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ABSTRACT

The main concern of this thesis has been tc assess the
role of the Commercial Bank of Ethicpia in savinzs mobilization
and utilization. The necessary information was mainly obtained

from secondary socurces.,

Simple techniques of analysis such as percentages, graphical

representations, ratiecs, etc., are used to analyze the data.

The results indicate that the performance of the Bank
in savings mobilization and utilization has, generally, been
inadequate. The inadequacy of the Bank's savings mobilization
effort is exhibited by the low levels of the banking ratio,
changes in total bank liabilities as percentage of GNP, and
by the ratio of bank depousits to maney supply. The inadequacy
of the utilization of savings is indicaeted by the absence aof
clear credit policy, excess liquidity reserve, the daclining
trend of loan-deposit ratio, and by the high security require-

ments.,

The paper suggests scme changes in the existingfpolicy of
the Bank. Thus, both lending and deposit interest rates, credit
and branch expansion policy, and security requirements have to
be changed inorder for the Bank to play the maximum role in the

growth of the Ethiopian sconomy.



CHAPTER I

l. INTRODUCTION

1.1 Statement of the Problem

The central issue of economic development is the problem
of mobilizing and allocating resources for growth 1in such a
manner that growth becomes self-sustaining. It 1s known that
capital investment raises productivity and also that the rate
of growth of production is mainly determined by the rate of
capifal 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 prevalling

in the industrial countries,l

Facts on the Ethiopian economy indicate that close to
50 percent of the GDP, 90 percent of exports, and over 80
percent of the employment is accounted for by the agricultural
sector, manufacturing industry (including small scale industries
and handicrafts) 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

2
to the GDP is less than one percent.”

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

2 Phe PMAC ONCCP, Ten Years Perspective Plan 1984/85-1993/94,
A.A. Aug. 1984, F.20. |




The growth performance of the economy over the past
decade has been mixed. Between 1973/74 and 1977/78, the
econonmy grew at the rate of less than one percent indicating
a decline in per capita income since population was growing
at a rate of 2.5 percent per year during the same period.
Between 1977/78 and 1983/84 the growth rate of the economy
although 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 anad 1983/84 the
trend was reversed as the investment ratio steadily rose to
reach about 12 percent of GDP by 1983/84. Inspite of the
increasing trend, however, the country's investment ratio is
still lower than the average of 14 percent for low income

developing countries.4

The rise and fall in the investment ratio over the last
13 years was paralleled by a somewhat similar pattern 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. 1In 1983/84 it was estimated to be about 3.2 percent.S

3 A AU 2 g
Ibid. R F\
il s f/ﬂ)-h.umawr: \"-
Ibid. P. 22 thARY 7
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The strategy for development in Ethiopia is the parti-
cipation of the majority 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 increased domestic savings.

The significance of domestlc savings 1s also emphasized
by the United Nations Commission for development. For example,
the Commission in its report concluded that the financing of
development must be based on The maximum exploitaticn of domestic
sources of funds. The Commission f'urther emphasized the role
of domestic finance in eccnomic development as being the pre~
requisite for enabling countrics to implement the social,
political and cconomic poiicies which they consider most
sultable for the improvenunt of their standard of living.
The role of foreign finance in economic development can therefore

: ; 6
only be of subordinate character.

It is stressed in the Ten Yeur Perspective Plan that the
financing of the investment programme will entail maximum
effort to mobilize the necessary domestic and foreign resources.
Domestic savings are projected at Birr 23.3 billion in current
prices and will cover 055.5 percent of the planned total invest-

/

ment.

6

Methods of Financing Economic Development in Underdeveloped
Countries, quoted in Edward Nevin, Capital Funds in Under-

developed countries: the Role of Financial Institution, London
Macmillan, 1961, P.XIII. i

TONCCP, Ten Years Perspective Plan, PP. 4849, |




The crucial impertance of internal accumulation of
investible funds for development is thus beyond question,

Breoadly speaking, internal supplies of capital funds can
be mobilized through two main channels-those of fiscal and
monetary. The former inveolvas important and difficult problems
concerning the relationship between taxation and incentives,
the type of tax most suited to the administrative machinery,
etc., areas which this Paper is not going to cover, The
latter aspect, particularly ths assessment cf the Commercial
Bank of Ethiopia (CBE) in savings mcbilization and utilization,
is the central issue of the paper,

In developing countries like Ethiopia, the margin of
income above the subsistence level is narrow, making saving
difficult. Other factors such as the rate of growth of
pocpulation hinder the growth of savings, thereby limiting the
amount of capital required for productive investment. Even
if there are people who can afford to save, they either
prefer to spend on traditional forms of unproductive investment
such as the purchase of jewels and cther materials of prestige,
or imitate the consumer habits of the industrial society.
Adverse effects are alsc produced by the widespread paucity of
investment opportunities, the rudimentary nature of the local
capital markets, etc.

Moreover, as in most LBCs, the inadequacy of measures
in Ethiopia to effectively mobilize rural savings due to the
asssumption that the traditicnal sector is characterized by

the low productivity compared with the modern sector led
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not only to the low mebilization of savings but also to

devote the largest parc of their ciforts.to the mobilization
of domestic perscnal savings and to the provision of credit
facilities to the relatively small modern sector,B Despite
such efforts, mobilization of personal savings 1s practiced in
Ethiopia by a small section of the urban population through
traditional forms 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.

The practice of sound money management by individuals
and the regular use of savings and credit faucilities (where
they exist) of the financial institutions by the broad section
of the population is limited. This indicates the gravity
of the problem in the mobilizatlon and utilization of savings

in the country.
An important task facing the country is thus the
mobilization and utilization of such scarce financial savings

by Commercial Bank branches.

8U N., Savings for Development: Report of the International

Sympoulum on the Mobilization of Personal Savings in Developlng

Countries, N.Y., Department of International Economics and
Social Arfairs; 1981, P.12.



As discussed in chapter two, commercial banks help
mobilize savings. When ¢onsidering the Commercial Bank of
Ethiopia, its contribution for Savings mobilization cannot
be denied completely. However, the problem with the Bank is
that the growth of deposits particularly saving and time
deposits, have not been adequate. lioreover, 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 thereby creating further distortions in the flow of
credits andg failing to provide adequate credit to the

productive sectors of the national economy.

Short -« term plans of the country as well as the Ten
Year Perspective rlan, give priority to the development of
the agricultural sector, since, as already pointed out, this
sector 1s the backbone of the Ethiopian cconomy in terms of
GDP, employment, I'oreign exchange earnings, ete. For fulfilment

of plans the role of the Bank is, therefore, paramount.

The problems mentioned above, with emphasis on the
mobilization andg utilization of Savings are examined critically
in the following pages. Furthermore, the implications of the
Bank's credit policy on savings mobilization is diagnosed with

the ultimate aim of Prescribing alternative policy measures.

1.2 Objectives and Significance of the Study

1.2.1 Objeectives

The main objcctives of research paper are

summarized as follows:



1.2.2

a)

b)

c)

d)

e)

To explore in detail the structure, operations
and determinants of the performance of the
Comuercial 3Bank of Ethiopia.

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.

To assess the performance of the Bank in
savings mobilization, l.2., to look into the
volume and rate of growth of savings channeled
into the Bank during the same period.

To examine critically, the direction and
degree of utilization of Sdavings among the
different sectors of tiae economy vis-a-vis

the priorities of the country as set out by
the previous short sand medium term plans, and
the Ten Year Ferspective Plan.

To prescribe policy options in the light of

the findings.

Significance

There exists little work done regarding the

operation and structure of the commercisl banking

system in Ethiopia. Andg because there is no clear

understanding of the commercial banking, there is

No sound basis for the Bank's policies.
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| As the Bank is the main source oi local funds, its
role as savings mobilizer (in differenb forms of banking
deposits and earnings that aild 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. Thus, works that alleviate the
above problems and suggest alternative policies that
could improve the volume and type of savings, and the

utilization of credits arec immensely important.

It goes without saying, therefore, that the
significance of this paper in bringing forth the
knowledge of operaticns and analysis of the performance
of the Bank ror formulating alternative policies that
alleviate the problens mentioned earlier is out of
question. Besides, the paper is important to bridge

the existing research gap.

2.3 Methodology aad Source of Data

1.3.1 Methodology

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 1987 are collected and compiled.



The following technidques are utilized to meet the

specific objectlives of this study-

1. To meet the objective of expicring the structure,
operations and determinants of the Bank, 1its
existing documents such as policies and progedures,
manuals, proclamations, and related materials on
commercial banking activities are reviewed and

examined vis-a-vis theoretical and empirical facts.

o, The objective of assessing the level of financial
development is met by analyzing the trend distribution
of total liabilities of the CBE as percentage of GNP
for the given period. As the economy of the country
grows, the Bank's assets ( = liabilities) must also
increase, provided it recelves an inereasing amount
of deposits and channels 1its savings to productive
investment Gthrough time, in which case the percentage
distribution of total liabilities to GNP must rise.
This method has been successfully utilized by Ali
Tssa Abdi to study the role of commercial banks in
the economic development of Bastern Africa. Since
the structural characteristics of the Ethiopian
cconomy are similar to those of Eastern Africa, the

9

utilization of the same method is justified.

9Ali Issa Abdi, Commercial Banks and Economic Development:
The Experience of Bastern Africa, N.Y., Praeger Publishers,
197y E.6T.
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B As the Bank is the main source of local funds, its
role as savings mobilizer (in differenc forms of banking
deposits and earnings that aild cconomic growth) is sub-
stantiai. Moreover, the Bank's role 1n the proper and
efficicent channeling of credits 1into the various sectors
of the economy in accordance with given priorities 1s
undeniably important. Thus, works that alleviate the
above problems and suggest alternative policies that
could improve the volume and type of savings, and the

utilization of credits are immensely important.

1t goes without saying, therefore, that the
significance of this paper in bringing forth the
knowledge of operations and analysis of the performance
of the Bank ror formulating alternative policies that
nlleviate the problems mentioned earlier is out of
gquestion. Besides, the paper is important to bridge

the existing research gap.

1.3 Methodology and Source of Data

1.3.1 Methodclogy

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 1987 are collected and compiled.
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To evaluate the effectiveness of the Bank in

o3}

avings
mobilization, the trend of (a) demand deposits as
percentage ol money supply; and (b) time and savings
deposits as Percentage of money supply are analyzed.
Money supply (Ml) is currency outside banks plus net
demand deposits. The different types of deposits
eXpressed as percentages of money suppiy explain the
performance of the Bank in savings mobilization. The
ratio of deposits to Ml increases as the Bank's effort
in mobilizing sayings increases thereby showing the
degree of instituticnalisation of savings. This method
has also been utilized by Ali Issa Abdi in the same
study and for similar rzasons mentioned above, it is
also adopted here.

To exeamine the direction and degree of utilization of

ors of the cconomy,

er

savings among the different sec
simple quantitative techniques of analysis like
proportions, ratics, graphical representations, ete.,
are employed.

1.3.2 Source of Data

A1l data on Bank liabilities, money supply,
Bank's savings, credits, GNP, spatial distribution of CBE
branches, population are taken from different issues of

Statistical Abstract (CS0), Quarterly Bulletin

(National Bank of Ethiopia) and Statistlcal Review (CBE)

as the case may apply.



CHAPTER I
2. SURVEY OF LITERATURE AND BACKXGROUND TO THE STUDY

In many less developed countries like Ethiopia, financilal
institutions other than commercial banks are usually narrowly
distributed. 1in such countries very few people are accustomed
to holding tinancial assets and making use of banking facilities.
The prevalence of these situation is unfortunate desplfe the
fact that the poorer the country the greater will be the need
for financial institutions that mobilize saving and facilitate

its utilization.

From the existing financial institutions in Ethiopia
the commercial banké take the major sharec in branch network.
Relatively speaking, the CBE is the deminant type of organilzed
financial institution which is the forerunner in existence and

enjoy market monopoly.

Therefore, the general theoretical and cmpirical discussions
of financial institutions in this chapter relate more to the
commercial banking system than other financlal institutions

in Ethiopia.

In the survey of literature such points as the theoretical
and empirical findings o1 the role of financial institutions,
the eftect of financial market repression on savings and
hence on an economy, and the growth theory of financial
institutions are dealt with at lengtn.

2.1 The Role of Financial Institutions in Developing Countries

Neo-classical growth theories provide mainly a negative

role of the monetary process. According to these theories

w 1F
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"a reduction than an increase in real returns on financial
§ . . 1
wealth stimulates saving and investment”” and so accelerates

sconomic growth.

Although theories of the role of finance in promoting
economic growth in developing 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 innovatign", innovation and entrepreneurship
being central to his explanation of development. John Gurley
and Edward Shaw laid in 1955 the bases to the modern explanation
‘of the role of finance. Recent works by Shaw, Mckinnan,
Patric and others stress the significance of a strong and
efficient financial system in promoting economic growth. They
alsec refer to Taiwan and South Korea as empirical examples

supporting their thesisz.

18h1geyuk1 Abe, Maxwell J. Fry, and others, "Financial
Liberalization and Domsstic savings in Economic Development:
An Empirical Test for ¢ix Countries”, The Pakistan Developmant
Review, Vol. XVI, No.3, Autumn 1877, P. 298.

2Nlchael Dacosta, Financ: and Developmept:the Role of Inter-
national Banks the I1hird Worid. %oToraao, Westview press,
1987, P.P.




We see that Shaw and McKinnon take direct issue with the
neo-classical proposition, indicating that "crucial assumptions
in this paradigm are erroneous in the context of less developed
countries”. McKinnon provides an alternative model in which
he states that "real money balances ore complements rather
than substitutes to tangible investmeﬁt". Shaw rejects the
neo-classical growth models in favour of the debt - inter-
mediatioin view. While McKinnon maintiins the neo-classical
"outside money” assumptions, Shaw assures an "inside money"”
g~--~nm: in which money is backed, at lecst partially, by

productive investment laansa.

The above and a number of other studies have attempted
to clarify the already establishgd hypothesis (Gurley and
Shaw in 1955 and 1966, Patrick in 1966) tha: improvements
in the financial intermediation process are a precondition to

gccnomic growth.

What is at issue in their studies is the graowth of
financial savings as ar alternative to consump:ion and
investment in inadequate return undertakings, and the
channeling of such savings from surplus to deficit spending
units. To stimulate investment following the Kaynesian
tradition, such a transfer appears to demand high intarest
rate as opposed to low interest rate policies (McKinnon 1873,

Shaw, 1974)%.

i

3$higeyuki Abe, Maxwell J. Fry, and others, The Pakistan
Development Review, P. 298.

4Fi.C.I. Ayre (ed), Finance in Developing Countries,
Franke Cass Ltd., 187/, P. 58.




The theoretical postulates of the new approach mentioned
above rest on some facts mentioned below, concerning the

nature of economies of the LDCs.

Developing economies are fragmented wherein the old and
modern technologies exist side by side creating substantial
disparities in rates of return to different investments. The
second point is that a large number of the more modern
production processes reguire comparatively largse amounts of
investment. Hence, indivisibilities become an important

factor to be considered in the process of development.

A third point is the self-financing of investment. It
is said that financial intermediation is in its infancy l
imposing serious financial constraints on external investment
in new technologies with high return, while investment
proceeds in the older, seif-financed sectors yield low return.
Thus, improvements in the process of financial intermediation
tend to channel financial and real resources from the low=-
yielding investments to investments that are likely to

result in acceleration in the overall rate of economic growth.

Finally, the role played by most governments in LDCs has
not been conducive since various policies have contributed
substantially to the malfunctioning of the financial system,
and to the inefficient use of real resources. The widespread
exercise of regulating interest rates, for instancs, which
financial institutions pay for their deposit liabilities has
resulted in very low rates in the official markets, and this

has generally led to a widening of the existing gap between
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the demand for and the supply cf funds contributing to open
or repressed inflation and tc the perpetuation of an un-

official non-institutionalized financial marketS.

The findings for a sample of developing Asian countries
show that between one-half and three fourth of net household
saving is in the form of increases in tangible wealth and
that most of the assets held by such savers are under their
own direct contreol. The findings also indicate that, in
general, the composition of individual real asset possessions
in less developed countries consist mainly of land and land
improvements, simple agricultural and handicraft tools,
livestock, inventories like foodstuffs, and durable consumepr i

goods like preciocus metals, jewellery, etc.5

From a'higlher percentage of tangible assets held in
unproductive forms 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 inventories, 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

increase the level of output by about 10 percent7.

S1bid., P. 59.

E'Hugh T. Patrick, "Financial Development and Economic Growth
in Underdeveloped Countries”, Eccnomic Development and Cultural
Change, Vol. XIV, No.2., January 1966, P. 1/8.

7Ibid., P }79;
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The need for keeping wealth in the form of food-stuffs,
other primary products, and even in the form of finished
manufactured goods well cver normal consumption or production
needs in developing countries is for the important reason
that inventories are 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 fluctuation could at times be unavoidable.

It is believed that in the early stages of development
individuals could prefer holding of financial assets with
more attractive terms tc holding tangible wealth in excess of
the normal consumption and precduction needs. Thus, individual
holdings ©f precious metals, foreign exchange and other foreign
assets can by changed directly to socially productive goods
by foreign tra’s:, with exchange of imports of precious metals

or foreign exchangaa.

The main proble: is, however, that individuals who keep
tangible wealth may nc' necessarily be those who are willing
to hold productive assets. The possession of productive
fixed assets in less develcped ccuntries often necessitates
gntrepreneurial and managerial functions in which all wealth
holders are not willing to engage themselves. The possibility

of holding superior financial assets as opposed tc keeping
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inventories and specie as a store of velue enables tangible
asset holders to give them up for financial assets, and for
others to arrange the transformation of these freed, tangible
assets into a mcre productive form. What is so impartant is
thus the shifting of individual real asset holdings to
financial asset holiding on one hand, and encouraging investors
to incur financial liabilities in the form of credits that

could be diracted to productive investmentg.

The effect of financial structure and development on
eccnomic growth is reflected by the adequacy of the channeling
of resources through financial institutions. Financial savings
and aggregate savings in general may increase depending upon
the success of the intermediation function. Higher levels of
capital formation in productive sectors and other essential

sectors for development and social equity may also be brought

e e

about by improved financial intermediation.

The technique of transferring resources through financial
institutions is by issuing their debts to surplus spending
sectors and relending the funds to deficit spending sectors.
Financial intermediaries thus minimize the basic conflicts
that limit the transfer of resources by eliminating the
coincidence of the occurrence of wants between borrowers and
lenders. Moreover, financial institutions offer to savers
divisible and highly liquid assets at a lower risk and to

investors a large pool of rescurces, often at a lower cost.

91bid., P. 181
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The success of the intermediation function is determined how
well financial institutions satisfy the preferances of both

the borrowers and savers.

Apart from the strong theoreticel considerations on the
fundamental question whether the saving-investment process of
financial institutions brings forth higher savings than would
be avialable, the empirical verifications of increased savings
through financial intermediaries as institutions develop is

also well established.

The reasons financial development may instigate an
increase in the aggregate volume of real savings are basically
"the opportunity to save via the introduction of new assets
that dominate all previously available assets, the improved

yield of the available variety of assets, and finally the

direct institutional effect"la

Ali Issa Abdi explains the first reason as follows:

The improved opportunity to save effect is based on the
assumption that the rudimentary nature of financial development
in the developing economies retards the desire to save. The
portfolio choice of domestic surplus units is limited to holding
either currency or physical assets (including inventory changes).
The introduction of other financial assets (such as savings
certificates, savings and loan shares,and ... bank deposits)
increase the variety of assets available. The new assets
infroduced by the development of financial institutions dominate
the initially available assets in terms of earnings, safety, and
liquidity, since the risks attached to them are small compared 1'0H
the capital assets, and since currency is a barren asset at best ''°

IUF\li Issa Abrdi  Commercial Banks and Economic Development, PP

Ibid.




In this connection Patrick says that there are a variety
of relationships between the financial system and growth
producing real factors. The most important of all the relation-
ships, he stresses, the relationships of the stock of financial
assets and liabilities to the real capital stock - its optimal
composition and rate of growth and its efficient allocation
and utilization is the most important. According to him,
there are three major ways Financial intermediation influences
growthlz. First, by bringing about changes in its composition
and ownership through intermediation among various asset holders,
financial institutions encourage a more efficient allocation of
capital. Financial institutions can influence people to save
and invest by providing incentives in terms of interest rates.
This helps the accumulation of capital. Lastly, they encourage
an efficient allocation of new investment from less to more |
productive uses, by intermediation between entrepreneurs and
savers.

It is known that savings mobilization is not an end in
itself. The ultimate goal should be its efficient utilization
for economic growth., The efficient allocation of savings
rests on a premise that the more developed and efficient the
financial institutional system, the higher is the volume of
domestic private savings channeled into it. It is basically
the capacity of financial institutions to provide assets

12Hugh T. Patrick "Financial Development and Economic

Growth”, PP. 177-178.
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preferable to internal savings and primary securities owner-
ship that justifies their existence and development. In
addition, a trensfer of savings from other channels, in
particular from currency hoards, precious metal hoards, or
excess inventory accumulation to financial institutions in
favour of financial assets improve the efficient allocation

of savings.

The distribution of savings differs from the 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 explained earlier, individuals in developing
countries tend to hold real assets, usually of relatively
low productivity. Contrarily, efficient investors are not
able to increase 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 outlay. As a result, marginal rates
of return are not equated for different uses or among different
users., This deficiency could not have been sclved without

recourse to financial intermediariesla.

131pid., P. 182.



The development of financial instituticns nect only
increases the amount cof capital aveilable from any given
amount of gross savings, but alsc helps allecate savings
whiéh may result in higher returns on investments. Again,
where cepital and money merkets are not adequately developed,
financial 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 most economic units.

Mcreover, financial intermediation provides a variety
of other incentives to investors.

The reduction {n the effective interest rate reduces
the cost of investment, the strength of the demand response
depends on the elasticity of the marginal efficiency of
capital schedule., It should be pointed out that financial
intermediation does not mean that the interest rate necessarily
declines over time, since in a growing economy investment demand
may become increasingly strong. However, increased effective
financial intermediation will produce a narrowing of the
dispersion of interest rates among different types and levels
of credit worthiness of users, among geographica1 regions, and
over periods of seasonal fluctations. This is the consequence
of the improvement in financial markefsl4.

For 'many 1nvestors the increased access to funds as a
consequence of financial intermediation may be more
important than the reduction in costs. This is perhaps

particularly true in developing countries.

.U F g
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The availability of funds from financial institutions
enables efficient investors to assume a greater debt position
than they could cotherwise and at the same time to undertake a
larger amount of investment. In addition, access to financial
funds on reasonable conditions can stimulate investors to
expand their business sizes to conceivable opportunities.

Not mere access to finance but the entire financial environ-
ment, and the rationalism it implies that stimulates creative

. 15
investment responses .

2.2 Financial Repression

The developing economy analyzed by McKinnon and Shaw is
financially repressed. The central argument is that financial
repression 'indiscriminate distorticons of financial prices
including interest rates’ reduces, 'the real rate of growth
and the real size of the financial system relative to non-
financial magnitudes. In all cases this strategy has stopped
or gravely retarded the development process'. Many developing
countries have apparently slipped into financial repression
inadvertently, the original policy was aimed at financial

restricticnlﬁ.

Financial restriction motivates institutions and financial

instruments. For instance the banking system is protected-

1EMaxwell J. Fry, "Models of Financially Repressed Developing

Countries”/World Development, Vol. 10, Nc.9 September 1988,
P. 732. '




high reserve requirements and obligetory holdings of govern-
ment bonds can be impcsed to obtain increased bank saving

at zero or low interest rate to the public sector. Private
bond and equity markets are put down by, for instance, trans-
action taxes, stamp duties, special tax rates on income from
capital, a discouraging legal framework, etc. Csilings on
interest rate are imposed to suppress competition from the
private sector. Under financial restriction, it was felt
that ceilings on interest rates, high reserve requirements,
suppression on the expansion of private capital markets, etc.,
can all increase the flow of domestic resources to the public
sector without an accompanying rise in inflation or interest

rates.

The transfer of higher prcpertion of resources from the
financial system to the public sector reveals, for the most

part, successful financial restrictionl7

Selective or sectoral credit policies are common features
of financial restriction. Selective credit policies necessitate
sectoral credit policies, since financial liberalization

enables financial channels to grow 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 economic growth., It is also contended that
an administratively determined nominal rate of interest, which

is common feature in less developed countries according to these



authors, holds the real rates below its equilibrium level in
the figure shown below. This situation is known as ons of
financial repressicn in which & fixed interest rate such as
Ty gives rise toc an amount of savings that limits actual

investment to Iola.

If loan interest rates suich as r, are not allowed i.e.,
if loan rate ceilings are established, like institutional
ceilings on deposits, non = pri‘:e rationing of loanable funds
must follow. Twc important results from this situation are
that, "first, savings remain at a low level and so investment
since savings are the primary factors determining the real
supply of credit, and second, investible funds are inefficiently
allocated by means of non-price criteria. It is then claimed
that bott features prevent both the financial system and the

overall zconomy from growing and developing."l9

IBGerardo M. Gonzales Arriesta, "Interest Rates, Savings,

and Growth in LDCs: An Assessment of Recent Empirical
Research.” World Devslopment, Vol. 16, No.5, May 1988,
PP. 589-590.

Ibid.
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The financial effects on savings from relaxing the
intensity of financial repression is observed when one considers
a higher institutional nominal rate of interest equal to Ty
This mechanism will ration out many of low return investments
previously financed, thus increasing the averags gfficiency
of investment and raising economic growth, and this in turn
shifts the savings function to s/gl. It is obvious that at

the new rate of interest, actual investment I1 will be higher

than in the former situation because of increased savingszo.

Ibid., P. 590,

You can, for example, see World Development, Vol.16, No.5,
P.530, Vel. 10, No.39 (May and Sept. 1988 and 1982 respectively),
Pakistan Development Review, Vol. XVI, No.3, Autumn 1988,

FP.301.
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points on demand deposits and a 26 percentage points on long-
term deposits is consequent upon a rise in the official
ceiling on nominal interest rates from 15 to 30 percent. In

addition, the ratio of M, to GNP rose from 8 percent in 1964

2
to 33 percent in 1968 showing an increase of financial savings
for lending. Although there was a sharp increase in interest

rates, private borrowing from banking system remained buoyant24.

Similarly, V. Galbis concludes that financial policy
should be to maximize financial saving through a policy of
interest rate 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 incomezs.

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
dissintermediation 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 -:

2
accelerates

24Michael Dacasta, Finance and Development, P. 17.
25

P.C.I. Ayre, Finance in Developing Countries, P. 58.

2Gl"iaxwell 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 form of financial rathsr than less productive
tangible assets. This will ensure efficient investment and
allccation in the most productive sectorssand will provide
incentives to attract increased saving, investment and pro-
duction. To achieve these goals, howsver, 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 higher marginal propensities to save.
One aspect of this may be described as a direct effect of
institutional development on the aggregate volume of savings,
The institution elasticity of private aggregate domestic
savings would obviously depend on the existence of alter-
native channels. In postulating this effect, W.A. Lewis
claims, "there is a whole range of savings institutions that
can be developed. Experience shows that the amount of saving
depends partly on how widespread these facilities arey 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;ﬁstdaijéhe Theory of Economic Growth, N.Y.
Harper and Row, f0; Px 2284 '
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In a more recent study, U Tun Wai, after estimating the
relationship between financial savings and retained earnings,
conclude, that "the statistical evidence ssems to support the
hypothesis that the greater the financial intermediaries the

larger will be the amount of national savings"za.

There are two basic paths to financial growth: these are
demand ~ following and supply-leading phenomena. Their basic
distinction is that the latter aggressively seeks entreprensurs
and encourages them to invest in new ventures while the fomer
simply accommodates demand for funds and the adequacy of funds

. 24
is not always assured™".

Demand - following apprcach puts emphasis on the demand
side for financial institutions. As an sconomy grows, new
and increased demands for such institutions is created which
is matched by the supply response of the growing financial
system. According to this argument the shortage of financial
institutions in developing countries is merely due to lack of

. demand for them.

~

Oemand - following may be termed as a process in which
"the creation of modern financial institutions, their
financial assets and liabilities, and related financieal
services is in response to the demand for these services by
investors and savers in the real economy ..., the evoclutionary

development of the financial system is a continuing consequence

¢ Ali Isse Abdi, Commercial Banks and Eccnomic Development,P.6,

29H.T. Patrick, "Financial Development and Economic Growth”,

P. 174,
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of the pervasive, Sweeping process of economic development”ao.
Changes both in objective coenditions like the economic
environment, the institutional framework, and Subjective
responses such ag individual motivations, attitudes, tastes
preferences, etc., shape the financial system emerged under
this circumstances., The demand for services of financial
institutions depends here on the growth of real production
and on the monetization and commercialization of agriculture
and other traditional activities., The faster the growth of
real national income, greater demand of enterprises for
financial savings arises since under most situations firms
will be less able to finance further large investments from
own profit. Financial institutions help transfer savings
from individuals and slow-growing tg Fast-growing undertaking

in the process of growth,

the demand - fallowing process is presumed to emerge auto-

matically. It isg assumed that the availability of entrepre-~

and thus the financial institutions grow sufficiently. It
is also assumed that an attractive institutional, legal and
economic environment exists. As g consequence of this,

financial markets widen thus raising the chances of getting

301hid.




much credits reducing risk which in turn feeds back as a

stimulant to real growth,

The demand—Following approach impliss that finance is
essentially passive and accommodative in economic growth.
However, the increasad supply of financial services in
T'esponse to demand may not at all 'be automatic, flexible,
or cheep in developing countries. The banking legislatian
in early nineteenth century France, religious barriers
against loans and interest charges in Italy may be cited
as examples. Similar obstacles and market imperfections
may dictate inadequate demand*?ollowing response by the
financial system in less developed countries today. The
lack of financial institutions, therefore, restricts or

inhibits effective growth petterns and processal.

The supply-leading phencmencon, on the other hand, is
the creation of financial institutions and supply of their
services before they are demanded, Supply-leading has the
functions of transferring I'esources from traditional sectors
to modern sectors, and of promoting and stimulating entrepre~

neurial responses in these modern sectors,

New access to the supply-leading funds may substantially
motivate entreprensurs by opening new horizons on possible
business alternatives, which is the most significant effect
of all, particularly in developing countries where entrepre-

neurship is g major constraint on development,

Ibid,
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New government financial institutions can be created
using government capital and perhaps directly subsidized by
government as experienced in Russia in the latter part of the
nineteenth century and by many today!s developing countries,
Secondly, private financial institutions may receive direct
or indirect subsidies often the latter by numerous ways.,
Commercial banks issue banknotes under favourable collateral
conditions although this may be less important today than its
modern equivalents of allowing private financial institutions
to create deposit money with low reserve requirements and
central bank rediscount of commercial bank loans at interest
rates effectively below loan interest rates, Thirdly, new
modern financial institutions may at the beginning lend
profitably large amounts of funds tg traditional sectors
and then gradually shift their provision of funds to the
modern sector as the €Conomy develops, Therefore, supply-
leading finance gives an opportunity tgo encourage real growth
by financial means. It is thus likely to play a more significant

role at thes beginning of the growth process than the lateraz.

k2

~ibid,



CHAPTER IIT

3. THE COMMERCIAL BANKING SYSTEM IN ETHYOPIA

3.1 The Origin ang Evolution

amount of Credits, by inveatigating or by participating in the

financing of manufacturing Projects and or public Works, ang

by Purchasing &overnmert bonds,

It is thuys useful ang instructive for today's developing
countries that are thinking of the possible role of banks in
helping to promote the BTrowth of theip €conomies, to look more

closely at the role or the early banks.

Ornaments gold coin and plate would deposit Such items wWith

goldsmiths and other reliable Imerchants ip return for g receipt,

As the g0ld was less brotable than the recelpt, it became
convenient fgor the depositor to pass on the Feceipts whenever

he wanteg to make bPayment to g third party, so long as the



of' hig Promise tn Pay. The fundamental Principles Of the
Operation or the modern banking System ang the faith of the

Public in currency werpe thus established,l

1t was soon realized by the goldsmithg that they were

asked at any one tipe to refung only a certain portion or the

confidence or the publijec. They could, thus, issue notes to
borrowers who undertake {0 repay the amount with interest.

This substantially increaseqd the profitability 01 their
Oberations, It is under thoge circumstanees that the early
goldsmith—banks Were said to have been“’Creating money ‘.

for the Value of 'eceipts could now €xceed the amount orf gold
‘withdrawn from circulation' by the goldsmiths, The additionaj
receipts issued did, howeverS mean an increase in the liabilities
of' the bankers3 Since they couid he Presenteqd for 'epayment at
any time, These liabilities are balancegq by interest—earning
assets: but it was still Necessary for liabilities to be ‘backeq:

by a Sufficient reserve of go1q, u?

—_——

. 1. Livingstone & H.W,0rg (ed), Economics For Bastern Africa,
Heinmagn Educational Books Ine., 19 0,P.366, Also see Belai
Giday, Currencz and Banking:Ethiogia2 A.A., Commercig]
Printing Press, 19 7s P.6G.

Ibid,



The €arly merchant banks developed along the lines
described above, Nevertheless, another iine or historicaj

argument explains that monastries, ney religions orders, Jews,

Europe, Although Some monetary institutlons developed at a

lower leve) Survived the dreak up of Rome , banking Seemed to

F.Cyril James, The Economics_of Money Credit and Bankiqu
The Ronalqd Press Co., N.Y., 1946, Pp. 106-113,

Ibid.



The Roman Emperors irom Nero to Diocltain had undermined
the monetary system to such an extent that imperial coin was
no longer acceptable and, when monetary institutions slowly
reappeared during the Middle Ages. During the later part of
the Middle Ages, the growth of the operations of financial
institutions was attributed by the monastries. From the eight
century onwards, the monastries ol Western Furope 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 weqlth that accrued from efficient agriculture
was greatly asugumented by the bequests and donations of the

faithful.

Long before the end of the tenth century, people who wished
to safeguard their treasure turned to the monastries and thus
the great abbeys were actively engaged 1in finance both as

custodians and as trustees.

After the eleventh century, however, the monastrles became
less important as financial institutions than the new religious
orders which accumulated 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 fEngland until the mass persecutions around 1290.



ragny |

buring the Tourteenth ang early firteenth century, the
official positions of Royal ¢xchanges and Royal moneyer were

filled by Englishmen gng Frenchmen.

Whether or not the goldsmith, the monastries, religious
orders, etec. had began banking practices, it is beliieved that
the origin or banking is traceable to ancient Assyrians,
Babylonians and Athenians., But the forerunners of modern
banking are considered to be the Bank of Veniqe, the Bank of
tenoa and the Bank of Amsterdam established in 1171,1320 and
1609 respectively. The Martins Bank in London has been operating
on 1its original site 8ince Sir Thomas Gresham, g goldsmith, |

established it in 1563 "at a slgn of Gr'asshoper."5

As early as the year 1200, bankers were advancing beyond
the level or mere money changing and were entering into the
activity orf banking as it 1is bresently defined. In Genoa, for
example, they began to accept deposits of the current and the
fixed period, to advarce credit to merchants and traders, and
were becoming involved in foreign trading and othep business
activities, Historical evidences revegl that they dealt in
foreign currency and extended credits to be repaid at the
Faire or Champagne 1in France, that Served at the time as the
great foreign eXchange dealing house of Europe. The importance
of the faire declined as the Italian bankers moved to establish

branches in European cities not only to finance trade between

5Robert a. Edmister, Finanecial Institutions, Markets and
Managements, McGrew-Hill Inc., 1680, p.73.
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in Britain wera actively financing manufacturing industries,
mining, €tc., both for Working €apital 'ang Tixed capltal invest-

ment. The contribution o' banks to the €Xcellent transportation

In Belgium the banking System wasg Probably even more
directly involveq in industry. These banks "actively sought

new firms, underwrite their stock issues, finance potentia]

and ministereq to the Companieg " Needs for both Working capital

and new capital fop €Xpansion, #Y

COompanies, not onily by providing finance, but alse by purchasing

stock. They Continue o Perform that function today. In Russia,



-

in those concerns which were already well-established and
viable,lo In the United States, the rapid development was
helped by bank financing of canals, railroads, and other public

works.

3.2 The Development of Banking in Ethiopia

The origin of banking in Ethiopia dates back to 1505 when
the Bank of Abyssinia was established in Addis Ababa under
partnership with the British owned National Bank of Egypt.
This bank was given the sole right of issuing bank notes and

minting coins.

Bank of Abyssinia branch offices were opened in Dire Dawa,
Dessie and Gore. It had also an agency office in Gambellsa and

a transit ofrfice in Djibouti. )

Other banks establiished in Addis Ababa at the time were
societe Nationale D'Ethiopia poure le Development de 1'Agricul-
ture et du Commerce opened in 1908. Bangue de 1'Indochine and

Compagnie de 1'Afrique Orientale were both opened in 1915,

The Bank or Abyssinia lasteg 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
01" pounds sterling of 750,00011. The new Bank took over the
commercial activities of the former bank and was authorized

to issue notes and coins; and had branches in Dire Dawa,

1SH.T. Patrick, "Financial Development AndEconomic Growth", PP.177-18!

Belai Giday, Currency & Banking: Ethiopia, P.71.



Debre Tabor, Harar, Gore, Dessie and gan agency in Gambells a3

well as g transit office in Djibouti.

Bank or dthiopia was ip turn liquidated in 1536 when
Italy invaded Ethiopia, During tne five years of the war against
Italy a number of Italian banks established branches in major
towns of Ethiopia.Such banks incluyde Banco D'Italia, Banco di
Roma, Banco di Napoli and Bancag Nazionale de Laboro and were
closed aftep the Italian dereat €xcept Banco di Roma ang Banco
di Napoli which opersted in Asmara ang their Sub~branches in

Assab and Massaws,

In 1941 4 British bank called Barclays Bank starteg banking

Seérvices in Addis Ababg and operated until 1943, ;

In 1942 4 government owned bank the State Bank orf Ethiopia i

million Maria Therega Thalers, The next year the same bank

was entrusted with additional responsibilities of a central

bank and was authorized to control the issue of currency, to
manage the foreign reserves of the country and to act as g

fiscal agent of the government, The bank continued its Ooperation
with its dual Tésponsibilities for twenty years until it was
reorganized into Separate commercial bank ang central bank

entities as or January 1, 1964,

The first Privately ownegq commercial bank called Addis

Bank was €stablished 1in 1964 having g capital of Bipr 250,000,0012

2
3 Dembe] Balchas Analysis or the Contfibution of Financial

Intermediaries in the Saving and Investment Process in Ethiopia
1963 - 1973 (Bh. T, Dissertation), University of Microfilms
International, 1986,




Subscribeg by its Founders; and in 1967 the Second private
commercig] bank - Barico qdi Roma (Eth.) With an initial capital
of two miliion dollars was €stablisheq, Ancthep privately

owned Commerciaj bank called Banco di Napoli Was set up in 1970.

There were three Commercial hang offices in 1943, ang this
number roge to 21 ip 1963, including & branch in Khartoum, and
transit office inp Djibouti. There Were 1231 branch offices in
1573, about One~third orf which gre Concentrateq ip Addis Ababg

and Asmaraql3 The total number of branches Teach 154 ip 1987}4

The two Commercigl banks - the Commerciaj Bank or Ethiopia
S.C. and Addis Bank - continued theip Operations With theirp
stated Objectives until 198¢ When they were amalgamated to the
Present Commerciaj Banuk or Ethiopig With the following new
objectives,15
1. To exteng Commercial banking Services throughout
the country;
s o €ncourage the mobilization or Saving by making
The People aware of the yse of banking;
3. to extend loans, Credits ang all other banking
facilities to any bPerson for Specific bPurpose
and periods;

4. to Spread widely banking habits among the people.

—_—

L31p44,

14 . , . ,
Commercig] Bank of Ethiopig. Statis

) al Review, Planning
and Businessg Development Divi '

> June 1988, P.19.

Negarit Gazeta Proclamation No.18%4 (a4 proclamation to provigde
for the Establishment of the Commercig] Bank or Ethiopia)s
BSPP, 1980, P.100.
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Thus as Stateg in article

9 the National
Banyk May:lY

1, Hegulate the supply‘dni a”allauillty orf money
and Credit and applicable interest and Othep
Charge

2, establishs consolidate or dissolVe banksg and
Othep financial institutions and define or
modify the functions thereof;

2y supervise, Tegulate andg tontro} the operations
of bankg and othep financial institutions;
4, ®hcourgge organizeqg bodieg SUch as '744p0
and Equp+ to transact theip buSinees
dtalings through bauks,
By adopt Measuresy Which will ensure thag

mouetary and financial Tesourcesg are

utilizad in g socially beneficial and

economicai

Lidnner and gt Cthe Same time
foster the

Erowth o

ons fop Short
and long term refinanoing facilities availabje
to banks



1 adgitlon. the National pank issues
direcvives with respect to credlt transactions
of the Ccommercial pank and other institutions,
gqc well as its OwWil credit transactions with the

Commercial Bank and other financial institutions.

riost jmportant of all, the National Bank 1is 1
empowered to determine or vaxry the rates of |
interest the commercial Bank and shher financial
institutions charge for gifferent types of loans,
advances and other credit rransactions and for
aifferent categories of borrowers, as well a8
pay on yapious LyPES of geposits. The national .
Bank requires the Commercial Bank to keep with
the former in cash and in other forms of 1iguid
assels including Govaernment gecurities, an amount

equivalent o five percent of deposits.

e Commercial Bank must obtain approval from
the National Bank for the opening, closing or

gransier of a branche.

1t can thus pe noted that the Commercial
Bank does not have any discretionarly power
that enables Lo carry outb its objectives.
However, chls may not Dbe raken as @ unigue
1imitation, since such power 1S exeprcised DY

aimost all central panks in the world.



CHAPTER 1V

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 examination of the Bank's

paolicies and savings mobilization cfforts which are treated
below.

4.1 The Branch Expansion Policy

The branch gxpansion Policy of the Commercial Bank of
Ethiopia (CBE) ,set out by the National Bank of Ethiopia in

1976 has the following objeotivea%

a. To promote and accelerate a balanced regional
distribution of banking services throughout the
country and;

b. to ensure that the banking system plays @ more
active role 1n economic development by taking the
initiative to stimulate aconomic activity in
potentially productive areas through the provision

of banking facilitises.

The policy stresses that financial institutions, which
are instruments of the State, have the obligation to reach
the small farmers, the industrial proletariat, the shop-
keepers and cottage industry owners, etc. It is the policy
of the Bank not to wait until a certain area 1is developed

bhefore branches are established.

e

1Letter of the Governerl of the Natignal Bank dated September
'?D,IQ?B Re?.ﬁo.'EﬁﬁD/93/75 Taddressed toO The Managlng )
/Director of the Fommercial bank of Eth.)

~ AB =



Instead, branches must be opened and they should ,
strive to encourage the least developed but potentially |
rich areas. Furthermore, according to the policy, the
overriding objective of financial institutions should ,
not be the maximization of profit but the accelaration
of the rate of economic growth and development as well
as the uplifting of the standard of 1iving of the broad
masses. INe policy points out that the future branch
gxpansion policy of financial institutions should aim
at an effective mobilization and proper utilization
of the bank resources to meet the needs of planned
and balanced gconomic development,taking into account
the elimination of regional imbalances as well as

i b
servicing the masses.

The directives for establishing new bank branches
gutlins, +hat inorder tog facilitate the fair distribution
of banking facilities and adequate bank services, the
CBE and other financial institutions must open & branch
in sach Awraja where there are no branches in the three
years offective from the operational date of the 1876

policy., provided circumstances permit.

According to the policy, areas other than Awrajas

which must be equally considered for branch establishment

emm——

2 pNational Bank of Ethiopia, Branch Expansion Policy,
1976, P.2.




must be those which have gconomic potential. Regions
neglected for political and social reasons were given
due consideration in the poliocy in @stablishing new

branches in addition to the target of one pranch for

gach Awraja.j

The policy states that an aggresive branch
expansion can be instrumental to overcome the problem
of unemployment, accelerate rural co-operatives,
stimulate the growth of small scale and cottage
industries and meat the cconomic, social, and political
needs of the population. Finally, the policy points
out the following by way of avoiding duplication of
efforts, misallocation 5f Financial and human resources
and maintaining the maximum rationalization of banking,
priorities in branch gxpansion.

1. Administrative reglons that have been neglected
in the past, particularly GojJjam, Arsi, Bale and
Gamo Goffas

2. each of the 52 Awrajas which at the time did
not have bank branches:

3. potentially productive areas such as wushwush,
Asmara Valley (sidamo regionl, Yabelo, Metekel,
Dejene, Yubdo (Wellega), Geleb and Hamer Bako
(Gamu Goffal, Coffee Improvement project areas

(Goma and Manna) in Kaffa, Haru in Wellega,
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Jarclebu in Herarghe, Mettu and Yayc in Illubabor

and Yirgz Chefe and Dale (in Sidamo); Awash valley
particularly Amibara Bolehamo Anglel; Kibre Mengist
(Sidamo); Bure (Cojjam), Sekota (Wello);

areas which are densely populated and where there

are significant economic activities;

towns along regional and international highways

and also those lying along the borders. These

included Moyale, Mega, Yabelo, Finchawa, Agere

Mariam, Fisiha Genet (Sidamo); Ferfer, Shilabo

Kebre Dehar, Oga Habour, Kurmuk, Asosa, Bambesi

(Wellega), Jikao (Illubabar); Metema, Wagna, Chilga,

Azezo, Sebdrat (Eritrea), 5
where peasant associations have large membership
and are well orgenized. Such associations included
at the time those in Kols Dega Damot, Ticho, Arba
Gugu, Ambasel, Raya & Kebo, Webera, Garamuleta,
Raya and Zebo, Debre Tabor, Horo Gudiru,

areas where there are significant commercial,
tourist and other economic activitiesj

areas where political cons&derations are aof
primary importance in accordance with government

policy,



Table 4,1: Distribution of CBE Branch 0Offices by

Woreda and Awraja

No. Administrative No.of No.of No.of Ne.of No.of .Total No

Region Awraja banked Woreda banked Unbanksd of brench
Towns Awrajz Towns Woreda Wereda offices
towns Towns Towns

l. Arsi 3 3 22 2 20 5

2. Bale 5 3 25 - 25 3

3, Gamo Gofa _ 4 4 22 1 21 5

4, Gojam 7 7 35 3 K 10

5. Gondar 7 5 29 2 27 8

6. Eritrea 8 6 33 = 33 9
7. Harrarghe 13 10 66 3 63 15
8. Kaffa 6 4 38 1 .7 B
9. Wellega 5] &) 49 3 48 9
10. Shoa: 11 11 93 11 a9 23
11. Sidemo B 6 34 5 29 11
12, Iilubabour 5 5 34 - 34 5
13. Wello 12 8 37 2 35 il
14, Tigrei 8 B 55 = 55 6
15. Assab Adm. 1 1 5 - g 2
16. Addis Ababa o = % 5 = 26




Table 4,2: Towns with More Than Ons Branch

No . Towns Branches
1 Asmara 4
2 Assab Adm. 2
3 Addis Ababa 26
4 Nazarath 2
5 Jimma 2
6 Gonder 2
' Dire Dawa 3
8 Dessie 2
TOTAL 43

Source: Commercial Bank of Ethiopia,

Statistical Review, Planning

and Business Dev't Division, No.6
June 1888, P. 19 (for both Tables
4,1 and 4,2).
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Table 4.3: Branch Development by Administrative Region
(End of June, 1988)

ddministrative

Region 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 Total

1 Arssi 1 1 3 1 4 4 4 5 5] 5 5 5 5 5
2. Bale 1 1 1 1 1 2 2 3 3 3 3 3 3 3
3 Eritrea 8 8 8 & 8 8 8 3 8 8 8 & 9
4 ' Gemo Goffa 1 1 1 2 2 2 2 3 3 ] 5 5 5 5
5.  Gojam = 2 2 4 5 8 8 8 8 8 8 8 10 10
6 Gonder 3 3 3 3 4 5 5 6 6 6 6 7 8 8
7 Hararghe 8 8 10 10 10 11 11 11 11 11 13 14 14 14
& I1llubabour & 4 4 4 4 5 5 5 5 5 5 5 5 5
9 Yeffa 4 4 6 6 6 6 6 6
10 ESidamo 7 7 8 8 8 9 11 11 11 11 1)
11  Shoa 15 16 16 16 17 18 20 21 23 23 23 23 23 23"
12  Tiprai 5 6 6 6 6 6 6 6
13  Wellega- 4 4 4 6 7 7 7 9 9
14 Wello 6 6 7 7 8 8 8 9 9 10 10 11 - 10
15 Addis Ababa 24 25 26 26 26 26 26 26 26 26 26 26 26 26.
16 Assab 2 2 2 2 2 2 2 2 2 2 /2 2 2 6
17  Djibouti - = .- s e 1 i 1 i 1 1 1 1 i

TOTAL 93 97 102 108 114 126 129 134 138 142 145 147 154

154

Source:C.B.E., Stati tical Review, June 1980, P.21

LSL:
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rable 4.4: Sranches Openad (July 19
Year Hranches Yeaar Branches
1974/75 1w DUt 1979/80 1. Assosa
2. Mashel Gabeya 2. Shambu
1975/76 1. Gulels s mLpte
2, Meki il
L 5, Addis Zemen
1876/77 1. Andinet 6. Chagni
2. Gobea 7. Motta
3. Deder 8. Alaba Kulito
4, Kibre Mengist 9., Bichena
5, Mizan Teferi 10. Teppi
1977/78 1. Maichew 1980/81 1. Holeta
2. Alamata 2. Nejo
3. Dangla 3. Effeson
4. Dejen
5, Gidole
6. Bonga
1978/79 1. Debre Tabor 1981/82 1, Ginir
2. Finote Selam 2. Yela Sewla
3. Arsi Robi 3. Cabat
4., Huruta 4, Hagere Mariam
5. Tensai Berhan 5. Zewail
6. Butajira
1 i. Wereillu
7. Alem Ketema
3, Mehal Meda
4, Bekoji
1983/864 1. Yeabelo
2. Chencha
3. Jinka
1964/85 1. Degehabour
2., Kebri Dehar
3, Mekane Selam
1985/86 1. Nifas Mewcha
2. Melka S5edi
1986/87/ 1. Adi Keysh
Z. Adet
J. Este
4, Agew Gimja Bet
5. Tenta
6. Arjo
7. Gulisso
1987/88 1. Fugnan Birra
Source: Commercial Benk of Ethiopia,
Statistical Review, June 1888, 23
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Table 4.5: Population - Branch Ratio

Population in ‘000

Total Number Total Number Annual Rate of No. of
Year of branches+ of population Growth of peopls per
Branches Population Branch
1975 95 23,906.3 - = 251.5
1876 97 27,907.6 Zid 16.7 287.7
1977 102 28,637.1 5.2 240 280.8
1978 108 29,408.2 548 Zald 272.3
1978 114 | 30,250.6 5.6 2.9 265.4
1980 126 31,085.3 10.5 2t 246,6
1981 128 31,904.1 2:3 2.7 247.3
1882 134 32,775,409 3.9 25f 244 .6
1983 138 41,0380 3.0 252 297 .4
1984 142 47, 1850 28 2B 29741
1985 145 43,350 P & 2:6 299.0
1986 147 44,654.8* 1.4 3.0 303.8
1987 154 85.858.7" 4,8 2.8 298.4
Average - - 4,1 5:8 -

gource: (1) + Refer to Table 4,3

(2) CSO, Statistical Abstract (various issues)

(3) * £SO, Population of Weredas, and Towns,

By Sex, And Average Household Size Based on

the Preliminary Census Results;And

Population Projections By Age - Sex Groups

Rural Urban, For Total Country And Regions:

1984 - 1995. A.A., Decesmber 1985, PP.168-1689.
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Table 4.5 dindicates the growth rate of Commercial Bank
branches and population. From 1976-19%80 the annual rate of
growth showed an increasing trend except 1979. From 1980
onwards, however, the annual rate of growth declined except
in 1962 and in 19b7. It is thus clear that the growth rate of
branches does not show & general increasing trend.

Examination of the branch-population ratio supports the
assertion that the branch expansion effort does not seen
adequate. 1t is shown in the same Table that the 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,
1n 1986. The fact that the average rate of growth of branches
is 4.1 percent whereas the corresponding rigure for population
is 5.8 percent, indicates that the branch population ratio
has not been narrowing down. This situation is indicated

clearly in Figure 4.1.

To correct this imbalance the bank has not introduced and 1
exercised simple cost efiective saving mobilization techniques
such as factory groups, deductions at source, and mobile banking
services. These simple techniques could cover areas that are
remote and unbanked like military camps, training institutions
etc. A.Lewis has also emphasized on these and other related
simple fechnliques as we have seen in the earlier chapter. Such
techniques could play more important roles particularly at the
beginning than the Bank's classical approach of initially
constructing relatively expensive buildings wherever the

branch expansion policy permits.
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Figule 4.1: Growth of Population and CBE Branches
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Source: Based on Table 4.5
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We stated in chapter two thatl there are two theoretical
arguments for the growth of financla.l institutions. These are
demand-following and supply-leading. The theoretical review
supports that for developing countries like Ethiopia, the
supply-leading approach 1s to be preferred, since this enables
to motivate and attract both financial savings and provision
of credits for selective productive investments. This 1s
assuming that banks are more efficient and better able to
analyze investments than the entrepreneurs themselves. This
ecircumstance is thought to creat a conducive situation for

development in developing countries such as Ethiopia.

As we have seen above, 1t is the Commercial Bank's branch
expansion policy to stimulate economic activities in potentially
productive areas through the prior provision of banking services
in potentially developing regions. The policy states that the
Bank aims at an effective mobilization and utilization of
resources.

This policy objective presupposes that the branch expanslon
policy supports the supply leading approach to bank development.
In reality, however, this 1s not the case. We observe from the
discussion made above that the bank has been opening additional
pranches 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

pelieved to exist adequately.
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Time depositg are depositsg maturing On a specific date

agreed upon betwsan the depositop and the Bapk,

applicable for most of the periag under review, g See

for any deposit fmount in gxgegg of Birp 20,000, 00, The
6 percent interest rate hag been eppliag invariably for
the rest ¢ both time 3nd savings deposits, This 1is Summarizeq

as Followss.

5

Commercial Bank of Ethiopia, Terms ang Tariff (Various
years), A.a. P. 25-2g.
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Interest Rate per

Description cent Pepr Annum
(a) Oridinary current account NIL

(b) 30 days notice account 4
(c) PFixeq depositsg

(1) Three monthsg but less than

$1X months
(ii) S1X to twelve months 5
(L1 Over twelve months 6

(d) Saving accounts

(i) Single name accounts 6
(14} Two or mope name accountg upto
Birr 20,000.00 6

(111) Business organizationss or

associations accounts upto

Birr 205000.00 6
(iv) Balance in €Xcess of the
l'oregoing limits 4
—_—

Source: CBE, Terms and Tariff (Various years), A.A.,
———=_2nd Tarjff

PP, 25-26,
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Table 4.7: Interest Rate on Deposits (19686)

Description

Percent Per Annum

Demand deposits (Current account)
Time deposits.

- Financial institutions
~ Government owned undertakings
- 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 'Equbf

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, rtldaigt, saving and
credit cooperatives and private

organizations:
Upto Birr 100,000.00
in excess of Birr 100,000.00

- Others to be determined by the
National Bank

NIL

1l year - 1.0
l year - 1.0

year -

years -

U W o=
LS ATLS § B
Vi o v o

years -

o
=}
o

year -
years -
years -

= = O O

U w N
Vi o W

years -

Not allowed to
maintain saving
deposit accounts-

6.00
2.00

Source: National Bank of Ethiopia, Credit Regulation NBE/CR/2,

May 12, 1986 (quoted in Birritu, No.30, July 186,

PP. 12-13.
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The 1976 interest rate system zives the opportunity to
eliminate any restrictions with regard to initial deposits
of the fixed type and also that fixed deposits withdrawn
before maturity forefeit only full annual interest benefits.
This system also sets out that interest on deposits in
excess of Birr 20,000.00 should be 4 percent per annum,
provided the excess amount remained on deposit for not
less than 30 days. Interest at the same rate was payable
for each full 30 days period thereafter. No interest was
paid on any deposit amount kept in the Bank for less than

full 30 dayss.

Deposit interest rates discussed above remained in force
until 1986 during which time a revised interest rate system
was introduced. (Table 4.7). The 1886 interest rate system
is rather tighter in interest opportunities than the previous
one. Time deposits of individuals, saving and credit
cooperatives, 'Idir’ and 'Equb’' receive, for example, 6 per-
cent per annum both in the old and the new interest rete
regimes. The only difference in this connection is that an
annual increment of 0.5 psrcent on savings is allowed for
every additional year in the new system. The maximum period
of maturity is five years, whereas a non-variable deposit
interest rate of 6 percent per annum was applied in the
old system, regardless of the number of years such savings

units have been keeping their account in the Bank. Savings

et At e

61bid., P.26.
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It seems, therefore, that the new system is devised as
a way out to the problem of over liquidity of the Commercial
Bank, since credit cutlets are very limited as will be
examined in the next chapter. On the other hand, we know
that both AIDB and HSB are constrained by the limited branch
network® to properly channel the additicnal savings into
productive investment. This should be compared with the’

relatively large branch distribution cf the Commercial Bank.,

In fact it is the lack of adequate branch distribution
of the AIDB and the inactive invelvement of the Commercial
Bank in rural credit provisicn that led to the introduction

of the rural credit policy of 1986 by the National Bank,

+e+. The Agricultural and Industrial Development Bank

which has been shouldering the lion's share of

This heavy responsibility [development credits] is

finding it increasingly difficult to achieve an

adequate coverage of the vast rural sector due to T

its limited branch network and financial resources,..

Currently AIDB relies upon Commercial Bank branches for

operational assistance whers sver it has not established
branch offices. It is, therefore, clear that the efficient
allocation of the additicnal funds by AIDB without an

accompanying expansion of branches which is undone now, would

be difficult. There is thus an apparent cperational flaw.

llNational Bank of Ethiopia, Rural Credit Palicy [NBE/CR/E),

June 24, 1886 (as quoted in Birritu, No,.30, 1986, P.15).

In 1885/86 the total number of branches of the Commercial
Bank and othsr specialized banks reached 174. The same

year the CBE branches totalled 147. Therefore, cther

banks totalled only 27 (see, for example, NBE, Annual Report,
1987, P. 33.).
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In additicn, sven if wa assume that the efficiant channel-
ihg oF additional saving of HSB is possible, it is known that
such financing by HSB will be directed tc the construction
sector particularly to the construction of dwelling houses
as HSB is a specialized bank in this sphere of activity,
Although the construction of private dwelling houses is
crucial in Ethiopia now, it is less productive than invest-

ments, say, in agriculture, industry and the like.

Therefore, the current system is more discouraging to
both saving mobilization and utilization than even the pre-
vious one. The interest rats regimes of both the old and
the new are, on the other hand, in conformity with the branch
exampansion policy discussed above, supporting the assertion
that the Bank follows the demand-following approach to branch

distribution, and its accomedative nature for credits,

The depcsit interest rates discussed above have begn
non-variable throughout most of the period under review. '
As we have noted in chapter two, the scarcity of financial
savings is not only due to the low economic surplus of the
country but alsc mainly as a result of the low rewards and

accasional sacrificies associataed with financial savings,

We note from the above explanations that demand deposits
do not earn any interest, Besides, as indicated in
Table 4.8, time and saving deposits earn no real return. In
fact, in most cases such deposits earn negative return as a
result of the absance of adjustments corresponding to the
general price increase. The real return in the whole period,

except 1980/81, 1982/83 and 1983/84 is negative.



Table 4

.8: Comparison of General Price Index and

Interest Rate

End of Period Interest General Frice Annual Percentage Real

NB.

December Nominal Index (A.A.) Change in Price Return
1863 = 100 Index

1975/76 5.0 170.1 - " -
1826277 6.0 218,.7 28.6 = 2.8
1977428 6.0 254,89 = 166 = 10,5
1978/79 640 291.6 14.4 = B4
1979/860 640 338.4 16.1 - 10.1
1980/61 5.0 3535 4.5 ki B
1981/82 6.0 375 .2 6.1 = Dul
1982/83 5.0 39146 4.4 1,6
1983/84 6.0 394.6 0.8 S+d
1984/85 6.0 427 .8 8.4 = 2.}
1985/86 6.0 509.4 ‘ 19.1 = 13,.
Average 11.8 - 54
Source: NBE, Quarterly Bulletin, Vol.l, No.l and Vol.2, No.l,

1885/86 and 1986/87 P.66 and P.§3 respectively (for
genaral pribe index) The last columns are own calculatiors,
* Excludes Rent
6 percent interest rate is taken here for the reason
that it has been applied both on time and saving
deposits for cne full year during the period under

reference.



A very recent empirical evidence of Asian countries

confirms with the above finding.

Depositing meney with financial institutions is only cne
of the ways in which savers in developing countries can invest
their savings;the purchase of real assets such as real estate
and preecious metals, the hoarding of cash and investments in
the informal financial sector are important alternative forms
of saving. The composition of total savings and hence the
level of savings deposits depend primarily on the relative
yields and risks on the various forms of investment, so that
the effective real deposit rates paid by financial Institutions
are crucially important for the mobilisation of financial savings,
Multiple regression estimates. for many developing countries
confirm that there is a significant positive correlation between
the level of real deposit rates and the volume of financial
savings. Nevertheless, in the elghties the authorities in many
developing countries continued fo set such a low |imit on +the
nominal interest rate for savings deposits that the banks were
unable to compensate savers for the loss due to Inflation.
Moreover, interest rate ceilings are rarely adjusted to
fluctuating inflation rates, with TEe result that real interest
rates fluctuate with inflation....

It is thus simple to think that if conscious saving
units purchase an item this vear with the view to selling it
next yzar, they would get more profit than they could obtain

by keeping the same emount of money in the Bank.

Therefore, we understand that savi-~y units ere not
encourazed to save in the banrk -—fder such circumstances, and
38 o I.uuat time and saving deposits are hamperedyand thus
can have a negative effect on the provision of credit if
there is a proper and efficient allocetion. This is asxaminsd

in the next paragraphs.,

2, . ; . y . s
E Kiel Uwe Corseplus, "Savings Mcbilisation in Nevaloning

Countries”, .L‘"lter*econgmicsv, Jarmuzs UPosruary 1588, P.L 30,




4.3. Savings Mobilization Performance of CBE

One of the main functians of any ecmmercial Bank is
to attract deposits of variocus types through appronriate

means and chanel them into productive investments.

In this connection, this sub-section is intended to
give some insight into the main cbjectives of the research,
namelyy the assessment of the level of financial develop-
ment and saving mobilization performance of the €ommercial

bank.

Table 4.9 indicates the level and direction of deposits
by type. Total deposits including deposits of Central Govern-
ment increased in absoulte terms from Birr 696,8 million in
1875/76 to Birr 3,695.5 million in 1987/88 growing at an
average rate of 15,1 percent. The average pgrowth rate of
total deposits is somewhat the same even if deposits of
Central Government are excluded from the picture. The
annual growth rate of total depcsits is marked by ups and
downs starting from the highest rate of 30.8 in 1975/76 to
the lowest rate of 7.5 in 1986787, Non-Central Government

deposits also exhibit similar pattern of growth.

Demand deposit increased in absolute terms from the
low level of Birr 341,8 million in the base year to Birr
2,251.2 million in 1887/88. The annual growth rates have
been relatively progressive, 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 Deposits by Type

(million Rirr}

Znd of
Period

1975/76
La76/77
lg????ﬂ
1978704
iQTéjﬁﬂ
1980 /81
19B)L/62
1982 '53
1983784

L9B4/3s

1955 /86+

1966/874

1987 /884

Average

Toral

Deposits
{i)=2-9
696.
31l.
1020.

1152.

134

1457,
1642,

1900,

27FT.
315s.
339%.1

2695.5

Hote r -

2274.8

8
8

5

-5

7

&

g

€
e

?

o

e ——

Scurces~ KpY,

- e o i o e

Central Gov't.

Deposits with

Nen Ceatrral Gov't Deposits with Commercial

%otal Demand Savings Time® Total ﬁ“"—;;:;i National
Deposics  Deposits Deposits Bauk

(2)=3 to 5 €3) (4) (3} B=(4)+{5}  (7=~8+3) (8)

A70.8 341.8 214.5 134.5 329.¢ 120.7

479.4 407.8 317.4 i54.2 471.6 143.7 $13.3

982.4 493.4 333.4 161.¢ 495 .G 63,1 ) i
1111.4 604, 7 a7i.e b3 LA 5006.7 166.2 125,
1281.2 671.0 4279 - 182.3 610,2 203.9 143,49
1356.8 694,85 472.4 189.9 662,3 280, 2
15214 769.9 328.1 223.4 751.5 21G.0 15,0
s~y 930.8 609.1 254,1 B60.2 218.0 09,0
2112, % 1108.1 718.3 288.1 1004, 4 4645, 9 152.6
2687.9 1531.3 B14.9 362,58 1136.8 342.7 252, ¢
3048, 7 1784.7 . 939.2 324.8 1264.0 5647.7 é;O,ﬁ
3264.8 2029.3 1053.2 1BZ,3 1245.5 462,06 338,
1371.0 2251.2  1208.0 111.8 1319.8 -

Commercial
Rank

&)

(L)

Growth Rate of

(6)

26.0
32.4
32,1
4.7

6G.0

e

1gt.0

109,G

30.8
11.9
12.9

1¢.4

43.3

* Time deposits of 30 days or ovesg

+ baota fs taken frow CBE,. Statistical Peview, PP. 2-3,

Crowsth rates are computed from the data.

LGuarterly Bulletin Vol. 1, Ne.l, 1985786, P.45 & 5% and Yol.é, We.l,

19B6/07, P.49.



The pattern of growth and volume of saving and time
deposits can alsc be observed from the same Table. The
annual rate of growth of saving and time deposits is
generally speaking, lower than demand and total deposits.
It starts with the highest rats of growth of 43.3 percent
in 1875/76 and declines gradually tc rates of growth of
5.0 percent and 2.4 percent in 1976/77 and 1872/78
respectively. 1In 1879/80 it registered a rate of growth
of 20.4 percent and a decling rate of 8.5 percent in 1880/
8l. This was followed by increasing rateg of growth until
1984/85 and in 1986/87 a negative rate of growth of 2.3
percent was registersd. The average rate of growth of
saving and time deposits is 12.8 which is less than that of

demand and total deposits.

Figure 4.2 explains the situation well,
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Further examination of thg break down of deposits by
ownershipt (Table 4.10) enables ane to see that individuals
and private organizetions are relatively thg major holders
of Commercial Bapk savings, They make an average share of
44.48 percent of total deposits, Despite the highest
contributions of this saving groeup, however, therg has not
been a significant increase through time in the percentage

share of total deposits.

Table 4.10 indicates also that public enterprises angd
agencies, and domestic banks and cther financial agencies
contribute 1 substantial share next to the share of
individuals and private organizaticns, The share of these
organizations tag, anlike the former account holders has
not shown asignificant growth overtime, 1n fact, the last
two years hava witnessed o declining sattern for the reason

ef the revised interest policy,

Cooperatives make 2 lesser share of totel deposits
than the othar savings groups, It is interesting to
observa that their share has shown a consistent increasing
trend over ths period unlike the others, showing the new
area the Bank must direct its saving mobilization activity,
Still further analysis of total deposits disaggregated into
demand, time and Saving deposits Separated by type of ownep-
ship reveals that individuals and private organizations, publiec
enterprises ang agencies, domestic banks and other financial
agencies, contribute relatively substantial shares of total
demand, time ang saving deposits according to their order of

listing. This ig indicated in Appendices A,?2 and A, 1.
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Table 4.10: Breakdown of Total Deposits by Owmership

{million of Birr)

Individusls & Cooperatives . Public Encerp. Dumestic Banks Central Gov't l"oui.g‘n. Non~Re~ Total Total
Year Private Agency & Uthers Correap, sidence- : Deposit Deposits
: Ex.DJ (including
Didb.)
Amount % Of Amount - % Of Amovnt % OF Amount I nf Amount Z 08 Angunt 1of Amount ¥ Of
fatal Totai Toeal Total Total Total ‘ Total
[980/51 6%, 7 45,9 96.8 b.4 &17.1 2.5 130.86 8.6 100,92 6.7 30.6 2.0 42.7 2.8 1514.8  1,514,8
Lubi /82 761.7 44.2 123.9 7.1 i83.2 28,1 127.2 7.3 wWo.s 5.8 52.3 2.0 75.3 4.4 1722.0 1,729.0
LCHdS a3 o6, 42.7 42,7 ¥.2 393.4 28.3 164,1 8.1 109,90 5.4 67,4 3.3 81.8 4.0 2027.5 2,037.6
LIRZ /R4 101%.3 53,0 165.5 741 733.7 3.6 170, 4% 7.3 I12:3 L& 35.4 i 6. B6.0 3,7 2322.8 2,332.0
1130.7 4z2.] 205.6 .7 930.5 34.7 195.4 7.3 8%.9 3.3 30.1 Tl 102.2 3.8 2684.2 2,u93.1
435 /Re 1333.5 43.7 238.8 7.8 1046,2 34,3 198.5 .8 1G67.2 3.5 33.4 1.1 91.2 3.0 3048,7 3,060.3
HOIRT 1562.2 47.7 269.1 8.2 903.9 27.7 282.¢6 8.0 1223 3.9 23,1 0.7 6.1 2.6 32644 3,281.8
1957/88 1146.3 8.1 06,7 T 8.7 9373 26,2 324.0 9.1 1245 L5 6.6 1.7 98.9 2.8 571.0 3,586,
Sourest - 1980481 : CRE, §£2t$sti§pl Review, Planning unc uainess NDeve lopment

Mivigion No.6, Juns 1985, P.4,




]
-1
]

The relative stagnation of the contributicn of individuals
and private saving group is clearly observed if we take theirp
share of contribution as a ratio of total deposits including
Central Government. Taking total deposits from Table 4.9
and total deposits of individual and private organizations
from Appendix A3, we get the following fesults.

Table 4.11: Sharg of Individuals and Private

Depositors from Total Bank Saving

Year Percentage share of individuals and private

from total Bank saving=

18980/81 30.4
1981/82 30.6
1982/83 30.4
18983/84 B
1864/85 &3
1985/86 27.9
1986/87 38,6
1987/88 3dud
Average 30,2

We see that the individual and private saving group

contributes on the average 30 percent of total Bank Saving,

This share 1is, however, less than that of some LOCs

and developed countries,
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It appears from the fragmentary data relating to
finencial savings in some LDCs that with the evolution
of financial institutions, the hoen=-corporate sector
prefers tc hold more +han 50 percent of its financial
saving in the form of saving and fixed deposits.... Thus
the major part of financial saving seems tc be in the
form of claims on financial institutions,

The evelving structure of financial saving In LD3s
does not seem to be different from the structure in the
deve!opedgcoun?ries. In the USA, for example, the non-
corporate sector hclds about 50 percent of the financial
saving in the form of deposits.., In Japan,.. bank
deposits form more than 80 percent ?g total financial
saving of the non=corporate sactor,

As stated in chapter one, the level of development of
the Bank is indicated by the banking ratio or the ratio of
total bank liabilities (assets)to GNP. Changes in the value
of total bank liabilities (assets) divided by GNP are taken
a@s an indicator of the rate of growth of the Bank and this
is shown in Table 4,12. The banking ratio which was 17,9
percent in the base year increased to 38,6 percent in 1985/86,
The samz ratig averaged 26.2 psrcent over the period 1975/76 -
1985/86. We may observe from the Table that the banking ratio
exhibited increasing trend with the exception of 1978/79 which
showed slight slide down when comparsd with that of the pre-
vious year. This growth is however,: .. howsver, due to sharp
increases in demend deposits, particularly in recent years,
Changes in total bank liabilities as percentage of GNP
was 0.004 in 1975/76 and declined to 0.001 in 1885/86. This
ratio is not only insignificant but also shows a generally
declining tendency depicting the unparallel rate of growth of

the Bank and the national economy

lSV.V. Bhatt and Jacob Meerman, ”"Resource Mobilization in De-

veloping Countries:Financial Institutions and Policies;
World Development, Vol.E, No.1, January 1978, p, 53,
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Other indicators of the operational effectiveness of
the Bank give more detailed measures of the relative insti-
tutionalization of savings. Thus the ratios of bank deposit
liabilities to total money supply indicate the level of
savings channeled into the Bank, This is also indicated
in Table 4.12, Demand deposits as ratios of money supply
(Ml] show a relatively general increasing trend with some
shocks marked in the Period. This ratig which was 31,3

percent in the base year reached 56.1 percent in 1985/86.

The same ratio for time and saving deposits, on the
other hand, shows a different picture. The character is
thet the ratio is net enly low but also that it does not
exhibit significant increase through time indicating theat
the Bank's effor in mobilizing saving and time deposits
from individuals and private organizations has not been

increasing as money supply increases.

In suming up this chapter, it may be said that unlike
the branch expansion policy of the Commercial Bank, the
growth of branches ig not only showing & decling tendency
éspecially in recent years but alsg that they are stilil
concentrated in the capital city and cther advanced towns
of the country where deman for their services is believed
to exist, This reveals the fact that the Bank's policy
adheres in reality to the demand-?ollawing approach, which
approach is said tg Play nat a dominant role in credit

EXpansion.,
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Table 4.12: The Level of Development of the CBE

(Million Biry)

Total Change in Demand deposits Time & Savings depogits
End of Demand Time and (142 Total HMore y GNP labiliey total Bank s rercentage 4% percentage of M,
Period Deposita Savings Liabi- Supply ag Lisbilicies of Mi °
Deposits ltdag Hl percentage A8 per-
ci GNP centage gf

(1) @ (3 (4) {5 ¥ (8} {2 GHEP (8} (9 (10}
1975/76 34,8 329.0 670.8 1, 064.7 1,09z, 5,964, 0 LA - 31.3 .9
1976/77 497.8 471,86 87y 4 1,360.4 245, 5 6,822.5 1%.9 T 40.9 B4l
1977/78 493.4 495,90 WA, 41,5634 L. i82.2 Yo 0 21.4 .oz 41,6 ELEty
1978/ /9 804, 7 506.1 1110.8 L,83%.3 3., *.987.5 n.s [ 45.1 EREN
4979/40 671.0 610.2  1,21i,2 1,%61,8  1,:43 5 8,408, ¢ o M G 4b.5 3.0
198G /a3 694,35 662.3  1,136.9 2084 7 L,7is.:  8,888,2 3.5 faan 40,8 i .8
1981782 769.9 75%.5 1.5:1.4 2,413,313 L.8%2 2 G,i62.6 6.3 oaor 40,7 3l )
i982/03 $30.8 -860.2 L7810 2,877.5 T,A80.6 10,576, 5 8.7 B.004 42,7 /9.9
1983/06 1,108.1 Lo004.s  2,152.5 35225.1 2,374, 3 3.960.6 2204 2001 4R 6 h e
1984/85 1,531.3 1,152.9 2’653“5ﬁ 3,523,2 2,652 2,820, 4 35.9 .oy 56.9 3207
1985/86 1,784.7 L,264.0  4,0.8.7 4,084 4 31796 1e,479,7 SR g 0.9 96,1 3%. 3
1986/87 2,029,3 1,235,5 22648 4,086, 5 3,389.5 - - ~ = -
1987788 2,251.2 1,319.8  3,571.¢ - - - = = 2
Average - - - - - - 6.2 C.on2 b4.4 382
s qhu_umﬂ__“__“_~______MW_W._m__m__%_m“_Wﬁ-m‘_wﬂ_v__Hmm%__ﬁm_Hmu_h__wmw‘hk“__hm__._h_qh__k__ﬂ_.H“ . N

Source: MNatienal Bank of Ethiopia, E&%EEEEEJLJEA&EEiR; Yal, No.l, Firge Juarter 1985/86, B, 45,
and Vol. 2, No.l, First Quater 1985/87, P.42 & 45; cyg; ftatistical Review, No.5, Jume 1988, B
and C50, Statistigal Abstrace, 1980, P. 18,
Ml = is defined as furrency outside banks and net demand depos(ra,




Tha administrativaly determined deposit interést rates
of the Bank show almost no real return to depaaifars since
the rates remained unaltered through time and no correspond-
ing adjustment to gengral price increases has been made.

In addition, the recently introduced deposit rates give
rather narrow interest oppertunities and the interest rate
policy is restrictive in nature. This situation does not
only discourage savers but also pushes them to join the
unorganized financial market which is dangereous to the

growth of the Bank,

As assessmant from different angles of the Bank's saving
mobilization effort indicate that it is generally inadequate,
The banking ratic, which shows the development of banks
through time, exhibited only a slugish increasa, Changes in
total bank liabilities as percentagse of GNP, which show the
rate of growth of the Bank, declined through time. The level
of savings channeled into the Bank as measured by the ratig
of Bank deposit liabilities to Ml is not satis?actory;parti-
cularly the time and saving deposit aspect of the ratio re-
mained almost stagnant. The percentage share of deposit of
individuals and private organizations from total bank savings
has not increased as indicated in Table 4.11. While it is
said that private organizations and individuals are relatively
the major contributors of time and saving deposits, the above
situation means, therefore, that the Bank's effort in saving

mobilizations is inadequate.



CHAPTER v

S. THE ALLOCATION OF CREDITS BY THE CBE

It is said that saving mobilization is not an end in
itself. Its ultimate goal is the efficient allocation to
the most productive sectors. Thus the most important of all
the functions of the CBE is the efficient and selective
allocation of credits., In ordepr to carry out this function
it is important that the Bank must have clear policies ang
strategies that enable to solve €Cconomic problems of the

country in theirp crucial order.

In addition, the Bank must adopt lending rates that
should attract borrowers to undertake productive investmentsg

in the different sectors of the BConomy. Both credit and

interest rateg Policies and the Bank’s effort in the proper

allocation gf credits are examinegd below;: .»

5«1 Credit and Interest Rate Polizy

5.1.1 Credit Policy

The credit policy issued by the NBE in 1876 outlines
that the CBE ang other Banks must ensure the provision
of credits to the various investors, /
-+ banks should endeavour to ensure that no physical
production is Curtailed, or hampered, or slowed down

due to lack of funds. |+ is, Therefore, the responsibilify
of financial institutions +o provide all the credi+ required

'NBE, Creqit Policy for Banks, 1876, pp, 1-3.

- 82 -
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The policy states thet credit should be extended on the
basis of the principle of Ccentrally planned gconomy and
pricrities are made to strengthen the socialized sector,

In this connaction it is further explained that the policy
is geared effectively to provide the quantity of mongy re-
quired for the realization of planned targets determined by
the central planning authorities,

In the transition period from a mixed economy to a

socialist economic order, financia| Institutions wil| use
their credit facility as a factor of strenthening and

to provide preferrential treatment to the socialized sector,
i.e. to the state enterprises and Cooperatives,

As regards the private ssctor, the policy notes that "1t
[the private sector] will be accorded the required loans based
on state priorities and in accordance with the potential

economic and socieal contribution it may make".3

Acccrding to the developmant criterion, which takes intg
consideration the inter-relationship of the various sectors
of the Economy in terms of the capacity of one sectop or
sactors to enhance the development of others, credits are
extended according to the following pPriorities with differenti-

ated interest ratesn4

zlbid., PP, 3-2,

>Ibid., p.a,

“bid.. pp. 51,

———



a)

b)

c)

d)

e)

)

2)

- G4 -

Agricultura;
Industry - with preferances to agro - basad industries
units whose cutputs are directed to the enhancement
of agricultural production, mass censumption, export
market and import substitution, and also to smail
scale industriss preferably cooperatives, industries
producing largs scale capital goods, laboup intensive
industries with high value added of final goods,

The mining sector is given similar treatment as
industryi

Trade - the policy states that priority of fund
allocation is to be made to the socialized sector.
However, credit to the private sector is given in
accordance with national priarities. According to
the policy the Bank takes the following gsneral
priorities:demestic trade in essential goods, exports
in general and imports of socially necessary goods;
Services - with priorities in catering, transport,
repair maintenance;

Building andiéOnstbuctién.-imarge scale infra-
gtructural constructions of long gestation

period,

Perscnal loans.



On the functicnal alignment of banks and the linkage of
the economy the policy points out that "not only do banks
monitor the integrated interaction between the two core
sactors of agriculture... and industry but also help in
establishing the graduated and balanced linkages among the

small scale, the light, and heavy industries..."5

It is the guiding principle of ths policy that the re-
lationship among banks should be governed by the principle
of functional specializations through internal arrangements
on expediting the allocation and collection of credits, on
assessing the social and economic value of the credit
requested. The National Bank may require the Commercial Bank
to channel a certain proportion of its funds to AID-Bank

g o . 6
whenever it is required.

In 1986 the National Bank issued a rural credit policy
that enabled the Commercial Bank toc join the AIDB in meeting
the demand for rural credits, particularly for short term
working capital credit requirements of the rural economy,
such as credits to services or producer cooperatives, and
short term and/or medium term Credits to cottage handicraftg
and small scale industry operators including cooperatives®
producticn cr manufacturing. Credits extended in this manner
are used to finance the purchase of inputs, tc cover operating

expenses, for the processing and marketing of cash crops, for




dairy Production,

for the manufacture of building

censtruction,
hand tools and

Tarm implemunts, kitchenware and utensiles,

for the making ang Processing of
Carpets,
7

hides and skins, clothes,
for dairy production, Tearing o

f draught animalsg,
atc.

and the CBE and AIDB +o coo

Perate in the recovery of
Credits,

exchange of credit Facilities, etc,

d a reviseg credit
Policy by repealing

Fa

policy (RRCP}, has thg Following
ubjectives?

1, 710 eXpand credit Operations in

the rural sector by
the Provisicon of.

€ agricultura] and non-agricultyra|
the rura sector;

To identiﬁy and develop viap:

-8 8conomic ventures ip
the rural sector;

3. To Popularize the benefitg of institutional borrowing.

S ——

National Bank of Ethiopia, Rural Credit Policy (NBE/CR/B),
June 24, 1986 (as Quoted in Birri 19856

th, No.30, PP.T5-T7,

Reviseqg Rural Credit Poligi

National Bank of Ethiopja,
NBE/CR/7/88, 1983, p.o"

NOTE: - "Agricultural Activity" includes,
activitigg Such as livestsock devel
raising,

according to the
Poultry, fisheries,

policy
opment, sheep ang goat
horticulture and plantation.
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To sum up this section, the fellowing points
are remarked. Inspite of the overemphasis of the 1976 poclicy
on the provision of credits tec the state enterprises and
Cocperatives, it left ths banks to extend credits according
to their "functional specializations®” through internal
managements, instead of giving clear operational guidelines,
Thus extension 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 to extend short-term rural credits, mainly for
working capital.

Here again there has been an operational flaw in that
the Commercial Bank has been made to extend only short term
credits. However, it is clear that short-term credits alone
cannot bring about rural transformation. Thus a revised
rural credit policy to be carried out by the bank was intro-
duced in 1988. The new policy enables the Commercial Bank
to extend short and medium term rural credits. We note that
the Bank is not still allowed to avail long term investment
credits despite the fact that it has excess liquidity
reserve and larger distribution of branches than other

financial institutions,
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5.1.2. Lending Rate Policy

Anlike the deposit interest rates, the credit interest
rates established in 1976 were fixed between a minimum of
7.5 percent and a maximum of 10 percent per annum,

Generally speaking, this system favoured the export
gector by providing 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 loans for imports or for import

credits were charged a rate of 9.5 percent per annum exclusively,

Lending rates on business, personal or real estate loans
other than those mentioned above varied between 8.5 -10D
percent per annum.
This lending rate system had been operational until 1986,
when another system was introduced.
In the new system the cooperatives are given preferential
treatment and are made to enjoy a low interest rate between 4.5-6.0 percent pe:

annum. This is indicated in Table 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 and a maximum of 8.0 percent per annum con credits

for industry, mining, power, water resources domestic trads,

*
hotels and tourism, construction, and an annual interest

rate of 6 percent is charged on all other imports than

fertilizer, seeds, and pesticides.

-



We also sge that Credits tp individuals and privateg
Organizatiogng are generally charged the highest rates, i,g,
between B=10 RPercent pgr annum,

We can observeg that there is ng basic difference betwsen
the twg Systems, sayve the introduction of low interest rates

for Cooperativgs and some Governmgnt Owned undertakings.

Table 5.1: Lending Rates (19786)

Bescription Interest rate per
annum
o
l. EXPORT :
(a) Merchandise Export Product 73% per annum

First 3 months

(b) Merchandigg Export Products 8% per annum
After 3 months

(el Advance gn or Oiscount of Foreign 8% per annum
Export Bills

(d) Overdraft op Discount of Promissary 83% per annum

Notes Supported by stock lists

N
—
]
]
e}
m
w
(]
[#]
—
(1]
>
[13e]
5
[
0
{3
—
c+
=
3
o
—t
s
b5
o]
(& 5
[ e
9]
j=
I
fuze]
]
=
(w8
~
@]
5

Subject tg confirmation by head 8% per annum



Description Interest ratg

Per annum
——

(b) Dverdraft, Businagssg Loans and/or

advance against Promissory Notes 9% per annum

(c) Advance ageinst Pladge of Merchandise
to such énterprise, subject tg prior
confirmation by head office Accounts
Bepartment that the Customers’
Promissory Noteg drawn undegr the
instrument of pledge are eligible
for rediscounting
First 3 menths 83% per annum
After 3 manths 9% per annum

(d) A11 Loans for imports gp for

[T
oN\°

import Credits, 9 PeEr annum

3 Business Loans, Personal or

Real Estate Loans
————=d%8 lLoans

(a) Advance for purchase of shares 8

o\®

Per annum

L

(b) Uverdraft, Advancg against

o\@

Per annum

M=

Prcmissory Notes, Trade Bills 9
Discounted, Busingss Loans
(c) Personal Leans 10% per annum
(d) Advance against pledge of agri-

cultural Products othgp than

o\®

Per annum

N

= @8xportahblg Commoditigs 2



(e) Advancg against deposit (ll0%) 8% per annum

(f) Overdraft Or businegs loans sscured

partly against depositg and Partly 9i% per annum

(g) PErsong] loans Secured partly against
deposit and partly against other types
of Security, (where the deposit is # 10% per annum
less thanp 110% of the advancg) "

(h) For construction of a house Peparation g per aﬁnum
Completion, modification, and extention

(i) Fopr Purchase gf @ house 10% per annum,

Source: - CBE, Terms and Tarifs fR/lr/4/76 and R/22/2/77,
" -_"_"-———-___h_‘.._‘"'_——__
PP, 27-28,



Table S Iﬁterest

Term Loans

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

- Fertilizers, Seed &

Pesticideg

= All other imports
Hotels ang Tourism
Constructicp
Housing:

= Constructiop

= Purchaseg
Central Government

= Short term

= Long term
National Bapk of Ethiopia
Personal
Others
Penalty

Gov'g,

Cooperat, owned

3.0

6.0
6.0
6,0
6.0

5.0
6.0
6.0
6.0

4.5
6.0

-—
-
-

-

2,0

Hggertakings

6.0

8.0
8.0
8.0
6.0

6.0
8.0
8.0
8.0

4,5
6.0

33,5
8,0

-

2,0-5,0

Individuals

and Private

Organizations

7

9.5
8.0
6.0

7.0
9.5

9.0

9.0

7.0
8.0

10.0

To be determined by the Bank

2.0~5,0

Financiaj
Insti-

Ltutions

-

2.5-4,0

Source: National Bank of Ethlopla,
NBE/CR/1 Interest Rates op

quoted ip Birritu! No, 30,

Credit Regulation

Depositg and Loang

1986, p,13).

and Advanceg (as



9,2 Credit Instruments and SECUPltlBS

single Private Company or individuals, and Personal loans
do not EXxceed 10 Percent, s Percent ang Percent respectively

of theip Capital ang reservell. Lendings in excess of this

The credit instruments to be used are overdrafts, term

bills, letters of gEUarantee, ete,

is assumed to solve short-tepm finaneciaj] Problems, ang is normally
extended fop SiX months duration, The granting of Such finance

is backed by a Viable Project, According to the Policy, ovep-

Nationaj Bank gf Eth,., Credit Polig s PL20,

CBE, Terms and Tariff (Variogus years), P,2q.
———Z20N0 Tariff

WNatieng Bank of Eth., gregit Policy, p.2g.

12
d



The economic sectors for which overdraft facility ig

accorded arg industriesa Exports and imports,

to supplement its own working capital and for the Purchase
of raw materials, ang Spare parts, Construction firms are
given similar treatment angd are provided with overdraft
facility fop Projects at hand, and fop such expenses as
overhead supply of construction materials ang those engaged
in road construction, Exporters and importers are alsg

provided with overdraft Facilities.l4

by periodic instalments, The Bank is allowed tg Provide short

term loan of tne year, normally provided for working capital

loan, angd "epayable within & maximum perigd of five years,
Medium term loan is provided for thg purchase of capital
goods, trucks angd public transport vehicles, Another foprm of
term loan ig Personal loan, gnp which the highest interest

rate is charged.l5

The other credit instrument is a letter of credit. As
the name implies, a latter of Credit is "4 written instpry-

ment issued by the buyer's bank authorizing the seller tg

I"] .
CBE, Terms & Tariff, PP. 25-28,
1

SIbid., PP. 27-29,
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Credits to the private Sector must be backed by Securities
of residentiail CI' commercigl building, trucks, tankers, trailers,
busvs and other Vehicles, bank gudrantees, blocking of deposit
accounts, treasury pilis and government bonds, insurance
bonds, 1lire Insurance policics at Surrendor value, merchandise,
plant, machinery ang €Quipment, letter of guarantee from g
state enterprise, Cooperative op assoclation ang bPersonal
Buarantee,

The securities reéquired by the Bank fron private Orga~=
nization ang individug] borrowers are very high that they limit
Or avoid bank borrowing. ConsequentlyJ at the time or applying
the 1976 credit policy some loans were cancelled ag stated
below.19

CBE loans anounting to Bipp 11.3 million in Addis Ababa
Region, Bipr 1.5 million in the Northern Region ang Birr
75,000 in the Bastern Region were cancelled due to lack of
acceptable SECUrity in 1976 slone, On the other hand, 67
loans amounting to Birr 6.1 million in Addis Ababa Region,

8 loans amounting to Birr 525,000.- 1ip the Northern Region
and 5 loans amounting to Birpr 220,000.~ in the Eastern Region
were closed due to partial conversion of their overdraft

facility to business loans, And finally 8 loans amounting

=

J‘9()ommercial Bank or Ethiopia, Report on the Findings of
CBE's Liquidity Appraisal Committee, AA,, Feb.,1977,P.51.
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to Birp 290,000.~ in Addiz 4baby fegion and one loan 2mounting
to Birr 18,000, were closed duc to fulli conversion of their
overdraft facllity teo business loan in course of 1976,

Thus, for the three Peglons combined loans amounting
to Birr 20 million werc closed either due to lack of adequate
security or to partial or fuli conversion of thein OvVerdraft

facilities to business loan in the course of 1976,

t 1is furtherp stated that the Security requirements that

1

are being demanded 0y the Bank fop credits 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 efreective brake tor an aggressive credit expansion pro-

gfamme.zo. This 1is further €Xplained below.




Tuble 5,3; Lo¢nmSccurity Ratio

Security Working Loan Securicy Working Capital
Capital loan Ratio Loan Ratio

29,800 50,0600 10,000 30 el
12,880 93,000 6,000 2.1 15.3
14,900 18,000 5,000 3«0 33
18,850 10,000 4,000 4.7 2.5
131,785 194,000 30,000 4.3 6.6
6,400 10,500 2,000 sl 5.2
26,800 17,500 5,000 5.4 3.5
14,600 55,000 5,000 2.9 11.0
22,600 41,000 10,000 2.3 4,1
20,800 18,000 0,000 4.4 o |
24,300 112,587 12,000 % 9.5
22,600 25,000 8,000 2.8 i
25,624 30,000 10,000 2«0 30
14,304 9,000 4,000 Fu5 2:2
174200 17,000 5,000 3.3 3.3
19,200 15,700 6,000 3.1 2.6
11,900 65200 5,000 2.4 %wd
5,200 5,000 2.,500 @) 2el
Source: CBE, Report on the Findings of CBE'= Liquidity

Appraisal Committee, AA,, F

eb., 1977, P. 73
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The Bank requires a minimum of credit security on letter
of credit of 25 percent for a minimum capital and reserve of
befwaen Birr 400,000.- Birr 50,000.- from 25 percent to 30
percent for Birr 150,000.- Birp 400,000.- and 25 percent to
40 percent for Birr 40,000.~. This reveals that business units
with higher capital are required less security than those with

lesser capital.z1

««« The existing margin requirement on letter of credits
favours large business undertakings to those engaged
in small trading activities, The Bank's policy not
only discourages small traders who nost need its
assistance but also ne§ates the existing economic
policy of the country,42

5.3 Allocation of Credits

Table 5.4 indicates that the total allocation of credits
hes been increasing in absolute terms from 1975/76 - 19681/82.
The next threes years, l.e., 1982/83 - 1984/85 showed a declining
trend in the total provision of credits. Ths period 1985/86 -
18987/88 has again witnessed increasing trend reversing the

previocus situation,

The sectoral distributicn of credits is also indicated
in the same Table, Morcever, tabls 5.5 depicts the percentage
share of credits among the different sectors of the gconomy.
It is observed that the agricultural sector, which is the
backbone of the Ethiopian economy received only 11.2 percent
in 1875/76jswhich is however, the highest of its shares in
the period and exhibited a declining trend in 1976/77 and

1878/79. The years that followad showed a more or less




Table 5,4;

Sect

oral Allocation of Commercial Pank Credits

TR of Commercial Bank Credies

e

L N

e —

eriod Agriculryre Industry Domestic Expore Iopore Hotels ang Transport Bullding and Other
Trade Touriay Construction Service

Bt B ——— __A_._.‘__...._Am___.__h.«_..__m___——«_,___,___
975 /78 . 83,800, 76,904, - 100,800, - 93,200, 89,400, - = - 71,100, 64,900, -
976, 7 TTL200 - 84,900, - 47,600, - 113,300.~ 91,900, - - - 68,900, - 86,400, ~
L977/73 T.a. n.a fiea n,a i.a 0.& f.a n.a n.a
478, 215500, 133,900, - 144,300, - 82,500, - 155,400, - - - 70,000, ~ -

LY E TR0 37,800, LET, 0600, - 244,800, - 113,200, - 136,800, ~ - 52,600, - 19,600, - -
380,45 40,856, 128,981 .~ 146,348, - 91,239, 376,957~ 4, g9m_.. 67,227.~ 95,679~ -
BBISRL 44,087, PAT.226.- 158,722, 122,805, 352,004~ 5 50n _ 52,200~ 114,449, . 7,149 -
o8 44,868, - 122,375, « £815324 = 172,094, - 218,136, - 5.481.< 8L,791, - 130,324, 5,662, ~
19BN K 41,002, e 5 BTy e T i 160, 588, - 212,892, « 4, 9494, 79,338~ 151,152~ 9,084, -
198, 155 45,352 .~ L8, 656, - 75,035 10,178 < 2i9,393, - 8,443, B3,002,. 152,343, 13,5724~
Rl R 45,212, - 102,876, « 134,650, 210,470, - 131,325+ 11,593« 15,175~ 163,635, - 10,708,
L9868 £8.550,~ 126,119, - 180,105, - 148,912, - 265,787, A L 15,9587 u 157,837 17,628, -
£96:/88 71,555 o Fom 2£?}332.— 156,694, JE3,264, - 11,008, - 117,860, - 173,787, 14,544, ~
e .h_,mn,u__“_ﬁ.ﬁh_h_wm_m___“_“__ﬁ_"ﬁ_%_ﬂh_m___“_"h__h_ﬁ_“"w__%__M“ﬁ"tMWm_ﬁ_mmv*m__m_w_ _______

Sourge L) Peom in 1978 - 1979/85; ¢ g a, §£ﬁ££§£l§f}mﬁbﬁi£ﬂ£ﬁ (Varioye ilssues)
2 vBE s:8tistical Review, p.g

____ﬁ_ﬁ_m___ﬁ_ﬁ___‘mﬁ“___u______“_\__”_k i T

in 'Ooqhgjrrl

Personal H.5.B. Total
I L
5,800~ . 565,700. -
4,300~ . 594,500, -
n.a n.a 625,200, -~
7,900.- . 625,500, -
9,200.- 811,000.~
12,150.~ 44,088.~ 995,654
10,262.« 24,816~ 1,056, 304, .
:678.~ 22,083.- 994 514,
B13b- 20,2000~ 943,424
W90 20,0000~ Wi sy
10,139, 19,430~ 921,016
023~ 18,550.5 1,065, 8ss,
1,026, 17.867.~ 1,319, 850,

w—....._-_"-~—.“____~__,-—-—-,_.,__
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Table 5.5: Percentage Distribution of Creditg Among Sectorg

e e e ~MHMMM_%QMM_%_M%_

Period Agriculrurs Industry Domestic Export Tmport Hotels and Transport Building and Other Pergonal Financial
Trade Tourisgm Construceion Services Institutions

T — e, e e T e —
1%75/78 11,2 1.6 17.8 16.5 15.8 - - 12,6 11.5 1.0 -
1928722 5.6 4,3 14,7 18.i 15.5 - - 11.¢6 14.5 g.7 -
1877/78 - - - = - - - - - -
157679 3.4 215 3.1 16 8 24.8 - - | SR, = 1.3 -
LAT8) Bt 15:2 0.2 13.% 16,9 = 77 5.8 - ¥l

19RG/H G.j T£.9 14,7 i i7.9 . 0.4 §, 8 9.6 - 1.2 2.4

19283 /42 b4y 3.9 X310 - 11.6 33.3 2.5 .6 iv.8 6.7 1.2 2.3
1982/ 53 4, . i2,3 1R,z 17.3 2.8 3 .2 13.1 0.7 1.0 2.2
1983/84 4.3 i1.8 16.1 . 16.7 g, ¥ et v 2.2 I5.7 ¢.9 1.0 2.2

L98BY 515 5.0 1z.0 B.3 6.8 24.2 G.9 9. 2 16.8 L5 1.2 2.2
1985/8% 4,9 Li,1 14,8 22.8 14,2 ;G 4.2 17.8 .8 1.1 2.1
1986/47 5.4 11.8 16.9 14.0 23.4 1.2 Tad 14.8 L7 1.0 2.7
1987/88 5% A 18,7 1.9 4.9 o.8 8.0 3.5 11 Co.s 1.3
Averape L 3.5 .3 i5.5 22.9 0.9 ] 13.1 3.8 1.0 2.0

e e e e _._mﬁhw_mw—v———___*-——m—wm._mm_m e m ..,—.‘,._..—.._..u.__q._....».._____ﬁ.._.w e e e --—-m.._,__“——-«_m.._._.___l..--ﬁ__

Sour. a- “omputed from Tahle 5.3
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Similar shares, The average shz,g pf the agricultural sectopr
remained at 5,7 PeEr<ent in the Priod under review, Although
the Bank's credit 2llocation to the industrial sector is
higher than the share of agriculture, it has likewsie pg-
mained Stagnant, The share of the sector averaged 13,5

percent,

and import - has been beneFiting from relatively substantiaj
Credits of the Bank. 1In 1375/76 the trade sector shared

50.1 Percent, - 17.8, 18,5 and 15,8 Percentage points

for domestic trade, export and import espectively, of total
Credits. We can 8ee that thg trade Sector hag been taking the
highest shares of credits through out the periog, It is
observed from the Table that the share of the trade sectop
has been more than the shares of other ssctors taken together,
Or- the average the trade Ssector hag received 55,7 Percentage

points, It is interesting to note that the sharg of the rest
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second place while theg Cooperatives take the last and least

place in obtaining credits., The increased Credit in 1986/87

COnsecutively, From 1982/83~1984/85, however, the credit
Provision dig nct increase when CoOmpared with that of 1881/82,
The annual dverage credit intake of the public;enterprises

stood at 10.8 Percent,

The credit allocation tg public enterprisea, as well as
private angd individuals is, gnerally, not encouraging, This
is believed to be due tqo @ combination gf factors such as
" er.the improvement iného liquidity Situation gf public
enterprises ag 8 consequence of the Government’s trans?ers,
@ general decling in businegss activity, apg the Government'g

tight import policy"23
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* Data isg from C,B.E,

s 2:nnual Report, 1979,

Table 5,6: Distribution of CRE Credits by Users
(in milljoeq Bipr)
Publiic Enterpriges Private ang Cooperativesg Total
Agencies Individuals
Period
Amount  |Annual Rate | Amount Annual Rate Amount { Annual Rate | Amount Annual Rate
of Grwoth of Crowth of Growth of Crowth
1979/20 | 415.7 - 308.8 - 57 - 730,2 -
1980/81 | 625,7 50.5 3€6.4 18.6 3.5 38.6 995,56 36.3
1981/82 | 664,1 6.1 388,9 6yl 3.4 2,8 105¢6.3 6.1
1952/83 | 598,71 949 398.2 2.4 4,4 29,4 994,8 5.8
1983/84 | 589,7 1.4 370.4 7.0 3.4 22.7 963, 4 3.2
1984/85 | 543,35 148 361.3 25 2,2 35.:3 907.3 5.8
1985/56 | 565.8 4,0 352.4 2.5 2.8 27.3 921.0 Led
1986/87 | 655,5 15.9 381.6 3.3 29.8 964,3 1067.0 15,9
1987/388 | s46.6 29,2 452.5 18.6 20,7 305 1319,9 23,7
Average 10.8 5.3 113.7 8.4 ]
Source: C.B.E., Statistical Eeview, P,5



to the banking System on a modest scale and some have even
Ceased to avail of their credit facilitieg. This is mainly
accounted by increased gains from Production, the large
demand for their products and stagnant capacity expansion
Programr *, The non-utilization of credit facilities has
been particulary Pronounded in the textile, beverage,

food, footwears, and leather branches of the manufacturing
industry, 24

requests. For instance, it is mentioned in the 1982/83
annual report that outstanding loans and advances of the
Bank as at June 30, 1983 decreased by 5 percent due to ", ..
the increaseg settlement of loans in arrears and the loyw
demand for fresh credit during the year”,25 It is further

reported that while import trade utilized Bippr 218.1 milliion

vious year by Birr 133.9 million (or 38 percent). The
€Xplanation is that “.,.significant loan repayments (were
made by importers which furthep contributed to a general

decrease ip the overall loan balancesu“26

24BE, Repopt on_the Findings of CBE's Liquidity Appraisal

Committee, P. 99,

25
26

CBL, Annual Report, 1982/83, p. 15

Ibid., P.20
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Loan Collection and Arrearg

v,
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1 Million Rirr

Period Overdue | ALD LIR Irregular Current | Totay E/FZ7  jonuai Rate C as
Ending & B C Loans E F=D+F of Growth of p Z
June D=A+B+C D
1931 241.9 61.0 78.4 | 381.3 €14.3 995.6 [61.7 - 20,6
1932 224,7 63,3 84,9 [ 372.9 683.5 1056.4 |g4.7 :_2.2 22,8
1883 25.6 | 131.2 82.2 | 309.0 635.8 994.3 l63.9 =17.1 26.6
1984 68.3 | 136.8 85.9 { 291.p €72.4 963.4 | k5,7 3.8 29.5
1985 88.7 {136.9 85.6 | 311.3 396.0 907.2 65,7 740 27.5

j 1986 68.6 | 133.3 82.7 | 284.¢ 63€.4 £21.0 69,1 - 8.6 29,1
1987 108.7 [ 135.¢ 83.5 | 327.3 739,1 1066.9 |¢9,3 1552 25.5
1938 74.7 |137.8 79.4 { 291.9 1028,0 1319.9 {77.9 - 11,0 22,2

L‘ Averagd _ 3,7

Source: CEBE, Statistical Review, 1983 (June), p,10

Notes= 1 - Ov;;Eﬁe loans~loapg not settled ip full on or before




The decreasg in the loan balance g¢ the 1983/84 OVer thg

Previous yeapr is alsg said to hg "eve the underutilization

Table 5,7 indicates that about 348 PErcent of thg loang
and advances in 19831 are overdye, i.e., berrowers did not
'espect thg agreed timeg limits tg Pay back the amcunts they

borrowed, The figure amounted tg Birr 381,3 million ip ab-

270BE, Annual Report 1983/84, p, 15.



- 109 -

Table 5.8, Comparigen of Deposits and Creditg

(in Million Bipr)

__DEPOSIT-S |

Pericg Deamang Saving

Growth Rates of

(2) (3) (4)

(1) and Time (6) (7) (8)
2) .
341.8 | 329.0 670,38 | ~ - -
40,78 | 471.¢ 879.4 43.3 1311 | 5.4
493.4 | 495.¢ 988. 4 2.0 12,4 | 5.,
604.7 | 506.7 1111 .4 24 12,4 | o4
€71.0 | 610, 1281, 2 0% | 18,3 {29 4
€94.5 | 662.3 1356, 8 8.5 5.9 [22.8
769.9 | 7515 1521, 4 13.5 [ 12,1 | ¢
930.8 | gg0.5 1791.0 .5 ) 17,7 fes i
J1108.1 10044 2112,5 16.8 | 17.9
1531.3 [1156.¢ 2687, 9 15,2 | 27.,
1784.7  |1264.0 3048, 7 9.7 | 13.4
2029.3 1235, 5 3264, 8 ~15.7 7.1
2251.2 f1319.4 13,0 9.4
| - 12,2 | 15.5

Source: Obtained from Tableg 4.9 and 554
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Table 5,8 indicates that the absolute figure of total
depositg has generally been increasing over the beriod under
review, chever, 38 explaingd in chaptar four, the rate at
which totsl depositg has increasgd 1s not totally BvVen. Ws
note that from 18976/77 - 1380/81 , geéneral declining trend
is shown except 1979/80, From 1981/82 until 1984/85 the
situation was nopt only eversed hyt alsc the rate of growth
was relatively Substantigy, The peripg 19685/86 - 1986/87
showed g declining rate of Erowth 2gain, with 4 relative

increasing rate in 1987/85, The Saving angd time deposit

of the same Tahleg, Fram 1826/77 = 18739/5( Credit Provision
was Erowing at ap increasing rate except 1878/79, The next
Years 1980/81 - 1984/85 exhibited 4 remarkab]leg decline in
the ratg o Erowth, The Period 1985/85 - 1887/88 was then

followed by an increasing trend,

Examinatign 6f the liquidity TEserve of the Commerciaj
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Table 5,9-

Reserye and Liguidig Positon of CBE
.“‘-«———-_..._.__q___ﬁl...___—-—__.__ﬂ

___,_u____h_._n.___m___u_k..q___u___h_._h_._,,___._uuu___,__d_m-_.____u.__,__.ﬁ_._. ._.,_.._h_____._q_..»_.__H___ e ——— e e
Frd of Hegerve acgual Excean Net Foraign Ner Loans § Advance Loans § Liquidity Tota]* Loan feposit
Feriod Requirements Rescrve Heserve Demand Assat Foreign Inel,Centra] Advance Raris Deposit Ratig i1=8/1p
Deposit Asser Gov't, Excl.Cene 11=7/10

{1) €24 (=21} (4} (5) (6} (7) (8) (%) £10) {18) (1)
i = T — T B S .;_.,._.Hy___,,-ﬂ_.._,_,__..__,__,__u__,,_.__,__._._“.«__ﬁ_W_,_.__
1925/ 7¢ ?0.6 200, 4 69,8 282.6 168.2 la7.3 B30, 6 565, 7 123.¢p 670.8 5.0 B4.1
976/77 M6 “Bis 242.8 28%.7 184,31 161, a 055,35 594, 5 147 .4 870, 4 745 LY
19747 dda 24,3 18i.1 329.9 A2 4 5.4 83,7 625.2 102, 7 95r. 4 79.3 L%
155as79 a 207, 4 6L, 289,49 05,8 N2.2 R24.0 6.5, 5 Fho2 Llil, 4 74,1 54,3
1318/ 8y 43,5 Hag g 4.0 89, 02,6 g 100 ¢ [ I ¢ 78.4 12812 8.1 61,13
1980/8y 67,5 615, 7 3482 T 6Ty 191. 9 Lil. s i¥37.9 895,45 6.4 1356.8 92.7 73.4
L98] g i 543.0 4867, 5 765, 4 212.9 374 144, 7 1056, 3 +9 133,45 82, 6y
1982, 85 oy 456 .8 921.4 175.9 Gh, 3 Yak, 2 9494 .4 L L%y 07,7 By
la83/8y 5.0 676.2 371.: 10196 4 2782 Li%.2 865,58 963, 4 il 2liz.n 90.2 4500
1384785 134, 4 879,41 444, 7 1333.6 165.3 ] 2396, 3 997,13 48.8 2687, 9 83,2 33.8
i984 /8¢ 1524 958 3 45,9 1587, 7 2L7.5 134, t 44043 921.0 1.3 8.7 H. e B0,
1986 /87 163.2 1201, % 1038, 3 1&27,7 1957 125,49 5 y to67.n 7.8 6% .8 8.0 32.7
103 jag L7806 1180.4 1002, 3 2002, ¢ 205 4 8.3 8471, 1 1316, 4 63,4 35710 9.6 37.0
Average §3.13 56,4

Aree: . R, ‘E;_,E‘.i.ﬁ.él.\?.éi.ﬁéi.i.ﬁb P16, 59, S.L%H-ELHJ_L_&.QS_HGCL 19T ane 1y7g, g,
N3y .r-..ﬂm-_cf;;lf_g.l_{e:15_. P, 49,53 (1985/8¢;
* Dk siasd frpm fahle 5. 8

Notes LL: Resuoye Teitt iremengp g 2% of CBE Toral deposirs
(2 Actuai Toserve; Reserve with NRE plus cagy 1in hang {iccal Currewey)
(3 Liqniéity Tatio: (Actus] Reserve (Foreign Assets Nep of shore o Ligbiliciag

divided Nap demangd depasicy),

i _—__-_ﬁ_.‘ﬂ--....‘*——nﬁ__..__.__.. e —— T —d

(million Birr)

———— .
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This ratig is 123.0 bercent in the base year &8 shown in
column 9 4¢ the Tapis, The somg ratip taking liquidity reserveg
requirement ag cefingd above fop the same Period is 3, Percent,
Therefore, the actuajl liquidity ratio ig greater by mopg than

80 percent of the requirad Peéserve ratig,

The lpan deposit ratip, including Central Government,

the base year and Eradually declined afterwords and reach the

lowest ratioc of 30.2 in 1885/88,

Compariscn of the Bank'g actual Performance with the Ten
Year Perspective Plan is not made Possible, since Separete
financial plans for financial institutions is not given
Separately, However, it ia POssible tg see the Bank’'s per-
formance Vis-a-vig the Ten Yearp Perspectiye Plan in general

terms,



Table 5,1Q0.

Sources cf De
———%ES Ot
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meetio Credi+

(in Million Birr)

Annuai Growth

Percent
1934 /85~ 1993/1994
1983/84 1993/1994 1993/94 1983/84
Total Domestic Credit 18597, 7 5135.6 33495,5 10,5
Repayments 1538.9 4351,3 27875.1 11,0
Deposits 267.6 564,6 4124,8 7.8
Demand deposits 147.¢6 312.6 2264,1 7.8
Time Depositg 48.4 99.0 727.3 7.4
Saving . deposits 59,5 126,5 947.3 7.8
Reserve deposits 12.1 26,5 186.1 8.2
Liquidity reserve 61.6 1172 1151.9 11,1
Other liquidity reserves 26.5 37,2 330,7 3.4
Depreciation Charges 3.1 P 3 43.0 3:5
Source: The PMAC The ONCCP, Tan Years Perspective Plan

1384/85 -

credit is expect

Credit extension hag been Erowing at ap aver

of growth,

in the Perspective plan is 7.8

perFermance,

The rate of

as given

1893/94, A.A,

—_—

As can be discerned from the

ed to grow at an a

and this ig well b

Erowth

out in Tabls 5.8,

€ above Tablg,

elow thH

» August 1984, p, 355,

total domestic
of 10.5 pPercent,
indicate that the CBE'g

age rate of 7,9

Percent per ennum;but the actual

15,2 Percent per
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annum on thg dveraga, Thig is well Above thg Plannsd target,

However, it loaoks that this has bzen underestimated as cthep

u

banks apg alsc included, As axpl ined ip chapter four thg
CBE is EXpected tg play 2 mope AEgressive rojg than its

Current Performances in Savings mobilizrtion. The Tan Year

Since Credit Tepayments gpg Expected tg play an Bnormoyg
rols ag SOurces pf funds, Considerahlg efforts will pe made
to raise ccllections from the Present popp Pecerd to gp per-
Cent of the amount dye, The eXpected increase in varipug bank
deposits, cn the othap hand, depends upon the realizatiop of
Planned increaseg in cutpyt and productivity, the growth of
Personal incomes, Qualitative changes ip Saving habits of

the People, ang bank branch expansian.ao

Regarding the uss of these Feésourcss, the pilan E€Nvisaggs

The GNCLP,_Ten Year Parsgectlve Plan, o. 367.

30, .
Ibid.

31, .
Ibid.



chever, om the pegp Credit pg
it is unlikaly that it Dlays its ghs

ars auccess?ully as

ANce of thg Bank,

invisaged in the plan Peripd, This ig Well indjig
iscusg

above ¢ ions, We

ated ip the
alsg Sege that the 73

ion tg Stat

g, cooparative and Private
likely, 98 examingq above, especially
wWith the istj The @vailable dat

a indicate that
al chernma

nt was 10,7 Percent gf its
tots) depositsg in 1975,

78, This s

are increased co
and reacheqg 41,5 PErcent {p

nsistently
1985/45 . 32

Fram this One ig able
to understand that the B

ank’'s effort ip ellocating Creditg
as Forecasted in the Perspecty

Ve slan (i,s,
Creditsg to be

73 Percent pp
allocated to state,

tives and p
organizations and 27, -

out gf reach,

In Summing Up this gpgs

Pemarkeq, Despi

Pter the follo
ite

wing Peints mygt be
7 &rowing &mphasis gp, Variouys Policigg for
rura] Credit €Xpansi

the Commercial B

—
°NBE, Quarter] Bullgtin, Vol,2, .
(First Quarter),

P.49,
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the rural life, This Policvy Correction Was made only in
1968 by introducing & reviseq ural Credit Policy, the

OPerationg) results of which re o pe Seen through Cime,

Despite the Cmphasis op the Credit Policy tq give

the trade Sector op the €Conomy hag been the most important

Although the &ETOWth of Savings mobilization is better
than Credit utilization, mobilization of Saving deposits
from non-corporate units is showing < stagnant Erowth,

The allocation Of credit 1s in &enarayl showing an overa]j
declining treng, The bank'g actug] liquidity reserve ratio
has Feached the Unprecedent high figure, The loan - deposit
ratio ig showing & declining trend; beoth witnessing TChe
accumulation Of idle financial Pesource oy the Banyk that

Should have been Pedirecteg for Productivye investments.



6. CDNCLUQIQN AND RELDMMENDATIONS
6.1 Conclusions
——=3510ns
As 1nd1cated in Chaptegr
has p

and Manuals,
angd BMpirica; studies.

Some 0f thg «
below:
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A5 the SUrvey of literature
Shows, 4 Erowing COnsensysg hold that Financial de
Facilitates re

underdevelapment
More signi?icantly,

showing a declining

all arg concentrated
in the Capita] City apg other rela
towns wWherg demand ¢



SO0me of the rupral PoOpulatinnp have dccess tg bank

facilities, theipr cost of trensportatlon is se high
that it is not encouraging for further Use and as 4
resylt they Would opt for alternative Services from

the inFoPmal markets,

I1I, The administratiVBly detarmined interest rates bring

Marvin P; eracle, Dien s, Miragcie 2nd Laurig Cohen,

"Informal Savings Mabilization in Africag” Economic
Develogment and Cultura] Change, Vol 28, Nc. 7
July™7 80, P, 4,



as Percentapge of GNP, which indicatg the rate of growth
of the Bank, declined throush time. Ths level of
Saving channegleqg intc the Bank as Méasured by the ratio
of the bank depaosits to Ml is not satisfactsry, parti-
cularly the Saving ang time deposit 28pect of thg ratio
remained almost stagnant, The bercentape share of
individuaj and private Organization deposits from tgtaj

bank Saving hasg not only increasad but alse it is lessg

than other developing COuntrigsg, While it is said that

adequate Credits accerding tq plan Prioritieg. The

of glving clear Operationay policigs, Thus thg CBE
has begn tonfinggd mainly with its traditional activity

of extanding Credits tg urban demands, This continued



1388 by introducing @ revisad Tural credit Policy that
€nabled the Bank tg Provide short-te“m and medium term
Creditsg, Despitg its relatively large branch network
and excgsgs liquidity ressryveg holdings the existing
Credit Policy dpeg not stii; allow the Bank to extend

long term investment Creditg,

Moreover, despite the &€mphasis of the Variouys heretg-

fore credit Policies gn the Provision g¢ Credit tg

Provision tg the tragde sector, thyg Creating further
imbalancs between BConomic Sectors ang hence making
iittle contributign to growth,

Thus the allocatign of credits has not been encouraging
as the Following Summarizeqg Points woylg show,

4. There ig an excess gf liquidity Peserve wel}

above theg required level,



Lo =

izing furthep Credit gy

and ney outlaets.

factorg Such ag Foreign

ge limitations,
of drought, absence of clear gg

Private Sector,

VI, A1 the above indicatg that the linkage betwegn
Flnancial Savingsg, Flnanc151 1ntermedlat10n and
8Conomic development 15 weak

6,2 Reco

mmendations

L

and demang follow-
"fred for the Proper EXpansion

the €Xpansion of branchgsg

Apart from



banks,

II,

must pg Protectey 3gainst pigj

APpPropriate Means,

her Flnencial Savings But
this Measure ig Fecommendggy along with Changgs in the
Credit Policy
III. For optimum yge cf the Bank's Excessg llqu1d1ty reserve
and fop continu1ng Provision of Cradits 4 change jn
the Credit pPolicy jig Important ag followg
a. Feductjgnp of 8Mphasis gp high Security equirementg
and relying on the SOUndness f schemes and
Projectsj
b.



The implemantation of the above inpg

poliey Measuregs might not only

strong linkage among financiaj

and economic developmant.

J

(83]

titutional and
e misallocatian af
» Might Creat g

edit allocation



Arsi Ropj
Asselg

Bekoji

Huruta

Tensae Berhan
Bale

Bale Goha
Dodols

Ginnir

Eritrqg

Adi Keyah

Adi Ugri

fsmara Main
Elizabeth IT Avenueg
Keren

Mekali Ketems
Massawa

Zerai Jeres

Arba Mich

Chencha
Ghidpleg
Jinksa

Yela Sawla

Gojiam
JJa

Adgt
Agew Cemja Bgt
Bahipr pap
Bechena

Chapgni

Dangla

Fingte Selam

Motta

Gond«p

Addis Zemen
Debre Tabor
Este

Sonder Main -
Sonder Market
Humerg

Nefasg Mewcha



Hararqhe
Alemayg
Aseb Tefer;i
detachaty
Ceder
Degehabyr
Dire Dawg
Fugna Birra
Gelemso
Gode

Harrap
Hirna
Jijiga
Kebri Oehar
Megala
Melkasedi
I1lubaboyr
Buno Bedelie
Gambella
Gore

Matta

Teppi

Keffq.

Agaro
Bonga

Hirmata

[

N
~J

=0,
£,
22,
28,

Shoa
Adama

Alaba

Alem Ketema
Akaki

Bako
Butajira
Debre Birhan
Debre zejt
Effeson
Fitche
Ghion
Hagereg Hiwot
Holeta
Hessana
Mehal Meda
Metahara
Meki

Maojo
Nazareth
Shashamang
Wonji
Wolkite
Zeway
Sidamg
Aleta Wendo
Awassg

Dilla :‘



11

Jimma
Limy Sulty

Mizan Teferi

Negelg Borena

Yabalg
Yirga Alem
Yirga Cheffeg

Wolaitga Sodo

Tigrai

Adigrat
Adwa

Axum
Enda Selassgie
Mekelg
Maichew
Alemata
Assaitsa

Bati
Combolcha
Jessisg

Bupti

Mekane Selap;
Mugad

Tenta

Woldia

Woreily

n Fay

[@p]

N —
- =

(63

10,
11
12.

et
Ly
a

Hegero Mariam
Kibrg Mengist

Moyale

Arjo
ASsosa

Dembi Oollo
Ghimhi
Gulissp
Mendi
Nekempte
Nejo

Shambuy

Aba Koran
Abyat SQuare
Addis Ababa
Addisg Ketema
Africa Heyg
Air Porpt
Andingt
Anwar Mesgid
Arada Ghiorgis

Arat Kililg

Shandj Roadg



14, Gulele
15. Kirkos Kebsle
16. Kolfe
17. Lidsta
18. Mehal Csbeya
19, Nefas Silk
20. Mehal Katema
21. Paulos
22. Selassie
22. Senga Terra
24, Tekle Héimanot
25. Temenja Yaz
Assab 26. Tewodros Sqguare
1. Assab
2 Key Bahir
Agencies
1. Addis Ababa International Airport
2 Asmara International Airport

3a Assab Port

Source: Commercial Bank of Ethiopia, (C.B.E.)

Statistical Review, June, 1988, P. 20,
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APPENDIX 2.2: Breakdown of Demand Ueposits by Ownership
Private & Cooperatives | Public Jomestic Central | Foreign N/Re~ Total

Year Individuals Enterprise | Banks and Gov't Corre- sidents | Demand

& Agencies | Other Fin. spondents Deposits
1950/81 220.9 7345 353.6 29.0 100.9 31.8 42,7 852.4
1y51/82 234.5 92,2 379.2 38.6 100.9 52:3 57.3 §72.9
1582/83 260.2 113.4 481.0 58.4 109.0 07.4 81.8 1,171.1
198483/64 318.4 126.3 533.0 60.7 112,68 35.5 66.0 1,322.4
1vs4/85 335.8 164.0 743.4 65.9 89.9 30.0 102.2 1,531.3
1985/86 397.9 193.1 877.1 84.8 107.2 33.4 91.2 1,764.7
1986/87 4b4 .4 247.2 902.7 203.9 127.3 23,7 86.1 2,029.3
1987/84 423.3 286.5. 935.0 321.5 124.5 60.6 95.9 22512

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

Development Uivision, No. 6 June 193&, P.2.
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e PR

g o 2 S A e

PEENNTY s W T it erahiis

Irdfvideal  Cocpera~ Public  Dumestic Total Total

. & Privaie Ives mnterp.  Banks Time  Saving & Time
va 4 Agen.  Othar Da=- Deposits
Fir.lve. posits

1930431 443.3 Bl 5 22,4 0.2 3.2 5.1 101.1 189.9 662.3
1981,85: 467, 3 g S B <3 B 28 L7 98. 7 8%¥.3 221.% 749.2
1984/83 377.0 4.9 a J 481 28,9 R.2 1956 1055 268.2 856.3
1983784 ai2. 8 i1.1 £ 2.1 27.4 $: 139.6 108.5 283.3 1,000.4
1984 /85 758.3 Ji.4 8. i BLd 812.8 36.5 &.2 168.0 126.4 340.1 1,153.0
1985/86 881.8 47 .0 la.b 2.9 3382 54,0 4.7 154,45 111.7 324.8 1,264.0
1986 /87 1,035.h0 3.4 b [ | Laiigs BT 6.5 .0 88.6 182.3 1,235.5
1987788 1,1%0.7 i6.1? Lo 0.1 'u"'zk.“, b 0.6 2.4 11:.8 1,319.8
o0 Fualind i+ Davelupeont Divigdsn,
|
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