

branch expansion policy p~rmits . 
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Fi gu~e 4.1: Growth of Population and CBE Branches 
? ' 
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We stated in chap~er two Lhat there are two theoretical 

arguments f or the growth of financ ial inst itutions. These are 

demand-- fbllowing and supply-leading. The theoretical review 

supports that for d~veloping countr i es like Ethiopia, the 

supply-leading approach is t o be preferred , since this enable s 

to motivate and att rac t bo t h financial savings and provision 

of credits for selective productive investments . This is 

assuming that banks are more efficient and better able to 

analyze investments than the ent repreneurs themselves. This 

circumstance is thought to creat a conducive situation for 

development in developing countries such a s Ethiopia. 

As we have seen above, it is the Commercia l Bank ' s branch 

expansion policy to stimulat e economic act ivities in potentially 

productive areas through the prior provision of banking services 

in potentially deve l oping regions . The policy states that the 

Bank a inls at an effective mobilization and utilization of 

resources. 

This policy objective pre supposes that the branch expansion 

policy supports the supply leading approach to bank development. 

In reality, however, this is not the case. We observe from the 

discussion made above that the bank has been opening additional 

branches in the capital city where there is an automatic demand 

for their services. New branches have also been opened in 

relatively advanced towns where demand for bank facilities is 

believed to exist adequately. 
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An interest rate is a rate commercial and other simi lar banks charge on the credits they extend to the different borrowers and on th e various types of deposits they receive. Whil e interest rates related to the fo r mer a r e treated in the ne xt chapt e r, att e nt i on here is given to the latt e r. The various types of dep osits maintained with the Commercia l Bank of Ethi opia are demand, time and saving deposits which are defined as follows. 4 

Demand deposi~ are non -int erest bea rin g deposits main· tained with the Bank , payabl e on dema nd to the order of th e account ho l der or a third party throug h the medium of a ch eque or any other instrume nt accept able to the Bank. Savings depos i ~are interest bearing deposits mainta ined with the Bank, a ttested by a passbook or a ny other i nstrument issued by the Bank , wi thdrawa l voucher signed by the acco unt ho l der a t the Bank c ou nt er at th e time withdrawal is r equested . 

4National Bank of Ethiopia, Cred i t Re~ ul at ion NBE/CR/2 , 
May 12 , 1986 quoted in Birri t u, No . 0, July 1986, P . 14. 
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Time deposits a r e deposits maturing on a specific date agreed upon between the depositor and th e Bank . 
Deposit i nterest r a t es set Gut in 197 6 ha ve been app lica ble fo r most of the peri od under r8~iew . We see from Tabl e 4 .6 th a t th e rat es varied betwee n 4 an d 6 pe rc e nt per annum. Interest rates of 4 and 5 percent ha ve bee n applied for short periods of less than one year and for any deposit amount in excess of Birr 20, 000.00. The 6 percent in te r est r ate has been applied invaria bly f or th e rest of bct h time a nd savings deposits . This is summarized as follows 5

. 

5Comme r cial Bank of Ethiop ia, Te rms a nd Tariff (Various 
years) , A. A. P. 25 - 26. 

• 
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Table 4.6: Interest Rate on Deposits (1976) 

Description 

(a) Oridinary current account 
(b) 30 days notice account 
(c) Fixed deposits 

(i) Three months but less than 
six months 

(ii ) 

(iii) 

Six to twelve months 
Over twe lve months 

(d) Saving accounts 
(i) Single name accounts 
(ii) Two or mor e name accounts upto 

Birr 20,000.00 
(iii) Business organizations, or 

associations accounts upto 
Birr 20,000 .00 

(iv) Balance in excess of the 
foregoing limit s 

Interest Rate per 
cent Per Annum 

NIL 

4 

4 

5 

6 

6 

6 

6 

4 
Source: GBE, Terms and Tariff (Va rious years), A.A ., PP. 25-26. 
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Table 4.7: Intere st Rate on Deposits (1986) 

Description 

Demand deposits (Current account) 
Time deposits. 

Percent Per Annum 

NIL 

- Financial institutions 1 year - 1. 0 
- Government owned undertakings 1 year - 1.0 
- Private organizations, cooperatives, 

(except saving and credit cooperatives) 
urban dwellers associations, peasant 
associations, other mass organizations 
and professional associations 

- Individuals, saving and credit 
cooperatives, 'Idir' and 'Equb' 

Saving deposits, 

- Financial institutions, Government 
owned undertakings, cooperatives 
(except saving & credit cooperatives) 
urban dwellers associations 
peasant associations and other mass 
organizations and professional 
associations 

- Individuals, 'Idir', saving and 
credit cooperatives and private 
organizations: 

Upto Birr 100,000.00 
i n excess of Birr 100,000.00 

- Others to be det e rmined by the 
National Bank 

1 year - 4.0 
2 " 4.5 
3 years - 5.0 
5 years - 5.5 

1 year - 6.00 
2 years - 6.5 
3 years - 7.0 
5 years - 7.5 

Not al lowed to 
maintain saving 
deposit accounts· 

6.00 
2.00 

Source : National Bank of Ethiopia, Credit Regulation NBE/CR/2, May 12, 1986 (quot ed in Birritu, No.30, July 186, PP . 12-13. 
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The 1976 interest rate system g ives the opportunity to 

eliminate any restrictio ns with r ega r d to i nitial deposits 

of the fixed type a nd 61so th a t fix ed deposits withdrawn 

berore mat urity forere i t only ful l a nn ual interest benef its. 

Thi s system a lso sets owt that int erest on deposits in 

excess of Birr 20,000.00 should be 4 percent per annum, 

provided the excess amount r emained on deposit ror not 

less than 30 days . Interest at the same rate was payable 

ror each full 30 days period thereafter. No interest was 

paid on any deposit amount kept in the Bank for less than 

fu 11 30 days 6 

Deposit interest rates disc ussed a bove r emained in force 

until 1986 durin g which time a revised interest rate system 

was in trod uc ed . (Table 4.7). Th e 19 86 interest rate system 

is rather t ight e r in interest opportu nit ies than the previous 

one. Tims deposits of individuals, saving an d credit 

cooperatives, 'Idir' and 'Equb' receive, for examp le, 6 per· 

cent per annum both in the old and the new interest rate 

regimes. The only differe nc e in this connection is that an 

annual increment of 0.5 percent on savings is a ll owed for 

every additional year in the new system. The maximum period 

of maturity is five ye a rs, whereas a non-variable deposit 

interest r a te of 6 percent per annum was applied in the 

old system, regardl ess of the number of years such savings 

units hav e been kee pi ng their account in th e Bank. Savings 

6 Ibid .. P.26. 
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depo 't 
' 

81 S eccQ unt lnt erest r ete , which wes 6 percent pe r annum 

in the o ld system, is unalt ered in the new one. Th e 

d' lfference betwee n the tw o systems in this connection is that 

different int e r est rates are shown for deposits in excess of 

Certain limits. In the o ld system; for ex ample, a n interest 

rate of 4 percent pe r annum was paid out for savings deposits 

in excess of Birr 20,000.00. In the new system, however, 

this limit is raised to Birr 100,000.00 but the rate of 

i~terest allowed is 2 percent. Priva te organizations, co­

Operatives (except saving and credit cooperatives), urban 

dwellers associations, other mass organizations a nd 

professional associations ara not allowed to keep saving 

deposit accounts with the Comme rci a l Bank. Such organizations 

Can, however, keep time deposit accounts with t he Bank at a 

reduced interest rate as shown in Table 4.7. 

Furth e r comparisons of th e two systems r eveal that the 

new deposit interest rates are more prohibitive to most 

Savers than the o ld one . The 19 86 system set~ a very low 

annual interest rate of one percent for time deposits by 

financial institutions and Government-owned institutions. 

However, this rate was not less than 6 percent per annum in 

the old system. In addition, the old system provides interest 

rates for fixed deposits kept in the Bank for a period of 

less than ona ye a r. Interest rates of 4 percent and 5 P.e:I>Cl3nt 

~~ annum for fix ed deposits of three to six months, and 

six to twelve months were ch a rged, respectively, in the old 

system. However, this opportunity is non-existent in the 1986 

I 
I , 

, , 
I 
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It seems. therefore. thBt t he new system is devised as 

a way out t o the prob l em of over liquidity of the Commeroial 

Bank. since cred it ou tlets a r e very limit ed 2 S will be 

examined in th~ ne xt cha pter. On the other ha nd. we know 

that both AIDB and HSB are constrained by the limited branoh 

network" to proper ly ohannel the Bdditiona l savings into 

produotive investment. This should be oompared with the l 

relatively larg e branch distributi on of the Commeroial Bank. 

In faot it is the lack of adeq ua te branch distribution 

of th e AI DB and the in~ctive inv o lvement of the Commercial 

Bank in rural oredit provisi on that l ed t o the introduction 

of the rural credit polioy of 1986 by th e National Bank. 

The Agricultural and Industria l Development Bank 
which has been shou lde ring the li on's share of 
this heavy responsibi I ity [development credits] is 
finding it increasingly difficult to achieve an 
adequate coverage of the vast rura I sector due to II 
its limited branch network and f inanc ia l resources ••• 

Currently AIDB relies upon Commercial Bank branches for 

operational assistance where ever it has not established 

branch offices. It is. therefore, clear that the efficient 

a llocation of the additional funds by AI DB without an 

accompanying expansion of bra nohes which is undone now. wo uld 

be difficult. There is thus an app a rent operational flaw. 

llNati ona 1 
June 24 • 

Bank of Ethiopia. Rural Credit polic~ (NBE/CR/6). 
1986 (as quoted in Birritu. No.30. 1 86. P.lS)' 

• In 1985/86 the tot El number of branches of the Commeroial 
Ba nk a nd other specialized banks reached 174. The same 
year the CBE branches totalled 147. Therefore. other 
banks totalled only 27 (s 8e. for example. NBE. Annua l Report. 
1987. P. 33.l. 
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In add i ticn. Bvo n if W3 aSSGme that the eff i cient c han nel­
ing ~~ additi una l s aving of HSB is poss ible. it is known that 
such fin anc in g by HSB will bo directed to the construction 
s ec t or part i c ul arly to the const ruc tion of dW Gllin g houses 
as HSB is a specialized bank in t his sphere of act ivity. 

Although th e constructi on of privat e dwe lling houses is 
crucial in Ethiopia now, it is l ess productive than invest­
ments, say, in agriculture , industry and the like. 

Therefore . the current system is morc discouraging t o 
both saving mo bilization a nd utilizati on than even th e pre­
vious one. Th e int e r es t rat e r eg imes of both the old and 
th e new are , on th e other hand , in conformity with the branch 
exampansi on policy discussed 9bove. supporting the assertion 
th at the Ban k follows th e demand- fo ll owin g approach to branch 
distributi on, a nd its accomoda tiv8 nat ure for credits. 

Th e dep osit int8rest rates di scussed a bove hav e been 
non-vari ab le throughout mos t of the peri od under review. 

As we have not ed in cha pte r two . the scarcity of financial 
savings is not only due t o the l cw economic surplus of the 
country but also mainly as a r esult of the low rewards and 
occasional sacrificie9 associated with financial savings. 

We note from the above explanations that dema nd deposits 
. do not earn any interest. Besides, as indicated in 
Table 4.8, time a nd savin g deposits e a rn no real return. In 
fac t , in most cases such deposits earn ne gative return as a 
r esul t of t he abse nc e of adjustments correspondi ng to the 
genera l price increase. Th e real return in the whole period, 
except 1980/81. 1982/83 and 1983/84 is ne ga tive. 



- ::;9 

Ta bl e 4 . 8 : Comp a r i s o n o f Ge ne r31 Pri c e I nd e x a nd 
Int e r est Rate 

End of Pe r i od Int e rest G8 ne r a l fTi ce Annual Percenta Bc Rea l 
Dec e mbe r Nomina l Index (A. A. ) Change in Price Return 

1963 = 100 Ind 8x 

197 5/76 6. 0 170.1 
1976/ 77 6. 0 218.7 28.6 -
1977/78 6.0 254 . 9 .. 16 . G -
1978/79 6.0 291. 6 14.4 
19 79/80 6 . 0 338.4 16. 1 -
1980/81 6 . 0 3 53 . 5 4. 5 

1981/ 82 6.0 375 .2 6. 1 

1982/83 6.0 391. 6 4 . 4 

1983/84 6 . 0 394.6 0.8 

19 84/85 6.0 4 2 7.8 8 . 4 

198 5/86 6.0 509.4 19.1 -
Average 11.9 

Source: NBE . Quarterly Bull e tin. Vol.l. No .1 a nd Vo1.2. No.1, 

1985/86 and 1986/ 87 P.66 an d P. 63 r e sp e ctively (f o r 

22 .6 

10.6 

8 .4 

10.1 

1.5 

0.1 

1.6 

5.4 

2. J 

13. 

5 , : 

ge neral price index) Th e l ast co l umn s are own ca1culatiors • 

• Excl udes Rent 

NB. 6 percent interest rate is taken here for the reason 

t hat it has been applied both on time and saving 

deposits for one full year during the peri o d under 

reference. 
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A very r 8csn t amp irice l evidence o f Asia n c0 untri e s 

confirms with the a bove finding . 

Depositing money with f inullcial inst it uti ons is only one of the ways in whi ch saver s in deve loping countries can invest the ir savi ngs;the pu rchase of rea l asset s s uch as rea l es t ate and prtrei ous meta I s , the, hoa rd i ng of ccsh and investments in the in formal financia l sector a re impor tant alternati ve forms of sav ing . The composi ti on of tota l sav ings and hence the level of savings depos its depend prlmari lyon the rel ati ve yie lds and risks on the va ri ous forms of inves t ment, so that t he e ff ect ive rea l deposit rates pa id by financi a l Insti t utions a re cruci a ll y import ant for the mobi l isation of f inancia l savings. Multi p le regressi on esti"m<l!!t:es . fo r many deve loping countries confirm that there is a signi fica nt pos iti ve co rre lati on between the leve l of rea l deposit rates and the vo lume of financia l savings. Nevertheless , in the eight ies the authorities in many develop ing countri es continued to set such a low limit on the nominal inte rest rate for savings deposits that the banks were unable to compensate savers for the loss due to inflation. Moreover, interest rate ce l l ings are ra re ly adjusted to fluctuuting in flation rates, with i2e result that rea l inte rest rates f luctuate with inf lat ion •••. 

It is thus simple t o think that if conscio us sav i ng 
units purch a se an item this year with the view to sell in g it 
next year, they would get more profit than they could obtain 
by kee p ing the same amount of money in the Bank. 

Th e r efore, we underBtand t hat savi~ g un it s ere not 
encoura ';e d to save in t he bB "k '",Icie r such circumsta nces , a nd 
as ~ ~_~w ~ c ~ ime and savin g deposits are hampered,and t hus 
can have a negative effec t on th e provision of ored it if 
there is a proper and efficient allocat i o n . This is exa mined 
in the next paragraphs. 

12Kie l Uwe Corseplu5, ·Savings Mc bilis a tio n in n~'!81oni n g Countries · , : ·' tereco n omic~, J~~" ~':· J .';' c..J l 'uary 1513 5 , P.30 . 
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4.3. Sa vings Mobilizati 8n Pe rf ormance of CBE 

One of the main functions of any c ommercial Bank is 
to attract deposits of various typ e s through appropriate 
means and chane 1 them into productive investments. 

In this connection, this sub-section is intended to 
give some insight into the main objectives of the research, 
nam81y~ the assessment of the level of financial develop­

ment and saving mobilization performance of the commercial 
panko 

Table 4.9 indicates the level and direction of deposits 
by type. Total deposits including dep osits of Central Govern­
ment increased in a bsoulte terms from Birr 696.8 million in 
1975/76 to Birr 3,695.5 million in 1987/88 growing at an 
average r ate of 15.1 percent. The average growth rate of 
total deposits is somewhat the s ame even if deposits of 
Central Government are excluded from the picture. The 
annual growth rate of total deposits is marked by ups and 
downs starting from the hi ghest rate of 30 . 8 in 1975/76 to 
the lowest rate of 7.5 in 1986 787. Non-Central Governme nt 
deposits also exhibit similar pattern of growth. 

Demand deposit increased in absolute terms from the 
low level of Birr 341.8 million in the b~se year to Birr 

2,251.2 million in 1987/88. The annual growth rates have 
been relatively progressiv8, although these too are marked 
by an up and down trend marking an average annual rate of 
growth of 17.2 percent. 
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Table 4 . 9 Deposit s by TYpe 

(.ilUon Birr) ---- ------------------------~--- ------ ----------------. __ __ Nor:. _ Ce~~! I t. Dt=pOdts . N 1";.1! Co~!:£...ial ____ . _____________ . Central Goy' t. ~posl.!=~ with End of 
Period 

Total DeIll!u1d 
Deposits 

Savings Time* '\"{Jtal 
Deposits Deposits 

10t.1 Nl1ti'.on81 
B ... uk 

Colllatercia1 
&ank 

GrO'oo'lh R.lte of 
(10) -

Tocal 
Oeposics 
( 0 .. 2-9 (2)-3 t o S () (4 ) 0) 6-(".-(5) 0-8+9) (8) (9) (1) (2) (J) (6) 

1975/16 69(, S f,7n.8 341.8 214 . 5 114 . 5 329.0 120. 91+.7 26 . 0 
1976117 911.8 ~79.4 407.8 317.4 t34.2 1.H.6 lIt3.7 111.3 32.4 
lQ/:i7P.. 1020.5 953 .4 493.4 333 . 4 161. f '95.0 163 . .! 13~ . n :)2.1 
197~/l~ It52.~ lU1.4 b04 . 7 ~7LO 11S. ; 50& . ; U6.: l~'} 4D.l 
Iq~9!~R l)~~; !:'3t.2 671.0 4/.-:.9 182,3 6'0.2 20-" Ii iI..3.'1 bO,O 
19HIi/Rl 1457.1 13!J6.8 694.5 472.4 189.9 61>2. J 280,2 .. 19.] lOn.~ 

t98./.'';' 16L.:':, 1 52!. i, 7&9.9 528.1 223. 4 7 5~ . " no.') ~ 09.!) 101.O 
1'JIi1.! '::.~ 1900.0 ; n! 0 930 .8 609.l 25';',j it60.2 218. i' if·Q. f} ''''9.(, 
J98i/84 22;Z{,.C 2l.J ,! 1108.1 HB . 3 281' • 1 1.·)04 .4 l~·j. So Bl.t-. ; 12 . :'I 
J.98"' /3~ ni'.f 1687 .9 1531.3 814.u Jif~. 9 lJ.it. tl 3t.t!.7 252.1-1 89 . 9 
J9,\J"J/8b1 115::0.9 )048. 1 1784.7 939.2 n!I.~ lli.4.ll 54;.? 1..1.0 n 1U7,2 
I 98ti/87-1· :ij~~.l 3:'1)4.8 1029 .3 10'i].2 182. :. 12:\5.5 4&2.6 338.6 lLl . 3 
19811,1tS" 3695. j !571 .0 2251. 2 I2ea.O llLfi 1319.8 124.j 

.~·:-:-T'g ... 

--------- ---_._----
SCUl'CP.:- '~il'. ~UanHly BuJ.leUn Vol. 1. Hc.t. J.985/85, P./tS,l" 'i7 ~nd V~l.l. No . I. 198n/ ... 7. 1'.49 . 
~: - 1) 10 '!11H' (f,,::,ca!.t5 of ]0 days or over 

2) + L .. ,r.'l is tfliken fro'll CBE •. StafJ llticaJ. R~l(h ..... PP. 1-3. 

~) Fr.oW"ul.n rolfell are co.aputed Iro. th~ dstA. 

30 . 8 31 .1 19.3 43.3 

11.9 12 . 4 21. 0 S. D 

12. 9 12 .4 l7. . ~ 2.4 

1~ 4 IS . 3 11.0 20 . 4 

8.7 5.9 ).} 8 . 5 

11.3 12 I 10.9 13.5 

17 . 1 17.7 20. 9 i4 . S 

17.1 17 .9 19,1 16.8 

24.9 2'.2 3S.2 15.2 

1'.6 L~,ll 16.~ 9.3 

7 . 5 7.1 13.7 2. 3 

t .9 9.4 10.9 6.8 

l5.1 15.2 17.2 12.8 
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The patt8rn of growth and volume of sDving and time 

deposits can a ls o be obse rv ed from the same Ta ble. The 

annual rate of growth of saving Dnd time deposits is 

generally speaking, lower than demand and total deposits. 
It starts with the hi ghest rate of growth of 43 .3 percent 
in 1975/76 and declines pradually to rates of growth of 

5.0 percent and 2.4 percent :n 1976/77 and 19 72/78 

respectively. In 1979/80 it regist e red a r ate of growth 
of 20.4 percent and a decling rate o~ 8.5 perce nt in 1980/ 

81. This was followed by increasing rat"6 of growth until 
1984/55 and in 1986/87 a ne ga tiv E r ,1te of g rf")wth of 2.3 

percent was registered. The average rate of growth of 

saving and time deposits is l2. 8 which is le ss than that of 
demand and total deposits. 

Figure 4.2 explains the situation well. 
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Growt h Rate of DeposIts 

Sav i ngs & Time 
de posits 

\ 

~ 

/, 
I \ 

r-_J \ 
\ 

\ 

\ 
'\ 

\ , Demand deposils 

\ '-- _ .... Total 

• " 
/de pos its 

j I \ • I 1975/76 76/77 77/78 78/79 79/80 80/81 81/82 82/83 83/84 84/85 85186 86/87 87/ 88 
~ Source: Based on Table 4.' 
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Further exc;ninct i on uf tho bre~k down of deposits by 
ownershipt (Tabl e 4.10) e nables one t o see that individuals 
and privata orga niz ations are relativoly t he major holders 
of Commercial Bank savin gs. Th oy make an average share of 
44.4 8 perce nt of total deposits. Despite the high est 
cc ntributions of this saving group, howevar, there has not 
been a significant increase throug h time in th o percentage 
share of total deposits. 

Ta ble 4.10 indicates also that p ublic enterprises and 
agsncies, a nd domes ti c banks and ether financial agencies 
contribute a substantial share next to the share of 
individuals and private organizations . The s hare of these 
organizations too, an like the former acco unt holders has 
not shown a csi gnificant growt h overt ime. In fact , the last 
two years have witnessed a declining pattern for the reason 
of the revised interest policy. 

Coope ratives make a lesser share of total deposits 
than the other s3vings groups , It is interesting to 
observe that t heir share has shown a consistent increasing 
trend over the period unlike the others, showing the new 
area the Ba nk must direct its saving mobilizatio n ac tivity. 
Still further ana lysis of total dep os its disaggregated into 
demand, time and saving deposits separated by type of owner­
ship rev ea ls that individuals and private organizations , public 
enterprises and age ncies, domestic banks and other financial 
agencies, contribute relative ly substantial shares of total 
demand, time a nd saving deposits according to their order of 
listing. This is indicated in Appendices A.2 and A.a. 
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Ta bll! 4.10 ~ Brcakdovn of Total Dt!:POait8 by Owneuh.1p 

(aillion of Birr) ----_._ - ------ ._--- -.. 
lndlvidunl:'! [, Cooperattves Public: Enterp. Doaes tlc Banks Centul Gov' t rordan Non-Re,.. Total Total ¥eiir Pri'/att' ~Ilitncy L. Others Corr •• p. sldence Thil:posit Deposits 

£x. OJ (includln, 
DJ th. ) 
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The relative stagnatio n of the contribution of individuals 
and private saving g roup is clearly observed if we take their 
share of co nt r ibuti on a s a ratio of tota l deposits including 
Central Go vern me nt. Ta ki ng total depos i ts from Tabl e 4.9 

and total de posits of individual an d private o r ganizations 
I from Appendix A3, we get the following results. 

Table 4.11: Share of Individuals and Private 
Depositors from Total Bank Saving 

Year 

1980/81 

1981/ 82 

1982/83 

1984/8 5 

19 85 /86 

1986/ 87 

1987/ 88 

Average 

Pe rc e nt ag e share of individu a ls and private 
from total Bank sav i n g ~ 

30 .4 

30.6 

30 . 4 

30.2 

27 . 3 

27.9 

30.6 

32.2 

30.2 

We S8e that the individual and private saving group 
contribut es on the average 30 percent of total Bank Saving. 

This share is, howev e r, less than that of some LoCs 
and developed countries. 

• 
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It appea rs from the fra gmentary data re l[lting to f in<::nc iiJ l savings in some LOCs that with the evo luti on of f i nanc i a l i nst i tut ions , the non-corporate sector prefe rs t c hold n~re th[ln 50 percent of its finan c ial sav in g in the form of sav ing a nd fixed depos its •••• Thus the ~lj o r part of financial saving seems t o be in the furm of cla ims on financial in stituti ons. 
The evo lving structure of financial saving In LOSs does not seem to be different from the structure in the deve loped ,countries. In t he USA, for exampl e , the non­corporate sector holds about 50 pe rcent of the financial saving in the form of deposits ••• In Japan ••• bank deposits form more than 80 percent ?! t otal financial saving of the non-corporate sector. 

As st ated in ohapter one , the l e vel of deve lopme nt of 
the Bank is indicated by the bankin g r atio or the rat io of 
total bank liabilities ( assetslto GNP. Changes in the value 
of total bank liabilities (asse ts ) di vided by GNP are taken 
as an indioator of the rate of growth of the Bank and this 
is shown in Tabl a 4.12 . Th a bankin g ratio whioh was 17 .9 
peroen t in the base year increased to 38.6 peroent in 1985/86. 
The same r atio averaged 26. 2 peroe nt ove r the pe riod 1975/76 -
1985/86. We may obs erve from the Ta ble that t he banking ratio 
ex hibit ed increa sing t rend with the exception of 1978/79 which 
showed slight slide down when compared with that of the pre-
vious year . This growth is howev er . , !"': \,' " v,;r' , due to sharp 
increases in deman d deposits, pa rtioularly in reoent years. 

Change s in tot al benk li abil ities as percentage of GNP 
was 0.004 in 197 5/76 and declined t o 0.001 in 1985/86. This 
rati o is not only insi gnifioant but also shows a ge nerally 
declining tendency de pic ti ng the unpara ll e l rate of growth of 
th e Ba nk and the nat i ona l eco nomy 

13V. V. Bh att and Jaoob Me erman, "R esource Mobi li zat i on in De­veloping Cou ntries :F inancial Institu t ion s an d Po licies: World Development, Vo l. 6 , No.1, January 1978, P . 53. 
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other indicators of the operational effect ive nes s of 
the Bank give more detailed measures of t he r e lative insti­
tuti onali zation of savin gs. Thus the ra tios of bank de posit 
liabiliti e s to total money supply indicate the l e vel of 
savin gs channeled into the Bank. Thi s is also indicated 
in Table 4.12. Demand deposi ts as ratios of money supply 
IM

1 ) show a r e lative ly general in c r ea sin g tre nd with some 
sh ocks ma rked in the period. This ratio which was 31.3 
pe rcent in the base ye a r reached 56.1 percent in 19 85/86. 

The same ra tio for t ime a nd s avi ng deposits. on the 
other hand, s hows a different picture. The character is 
th at t he ratio is not onl y l ow but also that it does not 
ex hibit significant increase throu gh time indicating that 
t he Bank ' s effor in mobil iz ing saving and time dep osits 
from individuals and private organ i zat ions has not bee n 
increasing as morley supply increases. 

In surning up t hi s chapter , it may be said that unlike 
the branch exp~nsio n policy of th e Commercial Bank, the 
g rowth of b r anches is not onl y sh owi ng a decling tendency 
especially in re~ent yea r s but also that they a re still 
concentrated in the capita l c i ty ~n d other advance d towns 
of the country wh ere demand for their services is believed 
to exist. This r eveals the f act that the Bank 's policy 
adheres in rea li ty t o the dema nd- fo ll owi ng approach , which 
ap pro ac h is said tc p l ay nat a dominant role in .credit 
expa nsi on. 
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Th 8 administratively de termined depos it interti'st rates 
of the Bank sh ow almost no real ruturn to depositors since 
the rates remained unaltered t hruugh time a nd no correspond­
in g adjustme nt to gene r al price incr~ases ha s been made. 
In addition, the r e cently introduced deposit rates ~ive 
rather narrow interest oppcrtunities an d the interest rate 
policy is restrictive in nature. This situati on does not 
only disc oura ge save rs but also pushes them to join the 
unorea nized financial market which is dangereous to the 
growth of the Bank. 

As assessme nt from different ang les of the Bank's saving 
mobilization effcrt indicate that it is general l y inadequate. 
The banking rati o , which shows the development of banks 
throu gh time, exhibi t ed only a slu~ish in c rease. Changes in 
tot a l bank liabilit ies os percentage of GNP, which show the 
rate of growth of tho Ba nk, decline d through time. The level 
of savings channeled into the Bank a s measured by the ratio 
of Bank deposit liabilities to r1 1 is not satisfactorYJparti ­
cularly the time and saving deposit aspect of the ratio re­
mained almost stagna nt. The percenta ge share of deposit of 
individuals and private organizations from total bank savi ngs 
has not i ncreased as indicated in Table 4.11. While it is 
said th a t privat e organizations and individuals are relatively 
the major contributors of time and s av ing deposits, the above 
situation means, therefore, that the Bank's effort in saving 
mobili zations is inadequ~te. 

• . J.:' 



CHAPT~R V 

5. THE ALLOC ATION OF CR EDITS BY THE CBE 

It is said that saving mobilization is not an end in 
itself. Its ultimat e goa l i s the effici e nt allocation to 
the most productive sectors. Th us the most important of all 
the functions of the CBE is th e efficient and selective 
allocation of c redits. In order to carry out this function 
it is imp ortant that the Bank must have clear policies and 
strategies that enab l e to solve economic problems of the 
cou ntry in t he ir crucial order . 

In addition, the Bank must adopt lending rates that 
should attract borrowers t o undertake productive i nvestments 
in the different sectors of the e co nomy. Both credit and 
interest rate policies and the Bank ' s e ffort in the proper 
allocation of credits are examined b81 ow~ ~ 

5.1 Credit a nd Interest Rat e Poli ~y 

5 .1.1 Credit Policy 

The credit policy issued by the NBE in 1976 outlines 
that t he CBE and other Banks must ensure the provision 
of credits to the various investors . 

.. . banks should endeavou r to ensure that no physical production is curtai led , or hampered, or s lowed down due to lack of f unds. It is , therefore, the responsibi lity of fi nanci al instituti ons to provide al I the credit required by the vari ous sectors of the economy as long as the money lent out is matched by the va lue of goods and servi ces produced or to be produced . I 

INBE, Cr edit Policy for Banks, 1976, PP. 1-2 . 

- 82 -
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The policy states tha t credit should be exte nd ed on the 
basis of the principle of centra lly p l anne d eco nomy a nd 
priorities are made to strengthen the socialized sector. 
In this c cnnectio n it is furth er explained th a t t he pol icy 
is gea red effective ly t o provide the qu a ntity of money re-
quired for the realization of pl a nn ed targets determined by 
the central planning authorities. 

In the transiti on peri od from a mixed economy to a socialist econom ic order, financial instituti ons wi I I use their credit faci I ity uS a factor of strenthening and expanding the socialized sector a nd of encouraging the socialization of others in as far as the ultimate object ive of a socialist economic system is the co ll ective ownership of the means of production. 2 

There f ore, taking the above criterion into consideration, 
the Commercial Bank and oth e banks are expec t ed by the policy 
to provide preferrential treatment t o the socialized sect or, 
i.e. to the state enterprises and cooperatives. 

As regards the private s ector, the policy not e s that "it 
[th e private sector] will be acco rded th e r equired loans based 
on state priorities and in a ccordanc e with the pot ential 
economic and social contribution it may make" 3 

Acccrding to the development criteri on, which takes into 
consideration the inter-relati onship of the various sectors 
of the economy in terms of the capacity of one sector or 
sect ors t o enhance the devel op ment of othe rs, credits are 
extended according to the following priorities with differenti­
ated interest rat es. 4 

2Ibid ., PP . 3-4. 

3Ibid ., P.4. 

4Ibid ., PP. 5-11. 
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al Agricultu r e l 

bl Indus t ry - with preferences to agro - based industries 

units whose outputs are directed to the enhancement 

of agricultural production, mass consumption, export 

market and import SUbstitution, and also to small 

scale industries preferably cooperatives, industries 

producing large scale capital goods, labour intensive 

industries with high value added of final goods I 

cl The mining sector is given similar treatment as 

industryJ 

dl Trade - the policy states that priority of fund 

allocation is to be made to the socialized sector. 

However, credit to the private sect o r is given in 

accordance with nati onal priorities. According to 

the policy the Bank takes the following genera l 

priorities:domestic trade in essential goods, exports 

in general and imports of socially necessary goodsl 

el Services - with priorities in cat~ring, transport, 

repair maintenance I 

f) Butlding and:20n~t~ucti6n - ~Iarge scale infra­

structural constructions of long gestation 

periodl 

gl Personal loans. 
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On the functional alignment of banks and th e linkage of 
the eco nomy th e policy points out that "not only do banks 
monitor the integrated interaction be twe e n the two core 

sectors of agriculture ••• and industry but a lso help in 
establishing the graduated an d balanced linka ge s amqI')g· the 
small scale, the light, and heavy industries ••. • 5 

It is the gu iding principle of the policy that the re-
lationship among banks should be governe d by the principle 
of functional specializations through internal arrangements 
on expediting the allocation and collection of credits, on 
assessin g t he social and e conomic value of th e credit 

requested. Th e National Bank may r equire the Commercial Bank 
to channel a certain proportion of its funds to AID-Bank 

h "t " " d 6 w enever 1 1S requlre • 

In 1986 t he National Bank issued a r ural credit policy 
that enabled the Commercial Bank t o join the AIDB in meeting 
the demand for rural credits, pa rticul a rly for short term 
workin g capital credit requirements of the rural economy, 
such as credits to services or producer cooperatives, and 
short term a nd/or medium term credits t o cottage handicrafts 
and small scale industry operators includin g c ooperatives' 
producti on or manufac t urin g. Credits extended in this manner 
are used to finance the purchase of inputs , to cover operating 
expens es, for the processing and marketing of cash crops, for 

5Ibid . , P . 12 

6Ibid . , PP. 13-18. 
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dairy production, fer the manufacture of building construction, 
hand tools an d Ta rm imp lements, kitchenware and ut e nsi1es, for the making and processing of hides and skins, c l othes, carpets, for dai ry production. r ea rin c of draug ht a nimals, 

7 etc. 

The CBE was e xpect e d by the policy to device appropriate lending mechanisms and the Naticna1 Bank to monitor closely the efficiency and efficacy of the po licy and its implementa-tion, and the CBE and AIDB to cooperate in the recovery of credits, exchange of credit facilities, etc. 
Again in 19 88 the National Bank issued a revised credit policy by repealing that of the 1986. 

The revised rural credit policy (RRCPl, has the following b · t· 8 o Jec lveSJ 

1. To expand credit operations in the rural sector by the provision of: 

Short term credit for agricultural production and 
marketing and fcr other rural activities;investment 
credits for the agricultural and non-agricultural 
activities in the rural sector; 

2. To identify and develop viable economic ventures in the rural sectorJ 
3. To popularize the benefits cf institutional bcrrowing. 

7Nati onal 
June 24, 

Bank of Ethiopia, Rural Credit P o lic~ (NBE/CR/6l, 
1986 (as quoted in Birritu, No.3D, 1 86, PP.lS-17. 8Naticnal Bank of Ethiopia, Revised Rural Credit Policy 

NBE/CR/7/88, 1988, P.2. 
NOTE:- "Agricultural Activity" includes, acccrding to the policy 

activities such as livest ock development, sheep and goat 
raising, poultry, fish e ries, horticulture and plantation. 
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To sum up th i s s ection . the f o ll owing points 

Inspite of t he ove remphasis of the 1976 po licy 
on th e provisi on of credits t o th e state enterprises and 

cooperativGs. it left the banks to ext e nd credits according 
to th e ir "functi onal specializati ons" through internal 

managements. instead of giving cl ear operational ~uidelines. 
Thus extensi on of credits to the rural area has entirely 
been the line of activity of the AIDB. This situation has 
also led the Commercial Bank to confine itself with its·. 
traditional operation of providing credits to the urban 
area. This situation continued until 1986 when the Commercial 
Bank was made t o e xtend short-t e rm rura l credits, mainly for 
working capital. 

Here again there has bee n an ope r a ti one l flaw in that 
the Commercial Bank has been ma de t o extend only short term 
credits. Howev er, it is cl ea r that short-term credits alone 
cannot brin g ab out rural tra ns fo rmati on. Thus a revised 
rural credit po licy to be carri e d out by the ba nk was intro­
duced in 1988. The new policy enables the Commercial Ba nk 

to extend short and medium term rural credits. We note that 
the Bank is not still all owed t o avail long t e rm investment 
credits despite the fact that it has excess liquidity 

reserve and larger distribution of branches than other 
financial instituti ons. 



5.1.2. Lending Ret a Policy 

Anlike the dd Posit interest rat es, the credit interest 

rates establishod in 197 6 were fix ad batwBen a minimum of 

7.5 percent and a maximu m of 10 percont per annum. 

Generally sp ea king, this system fa voured the export 

sector by providin g a lower annual interest rate than the 

other sectors. This is indicated in Table 5.1. 

Large Scale agricultural producing and/or industrial 

manufacturing enterprises were charged lending rate between 

8-9 percent per annum. All l oa ns for imports or for import 

credits were charge d a rate of 9.5 percent per annum exclusively. 

Lending rat es on business, personal or real estate l oans 

other th a n those mentioned above varied between 8.5 -10 

percent per annum. 

This lending r a t G system had been operational until 1986, 

when another system was introduced. 

In th e new system the cooperatives are given preferential 

treatment and are made to enjoy a loW interest rate between 4.5-6.0 percent pSI 

a nnum. This is indicated in Tab le 5.2. 

A relatively higher lending rate than cooperatives is 

deviced for Government owned undertakings. The CBE charges 

a minimum rate of 3.5 percent on Central Government short 

term loans a nd a maximum of 8 .0 percent per annum on credits 

for industry, minin g , power, water resource& domestic trade, • • 

hotels and t ourism , construc ti on, and an annual interest 

rate of 6 pe rcent is charged on all ot her imports than 

fertilizer, seeds, and pe sticides. 

J 
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We a ls o se e t hat c r ed its t c individuals and private organizations are generally charged th e hi ghest rates, i.e. between 6-1 0 percent per annum. 
We can observe that th e r e is nc basic difference between the two systems, save the intrcduction cf l ow interest rates for cooperatives and some Government ow ned undertakings. Tab l e 5 .1: Lend in g Rates (1976) 

Description 

1. EXPORT 

(a) Merchandise Export Product 
First 3 months 

(b) Merc handise Export Products 
After 3 months 

(c) Advance on or Discount of Foreign 
Export Bi lIs 

(d) Overdraft or Discount of Promissary Notes supported by stock lists 2 . Large Scale Agricultural Producing and/or Industrial Manufacturing Enterprises(*) (a) Advanced against Promiss cry Notes 
subject to confirmation by head 
Acc ou nts Department that the Notes 
are eligible for rediscounting 

Interest rate per 
annum 

nl'i per annum 

8~% per annum 

8% per annum 

8!% per annum 

8% per an num 



Description 

(b) Overdraft, Business Loans and/or 
advance against Promissory Notes 
Not eligible for re-discountinc (c) Advance aga inst pledge of Morchandise to such e nterprise, subject to prior 
confirmatio~ by head office Accounts Department that the customers ' 

promissory Notes drawn under the 
instrument of pledge are eligible 
for rediscounting 
First 3 months 
After 3 months 

(d) All Loans for imports or for 
import credits. 

3, Business Loans, Personal or 
Real Estate Loans 
(a) Advance for purchase of shares 
(b) Overdraft, Advance against 

Promissory Notes, Trade Bills 
Discounted , Business Loans 

(c) Personal Loans 
(d) Advance against pledge of agri­

cultural products ot her than 
exportable commodities 

Interest rate 
per annum 

9% per annum 

8!% per annum 

9% per annum 

9!% per annum 

8!% per annum 

9H per ann um 

10% per annum 

9~% per annum 
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(e) Advance against deposit (110 %) 
(f) Ove rcraf t or business loans s 8c ure d partly against deposits and partly 

against other types of security (where the deposit is less than 110% of the advance) 

(g) ?ersonal l oans secured partly against depos it and partly against ot her types 

8% par a nnum 

9!% per annum 

of s e curity, (where the deposit is 
less than 110% of the advance) 

~ 10% per annum 

(h) For co nstru c tion of a house reparation 9% per annum completion, modification, end ex tention (i) For purchase of a house 
10% per annum. Source:- CBE, Terms and Tariff (R/lr/4/76 and R/22/2/77, PP. 27 -2 B • 

• Enterpris e s with a paid in capital of Birr 200,000.00 or more th at is substantiated by t he organizat ions registration with the concerned ministry and presentati on of other documentary evidence such as a udited balance sheet. 
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Table 5.2 : Interest Rates of Lon e and Sho r t-Term Loa ns 
w 

and hdvances (19% ) 
(perce nt pe r annum ) 

Govit. 
Cooperat. owned 

Individuals 
and Private 

Financial 
Insti-Undertakings Organizations tutions 

Agriculture 
Industry, Mining & 
Water Resources 
Domestic Trade 
Transport & Communication 
Export Trade 
Import Trade 

- Fertilizers, Seed & 
Pesticides 

- All other imp orts 
Hotels and Tourism 
Cons truc tien 
Housing: 

- Cons truction 
- Purchases 

Central Government 

5.0 

6.0 

6.0 

6.0 

6.0 

5.0 

6 .0 

6.0 

6.0 

4.5 

6.0 

6.0 

8.0 

8.0 

8.0 

6.0 

6.0 

8.0 

8.0 

8.0 

4.5 

6.0 

- Short term 
J3~5 - Long term 
5.0 

7 

9 

9.5 

8.0 

6.0 

7.0 

9.5 

9.0 

9.0 

7. 0 

8 .0 

National Bank of Ethiopia 

2.5-4.0 
Personal 

10.0 
Others 

To be determined by the Bank Penalty 
2,0 2.0-5.0 2.0-5.0 Source: National Bank of Ethiopia, Credit Regulation NBE / CRf 1 Interest Rates on Deposits and Loans and Advances (as 

quoted in Birritu, No, 30, 1986, P.13). 
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5.2 Credit I nstruments and Sec uri t i es 

The 19 76 credit poli cy sets a li mit on the credit the Bank extends '., to sta t e enterprises an d cooperatives, single private co mpany or i ndividuals, a nd personal loans do not exceed 10 percent, 5 percent and 1 percent respectively of their capital and reserve ll . Le ndings in excess of this limit must be referred to and authorized by the National Bank. 

The credit instruments to be used are overdrafts, term loans, trade bills discount, letters of credit, advance on bills, letters of gua rantee, etc. 
The Terms and Tariff of the Bank defines an overdraft as follo~s: 

An overdraft fa c i lity is a simple form of finance in whicha 
custome r may be al lowed to draw beyond the depos its made in his 
ex isting current account through the med ium of approval by the 
Bank's appropr iate loans committees t o be uti lized for t ho sole 
purpose of the customer's day-to-day f inanc ial needs and business 
operations. 12 

The same opera t ional manual outlines that an over draft is assumed to solve short - term financial problems , and is normally 
extended for six months duration. The granting of such fina nc e is backed by a viable project. According to the policy, over-draft must be discoura ged as it creates obstcle to the rationale 

and flexible allocation of funds by the Bank . 13 

I1National Bank of Eth., Credit Policy, P.20. 12 CBE , Terms and Tariff (Various years) , P.20. 13National Bank of Eth., Credit Policy , P . 20 . 
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The eco nomic secto r s for which overdraft facility is accorded are industries, exports and imports. 
Th e industrial sector may require an overdraft facility to supplement i t s own working capital and for the purchase of raw materials , and spare parts . Construction firms are given similar treatment and are provided with overdraft facility for projects at hand, and for such expenses as overhead supply of construction materials and those engaged in road construction. Exporters and importers are also provided with overd raft facilities. 14 

A term loan is another type of Bank-finance repay ab le by periodic instalments. Th e Ba nk is allowed to provide short term loan of one year, normally provided for working capital and medium term loan which is an extended form of short term loan, and repayable within a maximum pe ri od of five years. Medium term loan is provided f or the purchase of capital goods, trucks and public transpo rt ve hicles. Ano ther form of term loan is personal loan, on which the highest interest rate is charged. 15 

The 1976 credit policy gradually abolished the trade bills discount since this facility amounts to gran ting a clean overdraft facility . 
The other credit instrument i s a letter of credit. As the name implies, a letter of credit is "a written instru-ment issued by the buyer's bank a uthorizing the seller to _". _ ~ .•. t; 

14 CBE , Terms & Tariff, PP . 25-26. 
15Ibid ., PP. 27- 29 . 
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Credits t o the prl va te s ~ ctor "ru s t be bac ked by se curities of residentlal or commerci s. l buildir'G, trucks, tankers, trailers, bUS08 and other vLhicle s. bank gUdran t ~ es, blocking of deposit accounts, treasury bills a~d government bunds, insurance bonds, life insurance polici~s at surrender valu~, merchandise, plant, machinery and equipment, lutter of guarantee from a state enterprise, coopcrativd or association and personal guarantee. 

The securities required by the Bank from private orga-nization and individual borrowers are very high that they limit or avoid bank borrowing. ConGequently, at the time of applying the 197 6 credit policy some loans were cancelled as stated below. 19 

CBE loans amounting to Birr 11.3 million in Addis Ababa Region, Birr 1.5 million ill the Northern Region and Birr 75,000 in the Eastern Region were cance lled due to lack of acceptable security in 1976 alone. On the other hand, 67 loan s amounting to Birr 6.1 million in Addis Ababa Region, 8 loans amounting to Birr 525,000 . - in the Northern Region and 5 loans amounting to Birr 220,000 .- in the Eastern Region were closed due to partial conversion of their overdraft facility to business loans. And finally 8 loans amounting 

19Commercial Bank of bthiopia, Report on the Findings of 
CBE's Liguidity AEpraisal Commit tee, A. A., Feb.,1977,P.51. 

, 
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to Birr 290 ,000 . - :tn Add _,:~ i~o,"b:> ]{.:gi<.", nnd onc loaH amo unting 
to Birr Hi, 00 0 . -. w~l'c: closed du;:, ',0 rul"_ conve r'sion of their 
overdrait facility to business lonn in course of 1976. 

Thus, f or the three r egions combin"d loans amounting 
to Birr 20 million were closed either due to lack of adequate 
security or to partial or full conversion of their overdraft 
facilities to business loan in tne course of 1976. 

It is further stc..ted that the security r equirements that 
are being demanded by the BEtnk for credi ts are more than 
customers can conveniently bear. The 2:1 security/loan 
ratio has not only out-lived its utility but has also become 
an effective brake for an aggressive credit expansion pro-20 gramme. Thii is further explained be l ow· 

20 
Ibid., P . 73. 

• 
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T~bl~ 5.j. Lo~n-S8curity Ratio 
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3.0 
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3.0 
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2. 1 

2 .8 
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3.5 
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3 . 1 

2. 4 

2.0 
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Loan Hatio 

5.0 

15.3 

3.3 

2.5 

6.6 

5.2 

3.5 

11. 0 

4 .1 

3.1 

9.5 

3.1 

3.0 

2.2 

3.3 

2.6 

1.2 

2.1 
Source : CBE, Report on the Findings of CBE'~ Liguidity Apprai s a l Committee, A.A., Feb., 1977, P. B 
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The Bank requires a minimum of credit security on lette r 
of credit of 25 perce nt for a minimum capital and reserve of 
betw8en BiTl' 400,000.- Birr 50,000.- from 25 pe rc ent to 30 
percent for Birr 150,000.- Birr 400,000.- and 25 percent to 
40 perc ent for Birr 40,000.-. Thi s r e veals t ha t business units 
with higher capital a r e r equired l ess s ecurity than those with 
lesser c apital. 21 

The existing margin requirement on letter of credits 
favours largG business undertakings to those engaged 
in small tradinG activities. The Bank's policy not 
only discourages small traders who most neod its 
assistance but also ne~ates the existing economic 
policy of the country. 2 

5.3 All ocation of Credits 

Tabl e 5.4 indicates that the total a llocation of credits 
has be e n increasin g in absolute terms fr om 1975/76 - 1981/82. 
The next three years, i. e " 1982/83 - 1984/ 85 showed a declining 
trend in the t otal provision of cred its. The period 1985/86 -
1987/88 has aga in witnesse d increasing trend reversing the 
previous situati on. 

Th e sectoral distributi on of credits is also indicated 
in the same Table. Moroever , tabla 5 .5 depicts the percentage 
share of credits among the different sectors of the economy. 
It is observed that the agricultural sector, which is the 

backbone of the Ethiopian economy received only 11.2 percent 
in 1975/76 ,which is however, the highest of its shares in 

the peri od and exhibit e d a dec lining trend in 1976/77 and 
1978/79. Th e yea rs that f o llowed showed a more or less 

2l Ibid ., P.76. 

22 Ibid ., p.n. 
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Tab j ~ ).5: ~.rc.nta8e Distribution of Credit. Among Sec tor3 
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Similar s ha res. The aver"ge s ~ ,:. 'e of the agricultural sector r ema ined at 5 . 7 per~dnt j~ the prio d under review . Although th e Bank's credit 21 1ocation to the industrial sector is high er than th e sh a re of agri cu lt ur e, it has likewsie re-mained stagn a nt. The share of t he secto r ave r age d 13.5 percent. 

The trade sector of th e economy-domestic trade, export and import - has be e n bene fitin g from rel a tive ly substant i al credits of the Ba nk. In 197 5 /76 the trade sector shared 50 .1 percent, i.e .. 17.B. 16.5 and 15 . B percentage points for domestic trad e . export a nd import r ospectively. of total credits. We can see that t he t r a de sector has been taking the highest shares of credits throug h out the pe riod. It is observed f rom the Tab l e tha t t he sh are of the trade sector has been more than the shares of ot he r sectors taken to ge ther. Or - the ave r age the trade sector has rece ived 55.7 percentage points. It is interestin g to not e that the share of the rest 

• 
of all sectors taken togeth e r averaged 47.9 percentage points. 

A look int o the distribution of credits by ownership classification reveals that public enterprises and agencies have been relatively the majo r users of the Bank's credit. Table 5 . 6 indicates that p rivate and individuals take the 
• The numbers do net add up to 100 percent due to rounding of 
figur es 
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second place while the coo pe rati ves take the last and least place in obtaining credits . The i ncrea sed credit in 1986/87 and 1987/88 is du e to the effect of the revised rural credit policy . 

We see that the distribution of credits to public enter-prises increased from Birr 415.7 million in 1979/80 to Birr 625.7 million and Birr 664. 1 million in the next two years consecutively. From 1982/83-1984/85, however, the credit provision did not iocrease when compare d with that of 1981/82 . The annual average credit int ake of the pUblic ;.e nterprises stood at 10 . 8 percent . 

The credit allocation to public enterprises, as well as private and individuels is, gneral ly, not encouraging. This is believed to be due to a combination of factors such as • .... thB improvement inthe liquidity situation of public enterprises as a consequence of the Government 's transfers, a general decline in business activity, and the Government's tight import policy·23 

A fruther explanation is given by a study made in 1977 which states that: 

23 IMF ,Recent Economic Development in Ethiopia, Washington, D.C., IMF, 1986, P. 32 . 
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( in million 5irr) 
-
I Public Enterprises Private and Cooperatives Total 

Agencies Individuals Period 

, Amount Annua l Ra te Amount Annual Rate Amoun t Annual Rate .Amount Annu~l Rate 

of Grwoth of Crowth of Growth of C-roHth 1979/ 30 415 . 7 - 308.8 - 5 . 7 - 730 . 2 -19 80/R1 625 . 7 50 . 5 3E 6 .4 18 . 6 3. 5 38. 6 995 . 6 36.3 
1981/82 664 . 1 6 .1 388.9 6 .1 3.4 2. 9 1056 . 3 6 .1 1982/83 598 .1 9. 9 398.2 2.4 4.4 29. 1, 994 . 8 5 . 8 
1983/84 589.7 1. 4 370.4 7.0 3 . 4 22.7 963 . 4 3 . 2 
19&4/85 543 . 8 7. 8 361. 3 2.5 2 . 2 35 . 3 907 . 3 5.8 1985/ 86 565 . 8 (',.0 352 . 4 2.5 2. 8 27.3 921.0 1.5 19fJ6/87 655 .5 15.9 381.6 8 . 3 29 . 8 961, . 3 1067. 0 15.9 1987/38 846 . 6 29.2 452 . 5 18.6 20.7 30.5 1319.9 23.7 Average 10. 8 5.3 IU . 7 

8. 4 
----_ .- -

----~~~-

Source: C.B . E., Statistical Review, 1' .5 

* Dat a is from C.B.E., Annual Report, 1979. 
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••• a large number of the state owned undertakings resort to the banking system on a modest scale and some have even ceased to avail of their credit facilities. This is mainly accounted by increased gains from production, the large demand for their products and stagnant capacity expansion progralIlJ) '. The non-utilization of credit facilities has been particulary pronounded in the textil~. beverage, food. footwears. and leather branches of th~ manufacturing 
industry. 24 

'rhese views are also supported by the Commercial Bank, and it is said that some declines of credit amounts is due to collection of outstanding loans and lack of additional requests. For instance, it is mentioned in the 1982/e3 annual report that outstanding loans and advances of the Bank as at June 30, 1983 decreased by 5 percent due to " •.. the increa sed settlement of loans in arrears and the low demand for fresh credit during the year" . 25 It is further reported that while import trade utilized Birr 218.1 million of the outstanding l oans in the same year , the volume of credit intake by this sector was less than that of the pre­vious year by Birr 133.9 million (or 3e per~ent). The explanation is that ii ••• significant loan repayments (were made by import ers which further contributed to a general decrease in the overall loan balances.,,26 

24 CBE , Report on the Findings of CBE's Liquidity Appraisal Committee, P. 99. 
25 

CBh, Annual Report, 1982/e3, P. 15 26 Ibid., P.20 

. I 

) 
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Table 5.7: Loan Collection and Arrears 

1 l1i11ion Birr 
Period Overdue ALD LIR Irregular Current Total ElF? '>nnua 1 Ra te 
EndinG A B C Loans E F=D+F bf GrOl.th of D 
June 

D=A+B+C -
1981 241. 9 61.0 78.4 381. 3 614. 3 995.6 61. 7 -1932 224 .7 63 . 3 84.9 372.9 683.5 1056.4 6/, . 7 -_ 2 . 2 1983 95.6 131.2 82 .2 309.0 685,8 994.8 68 . 9 ~ 17.1 
1984 68 . 3 136.8 85.9 291.0 672 .4 96 3.4 65 .7 _ 5. 8 1985 8S.7 136.9 85.6 311.3 596.0 907.2 65 .7 7.0 

I I 1986 68 . 6 133.3 82.7 284.6 63E.4 92 1.0 69.1 _ 8.6 1987 108 . 7 135.6 83.5 327.8 739 .1 1066.9 69.3 15.2 
1988 

j 
74.7 137.8 79.4 291. 9 1028.0 1319.9 77.9 _11.0 

Averag 3.2 I -Source: GBE , Statistical Review, 1923 (June), P.IO Note~- 1 - Overdue loans-loans not settled in full on or before expiry date 2 - ALD - Outstanding Loans and Advances 3 -- LIR - Loans in realization, which are long outstanding loans in connection nationalization of different economic units. 

C as 
% 
D 

20.6 

22.8 

26.6 

29.5 

27.5 

29.1 

25 .5 

27.2 
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Th e decrease in the loan balance of the 19 83/8 4 ove r the previous year i s al s o s aid to be •... t he underutilization of overdraft fBciliti e s by maj o r borrowers dUB to their healthy liquidity positi on and the l ow- demand for fresh credit beca us e of gene r a l business decline.· 27 
In this connection it is helpful t o see the effort of the Bank in co llecting outstanding loans and arrears. Table 5.7 indicates t hat about 3.8 percent of the loans and advances in 1981 a r e overdue, i.e., borrowe rs did not respect the agreed time limits to pay back the amounts they borrowed . The figure amounted t c Birr 381 .3 milli on in ab-s o lute terms. Th e overell outstandi ng figure has been reduced a little bit through t ime by an ave r age g rowth rate of 3.2 pe rcent per annum. 

The availabl e dat a indic a te that claims of the CBE on nati ona lized indust ries is 26.1 percent of total outstanding loans. 

5.4 Saving Mobilization and Utilization Although the trade sector of the economy has been benefiting 
from Bank credits, the overall credit allocation by the Bank is 
low when compared with the growth of total deposits , liquidity 
reserve ratio and loan dep osit r at io. 

27 CBE, Annual Report 1983/84, P. 15. 
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(in Milli on Birr ) 
DEPOSITS ~ota1 

Growth Rates of 

Period Dearumd Saving Tota l Credits (1) (2) (3) (4) 
(1) and Time (3) (4) (5) (6) (7) (8') 

(2) 

1975/76 341.8 329.0 670. 3 565 .7 - - - -
. 1976/77 40.78 471.6 879.4 594.5 19 . 1 [, 3.3 31.1 5.1 

I 

1977 /7 8 493 .4 495.0 988 .4 625.2 21.0 5 .0 12 . 4 5.2 

197fl/79 604.7 506.7 llU A 625.5 22. 6 2.4 12 . 4 0.1 

1979/80 671.0 610.2 1281. 2 811.0 11.0 20 . 4 15.3 29 .1 

1981/81 694 .5 662 .3 1356.8 995. 6 3.5 8. 5 5.9 22 . 8 

1981/82 769.9 751. 5 1521. 4 1056 .3 10 . 9 13.5 12.1 6 .1 

1982/ 83 930.8 860 .2 1791.0 994 . 8 20.9 14.5 17.7 -5. 8 

1983/84 1108.1 1004.4 2112.5 963 .4 19 .1 16. 8 17.9 .,3. 2 

1984/85 1531. 3 1156 . 6 2687 . 9 907.3 38 .2 15.2 27. 2 -5. 8 

1985/86 1704.7 1264.0 3048.7 921.0 16 .5 9.7 13.4 1.5 

1986 / &7 2029 . 3 1235.5 3264. 8 1067.0 13.7 -15 .7 7.1 15.8 

1987/88 2251. 2 1319.8 3571. 0 1319. 9 10.9 13 . 0 9 . 4 23.7 

Average - - - - 17.3 12. 2 15.2 7.9 Source: Obtained f rom Tables 4.9 and 5. 4 
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Tab l e 5 . 8 indi ca t es tha t the absulute figure of t ota l deposits has 5e nerally been increas i ng ove r the pe ri od under review . Howe ver , 2S exp laino d i n c hap t e r f our , the rate at which tot a l deposits has in creased is not totally even . We note that from 1976/77 - 19BO/ 5 l a ge ne ral doclining tre nd is shown except 19 79/80 . From 19 81/82 until 1984/85 the situati on was not only rev e r sed bu t also the r ate of g rowth was relatively sUbs tantial . Th e peri od 1985/86 - 1986/ 87 showed a dec linin g r a t e of gr owth again , with a relat iv e incre as in g r ate in 1987/8B. The saving and time de pos it indi cates a ge ne ral stagnat i on in t he growth rates . Th e situa ti on is ever wo rs e if we l oo k at the credit side of the same Tab l e . From 1976/7 7 - 1979/ BO credit pr ovision was growing at an increasing r ate except 197B/79 . The nex t ye ars 1960/81 - 1984/85 ex hi bited a remarkable decl i ne in the rate of growth. The period 1985/B6 - 19B7/BB was the n followed by an increasin g trend . 
Examinati on of the li q uidity reserve of t he Co mme rcial Bank g ives us a clear pictu r e th at the Ban k has not been allocating its mo bili zed savi ngs eff ici e ntly and also th a t there is a subst a ntial amount of unus e d excess reserve. Liquidity reserve is a certain pe rce ntage of t ot a l deposit liabilities commercial banks must ho l d in the form of liquid ass e ts. Th e r eserve r equirements are usually expressed in terms of cash and other (less liquid) r eserves. 
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This r a ti o is 123.0 percent in th e base ye o r as shown in column 9 of the Table. The s ome rati o taking liquidity reserve 
requireme nt as defined abcve f c r th e same period is G3 .0 percent. 
Theref ore , th e octua l liquidi ty r atio is greater by more than 90 percent of the required reserve rati n . 

The loan deposit rati o , including Cantral Government, shows a ge neral declining trend frcm the hi gh ratio of 94.0 in the base year to the low rati o cf 79.6. The same ratio excluding Central Gov e rnment is also indicated in Table 5.7. We can note that this rati o started with the highest 84.3 in the base year and brad ual ly de clined afte rw ords and reach the lowest ratio of 30.2 in 1985/86. 

Comp aris on of the Bank~s actual pe rf ormance with the Ten Year Perspective Plan is not made p ossible, since separate financial plans for fin a ncial institutions is not given separately. Howeve r, i t is p ossible t o s ee the Bonk 's per­formano e vis-a-vis the Ten Year Perspective Plan in ge neral terms. 
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Table 5.10: Source s ~f Domestic Cre dit (in Mi ll ion Birr) 

1983/84 1993/1994 Total Domestic Credit 1897.7 5135.6 Repayments 
1538.9 4351. 3 

Deposits 
267.6 564.6 

Demand deposits 147. 6 312.6 Time Deposits 
48.4 99.0 SaTing ., deposits 59.5 126.5 

Reserve deposits 12.1 26.5 
Liquidity reserve 61.6 177 .2 Other liquidity reserves 26.5 37.2 Depreciation Charges 3.1 5.3 

Annual Growth 
Percent 

1984/85- 1993/1994 
1993/94 1983/84 
33495.5 10.5 

27875.1 11.0 

4124.8 7.8 

2264.1 7.8 

727.3 7.4 

947.3 7.8 

186.1 8.2 

1151.9 11.1 

330.7 3.4 

43.0 5.5 Source : The PMAC The ONCCP, Ten Years Perspective Plan 1984/85 - 1993/94, A. A., August 1984, P.366. 

As c an be discerned from the Above Table, tota l domestic credit is expected to grow at an annual rate cf 10.5 percent. Neverth e less the above discussi cns indicate th at the CBE's credit extension has been g r owing at an average rate of 7.9 percent per annum, and t his is well below the forecasted rat e of growth. The rate of growth of total deposits as envisaged in the perspective plan is 7.8 percent ' per annum,but the actua l 
performance, as give n out in Table 5.8 , is 15.2 percent pe r 
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Bnnum on the avera ga . This is well a bove the planned target. However. it l ooks that this has beDn undBr~stimat8d as ct her banks are also inoluded. As axplainec in chapter f our the CBE is expected tc p lay a more av.gressive role than its ourrent performances in savings mobiliz e tion. The Ten Year Perspective Plan e nvisa ges Birr 33.5 billi on cf domestio credit. The largest share of 83.1 percent is forecasted to come from repayments on outst anding and new credits, while various bank deposits are expected to be the next major source with an estimated share of 12.3. 29 
Since credit repayments are expected to play an enormous rol e as sources of funds, considerable efforts will be made t o raise collecticns from the present poo r record to 90 per-cent of the amount due . The eX~ 8cted increase in various bank deposits, on the other hand, depends upon the realization of planned increases in c utput and productivity , the growth of personal incomes, qualitative changes in saving habits of the people, and bank branch expansi on. 3D 

Regarding the use of thes e resources, the plan envisages that close to 73 percent of the cumulative credit expansion would be allocated to state, cooperative a nd private enterprises 
to satisfy their financing needs for both workin g capital and investments. The remaining 27.3 percent is expected to be extended to the Central Government in the fcrm of direct advances, treasury bills and bond purchases. 31 

29 The DNCCP •. Ten Year Perspective Plan, 0 367. 3D1bi d . 

31 Ibid . 
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Hcwever, from the poor credi t perfc.rm.ance of the Ban k, 
it is unlike l y that i t p lays its share successfully as 
invisaged i n the pla n pe ri od . Th i s is well i ndicated in the 
above di s cussi ons . We a l so see t hat the 73 ~erce nt of t he 
cumul at i ve c redit expans i on tc state , cooperative and private 
enterprises l oo ks much unlikely, as examine d above , espec i a lly 
with th e existing po li cy . The ava ilable data in dic a t e th a t 
CBE's claim on Central Governme nt was 10 . 7 percent of its 
t ota l depos its in 1975/75 . This share i nc r eas ed co nsistently 
a nd r eache d 41 . 5 pe rcent in 1985/56 . 32 

From this one is able 
t o und erstand that the Bank 's ef f ort in al l ocating credits 
as forecasted i n the pe rs pecti ve ~lan (i.8 . 73 pe rce nt of 
cre dits t o be allocated t c state, cooperatives and pr iva te 
organizati ons and 27.3 percont to Central Government ) seems 
out of reach. 

In summing up this chapter the f o ll owing points mus t be 
remarked. Despite ~ growin g emp has i s on va ri ous policies f or 
rural cred i t expansion, the Commerc ial Bonk has neg l e cted 
the rura l area in tha provision of credits ex cept very recently. 
Th e 19 06 ru ra l credit po licy permits the Bank to pa rtici pat e 
in sh ort term credit provis i ons. This po licy is criticized 
for its limite d activity and l a ck cf medium and long eerm 
a ll eca t io n of c r edits to bring f orth a qual itati ve change in 
32 NBE, Qua rt e rly Bu ll e ti n, Vol , 2, Nc . 1, 1985/87 

(First Quarter) , P.49. 
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the r ur al 11f 0 . 'I'hi s policy corr e ction wa s ma de on ly in 
19ti& by introduclng a l'evise d rura l credit policy, the 
opera tiona l r e sult s of which a r c to be s cen through t ime. Despit e the emphasis of the credit policy t o s ive 

priority to the agricultural, industrial a nd mining sectors, 
credit allocation to the socialized units of these sectors 
has not been adequately e xpande d . Re lative ly speaking, 
t he trade sector of the economy has b0en the most lmportant 
beneficiary of cr edits . 

Although the growth of s a vings mobilization is better 
than credit utilizati on, mobilizat i on or saving deposits 
from non-corporate unit s is showing d stagna nt browth. 
The allocation o f credit i s in gener a l , showing an overall 
declining trend. The bank ' s a c t ual liquidity reserve ratio 
has r eache d t he unprecedeot high f igure . The loan - deposit 
ratio is shol,,1ng :oc de clining trend; bot h witnessing the 
accumulation of idle financial resource or the Bank thnt 
should have been redirected ror productive investments. 



CHAPTER VI 6 . CONCLUSI ON AND RECOMMENDATIONS 6.1 Conclusions 

As indicated in chapter one the purpose of this study 

has been to make an assessment of the performance of the 

CBE in savings mobilization and utilization . The statement 

of the problem was thus that deposits , particularly savings 

and time deposits are sh ow ing sluggish rate of growth and 

that the Bank is facing a problem of using the mobilized 

resources efficiently. 
In order t o ex amine this problem certain objectives 

and method of study we re set. Thus, exploring the structure, 

operations, and dete rminants of th e performance of the CBEI 

assessing its level of financial development and examinating 

this development through timelevaluating the Bank's per­
formance in savin gs mobilization a s well as utilization were 

the stated objecti ve s. These objectives were examined using 

simple techniques of ana lysis relyin g on the ava ilable data, 

ex isting po licies a nd manuals, and vis-a - vis theoretical 

and empirical studies . Some of the summary results are gi ven 

below: 

I . The theoretical bases of this study are that domestic 

mobilization of financial res ources is impo rt ant for capital 

formation and growth, that en efficient allocat ion of the 

mobilized resources is imperat ive , and that commercial banks . 

. :". :: i .J ::'~ ; 
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provide an ~pp rupriat8 instituti c na l appa ratus thrcugh which 

savin gs can be directed f r cm less essent i a l e xpenditure t o 

more productive investments. As the survEY of literature 

shows, a growin g consensus ho ld that f in a ncial development 

facilit~t e s r eal grow th and that f inancial cnderdevelopment 

constrai~ the g rowth process . More significantly, the 

thesis that financial devel opment matters for real g rowth 

is based on th e measurabl e increase in financial as sets 

associated with a r ea l increase in GNP . II. Unlike the bra nch expansion pol icy of the Bank,the 
g r owt h of branches is not only showing a dec linin g 
t e ndency but a ls o that a ll a r e concentrated 
in the capital ci t y a nd ot he r relatively advanced 
t ow ns wh e re dema nd fo r their services exists adequately . 

From t his s ituat ion it is no t difficult tc disce rn that 
the Bank ' s policy a dheres to the demand following approach, 

which app r oach only accommodates demand for credits. 
Consequently the Bank lacks the maj or r o le to play in 
credit expansi on and t hus in economic development. 
Therefore, a proper mix of demand following and supply­
leadin g approach may help for the devel opment of the 

Bank. 

It is said that CBE bra nches exist almost exclusively 
in urban centres, alt hough a bout 90 percent of th e 
Ethiopian popu lati on lieve in the rural areas . This 

means that the branches give services to the 10 percent 
urban popu i~ti o n 'o r that even if it is thought that 
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some of the rural pop ulati on have access to bank facilities, their cost of transportati on is s c hi gh 
that it is not encouraging for furth er us e and as a 
result they would opt for alternative services from 
the inf ormal markets. 

III. The administratively determined interest rates bring 
no real benefits to depositors since such rates have 
hardly been adjusted to correspondin g general price 
increases , leavin g depositors with no incentive to bank saving. In addition, the recently introduced interest 

rates give rather narrow interest opportunities, thus the 
deposit interest rat e policy is restrictive in nature. 
This le ads savers tc join other financial markets as 
confirmed by on8 study" ... many people join these 
associations (savings and lean) in Add is Ababa. Ethiopia 
in crder to secute a loan for the purchase of a car or 

h ,,1 a ouse ... 

IV. An assessment from different directions of the Bank's 
savin g mobilizati on effort enables one to safe l y condlude 
that it is ge nerally in adequate. The bonking ratio, which 
shows the de velopment of ba nks throu gh time, exhibited 
only a slugis h increase. Changes in total bank liabilities 

lMarvin P. Miracle, Dian S . Miracle ~nd Lau rie Cohen, 

"Informa l savings Mobilization in Africa " Economic 

Develo~ment a nd Cultural Change . Vol. 2B, Nc. 4 
July 1 BD, P. 714. 



as percent3 g~ of GNP. which indicate the rate of g rowth of the Bank. declined throu[ h timo. The level of saving c hann eled intc th e Bank as mJ2sured by the ratio of t he bank deposits to Ml is not satisfactory, parti­cularly th e saving and time deposit aspect of the r a tio remained almost st agnant . The re rcentage share of individual and private or ga nizati on deposits from total bank savin g has not only increased but also it is less than ot her developing countries. While it is said that individuals and private organizat i ons are relatively the major contributors of time and saving deposits. the above situation means. therefore. that the Bank's effort in saving mobilization is not adequate. V. There has been laok of c l ear credit policy and as a result inability of the Bank to extend efficient ly adequate credits according to plan priorities. The 1976 credit policy left all banks t o ex tend credits aocording to their funotional speoializations instead of giving clear ope rational policies. Thus the CBE has been confined mainly with its traditional activity of ext e nding oredits tc urban demands. This continued until 1986 when the Bank started provision of short term rural credit. But the later polioy is also criticized for not enab lin g the Bank to allocate medium and long te rm credits. Thus, correction was made in 
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198 6 by int roducin H a revis ed rura l credit Dolicy that enabl e d th 8 Ba nk t u provi de sh c rt-t 2 ~~ an d medium term credits. Oespit o its r81 a tive l y large branc h netwc rk a nd excess liqu i dity re s e rv e holdings the exis ting credit policy does not still allow the Bank to extend l ong te rm investment credits . 
Moreover, despite the emphasis of the varicus here to­fore credit poli c ie s on the p rov i si on of credit to ag riculture and industry, the act ual situ a ti on shows only a minor a nd unincreas i ng share to thes e i mporta nt sect ors of the eco nomy with apparent highest credit provision to the trade sector, thus creating f urther imbal a nce between econ omic s e ct ors and hence making iittle c ont ribution t o g r owth. 

Thus the allocation of credits has not been e nc ourag ing as th e f o llowing summarized points would show. a . There is an excess of liqui dity reserve well above the required l evelJ 
b. The l oan dep os it r at i o is showing a declinrning trendJ 

c. The security requireme nts of the Bank particularly for lendin gs to individual and private organization is very hi g h thus discou raging borrowingJ 



d. It is said that demand for cred its in public ente r prises has declin ed du e to their improved liquidity positi on and abse nc e of further capacity expansions and new establis hments, minimizing furth e r credit out lets of the Bank and new outle.ts , of credit are hardly exist in g. The low intake of CBE cred its is also jeopardized by 
factors such as forei~n exchan ge limitations, effect 
of drought, absence of c lear Government policy for the 
private sector, and t:ght import control and the like. VI. All the above indicate that the linka ge between financial savings, f inancial int erme diation and eco nomic Development is weak. 

6.2 Recommendations 

To' Blleriilt e'the: alDcwe prob1tlms the following poss ible 
alterna tive pol icy measures and areas for furt her r esearch 
are recomme nded. 
I. The Bank sh ould not follow supply -leading approach 

alone to branch expansion although t his approach is 
said to p l aya dominant role in economic de velopment 
through effic i e nt and selective expans i on of cred its. 
A proper mix of both supply-leading and demand follow­
in g approac h ·ma y. be pr efe rre d for the proper expansion 
of its bra nches. Bes ides , th e expa nsion of bra nches 
should be directed to the rural areas . Apa rt from 
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openin g branches in p ot~n ti a lly viab l e areas . The 
introd ucti on of faciliti es such as the use of mobile 
banks, doducti ons at s ource, facto ry, g r oups e tc. enable increased mobilizati on of financial savings. 

Experi e nc e sh cws that the amount of s av in g depends 
partly on how widespread fin a nci a l ins t ituti ons a r e . II. Saving units, particularly non-c orporate saving units, 

must be protec t ed against rising inflatio n through a n 
appropriate means. One of th e mech a nisms could be 
through periodic int erest rate adjustme nts that should 
be abl e to bring ab cut r ea l be nefits a nd a ttra ct non­
corporate savin g units. Experience shows that real 
interest rate enables hi gher financial savin gs . But 
this measure is rec ommend ed along with chan ge s in the 
credit po licy. 

III. For optimum us e of th e Ba nk 's excess liquidity reserve 
and for continuing prov isi on of credits a cha nge in 
th e credit policy is imp ort a nt as follows: a . reducti on of emp ha sis on hi gh security r equ iremen ts 

and relying on the soundness uf schemes and projects) 
b. cle a r Gove rnment policy measures on private investme nt through bank borrowin g is deemed necessary . 
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The implementation of t he abo ve institutional and po li cy measures might no t on ly minimi ze misallocation of of resource s but a lso mo s t i mpo rt antly , milht creat a stron g linkage 3mong financial savings, credit allocat i on and economic development. 

I 

j 
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l\PPEf~CICES 

APPENDIX A.1: Branch Distribution by Administrat ive Region (June, 1g e3) 

Arsi 
Garno Gaffa 1. Arsi Robi 

1. Arba Mich 2 . 1\5ss1a 
2. Chencha 3. 8ekoji 
3 . Ch i dole 4. Huruta 
4 • Jinka 5. Tensae Berhan 
5 . Yela Sawla Bule 

Gojjar:l 1. Ba l e Coba 
1. Adet 2 . Dodo l a 
2. Agew Gemja BElt 3 . Ginnir 
3. Bahir Dar Eri trea 
4 . Bechsna 1 . .I\di Keyeh 
5 . Chagni ;;0 . Ad i Ugri 
" Oangla ~ . 3. P.srnarn Main 
7 . Dobre Merkos 4. El izabeth II Ave nue 8. Oejan 5. Keren 

9. Finote Ss l am 6. Mokal i Katema 
10. f10tta 7. MassiJwa 

G. Zera i Deres 
Cond ', r 

1. Addis ZSfTls n 
2 . oebre Tab or 

3 . EstG 

4. Gonder Ma il1 
5. Go nder Marke t 
6. Humera 

7 . :~"fas ~Jswcha 



Ha r a r ghe 

I. Alema ya 

2 . As e b Te f e ri 
3. De tac hat u 

4. De der 

5 . Dege habur 

6. Di r e Dawa 

7. Fugna B i rra 
B. Ge l emso 

9. God e 

10. Ha r r a l' 

1l. Hirna 

p -. 2iji ga 

13 . Ke br i Deh a r 
14 . Mega l a 

15 . Me 1kase di 

Ill ubab Dur 

1. Bun a Be delle 
2 . Gambe 11 a 

3 . Go r e 

4 . Matta 

5. Tep pi 

KeffC' 

I. Ag"l I'D 

2 . Bo nga 

3 . Hi r mata 
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I. 

2 . 

3. 

4 . 

5. 

6. 

7. 

S . 

9. 

10 . 

lI. 

12 . 

13 . 

14. 

15 . 

16 . 

17 . 

18 . 

19 . 

20. 

2I. 

22. 

23 . 

1. 

2. 

3 . 

Sho a 

Ad ama 

Al a ba 

Alem Ketema 

ilkak i 

Bako 

Butajira 

De bra Birh a n 

De br8 Zeit 

Effe son 

Fitch e 

Ghi on 

Hagere Hiwot 

Ho l s ta 

Hoss a na 

Me ha l Meda 

Met a ha r a 

Me ki 

Mo jo 

Naza r e th 

Shas ham:: ne 

Wo nj i 

Wo lkit o 

Zewa y 

Si dam o 

Al et a Wondo 

A\~ 3 ss u 

Oi lla 

I 
J 
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4. J i inmc~ 
4 . Hc }; erD ~1 >3 ri am 5. Li mu Sultu 
5 . :<. i b r€~ M en~ ist 6. r'1izan Teferi 
~ 

~Ioya 15 Q . 
7 . Negels Ba!'en.3 

Wo1l8~a 8. Yabelo 
1. Arjo 9. Virga Alem 
2 . As s asa 10. Virga Cheffe 
3. Dembi 00110 11. Wolait a Soda 
4. Ghimbi 

Tii;';ra i 5. Gu lisso 
1. I\d i f; ra t 6 • ~Iend i 2. Adwa 

7. Nekempte 3. Axum 
8. Naja 4. Enda Se l as si s 
9. Shambu 5 . r'leksle 

Addis Abab a 6 . f'1ai chevJ 
l. Aba Koran Wollo 
~ I-\byot Sq U;3re 
L . 1. Al.::mata 
3. !',ddi s il bab a .., 

ASs3ita 
4 . .~ddis Ket eme 

~ . 
3. Bati 

5. Afric D H2 11 4. Combo l cha 
6 • i''1.ir Port 5 • Jessie 
7 • P, ndi net 6. Oupti 
8 . Anwar Mesgid 7. Mek,me Salam 
9. f\ rade Ghio r g is 8. Mu gcd 
10. flret Ki llo 9. Te nt s 
ll. 801e 10. l~oldia 

12. Fi nf ine 11. Wore il u 
1 ~ Ghand i Roa d 
.~ . 
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14 . Gu l ule 

15 0 Kirkos Ka bele 

16 . Kolfe 

17. Lidsta 

I S. r~ 8 h a 1 Cebeya 

19. Nefas Silk 

20. r~eha 1 Ketema 

2l. Paulos 

22. Selassie 

23. Sengi] Terra 

24. Tekle Haimanot 

25. Temenja Yaz 

Assab 26 . Tewodros Square 

l. Assab 

2. Key Ga hir 

Agencies 

1. Ad di s Ababa International Ai rport 

2. Asmara International Airport 

3. ,l\sscb Port 

So urce : Commercial Bank of Ethiop ia, (C.B . E.) 

Statistical Review, Jun e , 1988, P. 20. 
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APPENDIX 2.2: Breakdown ot Demand Deposits by Ownership 

Year 

1950/ iSl 

1':131/82 

H82/ 83 

1981l3/o4 

1':lJ4/tl5 

1985/36 

1986/ 37 

1':liJ7/8tJ 

Private & Cooperatives Public Domestic Central Foreign N/Re-
Individuals Enterprise Banks and Gov't Corre- sidents 

& Agencies Other Fin. spondents 

220.9 73.5 353.6 29.0 100.9 31.8 42.7 

234.5 92.2 379.2 38.6 100.9 52.3 57.3 

260 . 2 113.4 481.0 58.4 109.0 67.4 81. 8 

318. 4 126.3 533.0 60.7 112. (j 35.5 86.0 

335.8 164 . 0 743.4 65 . 9 89.9 30.0 102.2 

397 . 9 193.1 877 .1 84. 8 107 . 2 33.4 91.2 

464.4 247.2 902.7 203.9 127.3 23.7 86.1 

423 .3 286.5. 935.0 321.5 124.5 60.6 98.9 

Source : - Commercial Bank of Eth. Statistical Review. Planning and Business 

Developmp.nt Division , No.6 June 19Gb. P.2 . 

Total 
Demand 
Deposits 

852.4 

972.9 

1,171.1 

1,322.4 

1.531.3 

1.71.!4.7 
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