




























































































































































































































































































Table v

List wise Deletion of Missing Data

[ANOV A(b) | o
Model DF Sum of Squares Mean Square | F Sig |
Regression 2 248.24593 124.12297 | 13.92750 | .0000

1 Residuals | 67 59710015 8.91208
Total - o o :

Source: SPSS regression output after remedial action for hetroscedasity problem

Let's examine the output from the regression analysis, First of all let’s look the p value of
the I test to see if the overall model is significant or not. With the p value of 0 to the four
decimal places, the model is statistically significant. The R square is 0.29366, meaning
that approximately 30% of the variability of ROE is accounted for by the variables in the
model JThe cocefficient for each of the variables indicates the amount the amount of
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change one could expect in ROIS given a one unit change in the value of that variable,
given that all other variables in the model are held constant. For example let’s consider
the variable CAR from the next table; the researcher would expect a decrease of
0.831316 in the ROE score for every one unit increase in CAR, by assuming that all other

variables in the model are held constant,

Table 10

Standardize

Unstandardized coeflicient
coellicient

Variable B SE B | Beta T Sig T
(Constant) | 42.201476 13.527050 ’ 11.965 .0000
NPLR | -594077 | 163470 | -377922 -3.634 0005
CAR -831316 190887 -452886 -4.355 | .0000 |

“Source: SPSS regression output after remedial action for hetroscedasity problem

Log-likelihood Function = -252.526389

The following new variables are being created:

V= g (;91 '

v =4220+ (-0.594077 »

(WPL_RJW')

+ (B2~ CAR) +

<

(NPLR)1

Ho = unstandardize coefficient of beta coefficient is NOT significant.

HT = unstandardize coefficient of beta is significant.

)+ (~0.831316 « CAR) +¢



As we can see from table 10 both the constant, NPLR and CAR are significant.

First the researcher answer about the two predictors, whether they are statistically
signilicant and if so the direction of the relationship. The effect of NPLR (non-
performing loan ratio) which is

(Beta = -.594077, P 0.05) is significant and its coefficient is negative indicating that the
greater the nonperforming loan ratio the lower the profitability of commercial banks in
Ethiopia. The NPLR is highly lower profitability of banks. This result also makes sense,
because both the theoretical and empirical evidences’ support that too. The effect of
capital adequacy ratio is also (CAR, Beta = - .831816) significant (p. 0.05) and as
waltched it is negative which indicates that the one unit increase in capital adequacy ratio

leads in 0. 831816 decrease in profitability of the banks of the country.
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Table 11

If there is an individual who need to know the beta value of both nonperforming ratio and

capital adequacy ratio of each bank, the table below answer this question. In addition to

that one can get the adjusted R square and significance level of each bank separetly.

Each banks regression results

AIB AB CBE DB NIB UB WB
Bof NPLR  -1.081 -.530 -938 18Il D59 1360 2075
B of CAR -1.283  -1.488 -1:651 -926 -370 -334 -674
Adj.R2 0978 A7 022 474 2150 556 .469
Sig. 0.02  .082 0.447 044 677 025 045

Source: SPSS regression output of each bank

f of NPLR, Wegagen
Bank,-2.175, -27%

( of NPLR, United
Bank, -1.36, -17%

B of NPLR, NI Bank, ./
0.259,3%

Source: SPSS regression output of each bank

B of NPLR

% [ of NPLR, Awash

International Bank, -

081,-13% )
\ LOBE-138 o mesrhanonal Bank

& pof NPLR, Abyssinya
BARYS SR B
 Commercial Bank of Ethiopia

B of NPLR,

Co.nkraRed Bank of
Ethiﬂpéa&a-l(a(%& -
12%
United Bank

Wegagen Bank

P of NPLR, Dashen
Bank, -1.811,-22%
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Chapter five: Conclusion and recommendation
The purpose of this chapter is to review the whole thesis and highlight future rescarcher
directions. Accordingly section one presets the major lindings and conclusion and the
nextsecton presents recommendation made by the researcher for all concerned bodics.

5.1 Conclusion

There was no correlation among independent variables (NPLR and CAR) which means

cach ol the independent variables explained the dependent variable separately.

IThe model in the study is 23% good before remedial action was made. But it increased in
o 29% after remedial action were taken by the rescarcher. Or after the il of the error
term s captured by the rescarcher. Which means the independent vaiable explained

dependent variable around 29%.

There was no collinearity (multicollincarity) among independent variables. And (he error
term are normally distributed at the mean ol zero and standard dey ation ol 0.987 which

is around |,

There was a problem of hetroscedacity and to address the problem the rescarcher uses

weighted list square (WLS) than Ordinary list square (OL.S)

Both nonperforming loan ratio and capital adequacy ratio has a negative impact on

profitability’s ol commercial bunks i I thiopia.
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Fhe impact level of nonperforming loan ratio is negative which means. a single unit

increase in nonperforming loan ratio leads in (.394077) decrease of prolitability of

commercial banks of Ethiopia.

Nonperforming ratio have inversely related with profitability whercas capital adequacy

ratio has a direct relation with profitability of banks.

The impact level of capital adequacy ratio had also been negative: it indicates that a unit

increase of capital adequacy ratio leads 0.8318106 decreases in profitability of commercial

banks ol Isthiopia,

Credit risk management of commercial banks ol Lthiopiacis poor. because both higher in

the management position are maximum of BA and diploma qualification as the rescarcher

gets from the questioner collected from cach banks credit risk management ollice .

87



5.2 Recommendations

Banks needs to hire the one who has high experience and qualification on credit risk
management and the one who aware about its significant impact to banks profitability.
IUs better i university colleges ol the country added “eredit risk management course”™ on
their curriculum, not only for Mse program students but also Tor BA and Diploma
program student’s too

Banks board of directors are responsible for cach and every activities of the bank. so they
heed Lo conducet continues training Tor their employees particularly for credit risk
m:m;igcnwnl-clcp:n'lmcnl managers and employees as well.

Policy maker of banks (in our country NBID ) need 1o sel policy . and guidelines which
force banks to think over their credit policy wrisk management policy . and other related
things .

Sinee there was no formal rescarch conducted on such arca other rescarcher ol the
country needs to conduct different and important so that contribute their responsibiling

and should have to made changes on the attitude of the community and the responsible

bodies as well,
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Appendixes
Appendix |
Questionnaire

Dear respondents

The purpose of this self-administered Questionnaire is to gather data relating to the “The impacts
of credit risk management on profitability of commercial banks in I*Zthi()hiu.“ For fullillment
of the requirements of the thesis for the Masters in Accounting and finance program ol Addis
Ababa University (MSc). The rescarch will be conducted 1o measure the impact level ol credit risk
management on profitability of commercial banks ol our country.l feel that vour contribution
which means information obtained from you is essential for success of his research. Thus. |
appreciate your cooperation to give me your time for the success ol this rescarch thesis. 1 assure
you that the information to be shared by you will be used only for academic purpose and kept
confidential.
For further information and need my assistance while you fill the questionnaire please contact me:
E-mail tibebutefera@yahoo.com
tibebuteferat@ gmail.com
Thank you for your cooperation
Yours sincerely

Tibebu Tefera



(PART ONE)
Respondent profile
Please use this mark in the box “v” Where itapplics

[y Job Title:

2) Gender: Male ‘:] |"CIHLI|CJ

3}y Age:

20-29 L
30-39 r———-— |

4) Highest educational level obtained
High school complete L ]
Certificate L]
Diploma ]

5) Arca (lield ol specialization) or major licld of study
Accounting —
Management

CPA

0) Years of work experience

(-3 years ]

0-10 years 1]
7y Marital status

Single ]

Married (I

Bachelor Degree
Masters Degree

PhiD

F'conomists

Others please specily

F1-20 vears

More than 20 years

Widowed

Divorceed



(Part two)
1) Which credit risk management mechanism do you think is the most important (o reduce cedit
risk ol commercial banks of our country?

A) Screening and monitoring

B3) Credit Rationing

() Collateral Requirements

D) Long-term Customer Relationship

1) T don™t know

2) Aflter you select among the alternatives for question number 17, would you explain why
you prefer among the other alternatives please?

3) What do you think the impacts of eredit risk management towards profitability of banks?
A negative

B positive
4) After you choice your own answers for question number =37 please explain how eredit risk
management negatively/positively/ affects profitability”?

5) What do you think the problem will be. if there is poor credit risk management is there in the
bank?



0) How do you think credit risk management helps to increase profitability of your bank?
7) Which risk do you think highly affects profitability of profit making banks In I:thiopia?
A) Credit risk

B) Liquidity risk

) Market risk

1) Operational risk

8) Please explain why. after you select answer for question number =77

1O} As expert ol eredit risk management. what do you recommend 1o make our banks
more profitable  than before?

Thank you for your help!




Appendix 2
Forms designed for data collection from the respondent banks which is important
for the regression purpose. And the collected data are as follows:-

Table 12

Year ROE Nonperforming loan to Capital adequacy ratio /CAR/
total loan ratio NPL/TL
2001
2002
2003
2004
2005
20006
2007
2008

2009

2010



Appendin 3
Table 13

Regression analysis output in SPSS
Regression results with NPLR and CAR as independent variables in Awash International Bank

Variables Entered/Removed "

Variables
Model Entered
1 capital
adequacy
ratio ,
Nonperfor
mlngaloan
ratio

Variables

Removed Melhod

Enler

a. All requested variables entered.
b. Dependent Variable: Return on Equity

Model Summary”

Adjusted Std. Error of Durbin-
Model R R Square R Square the Estimate Watson
1 .9092 .827 778 454212 2.103

a. Predictors: (Constant), capital adequacy ratio
b. Dependent Variable: Return on Equity

Nonperforming loan ratio

ANOVA"
Sum of
Model Squares df Mean Square F Sig.
1 Regression 690.479 2 345239 16.734 .002¢
Residual 144.416 20631
I'otal 834.895 8

a. Predictors: (Constant), capital adequacy ratio . Nonperforming loan ratio

b. Dependent Variable: Return on Equity

Coefficienfs
Unstandardized [Standardized
Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig.  [Tolerance| VIF
1 (Constant) 53.786 9.312 5776 .001
Nonperforming loan | -1.081 199 -.854 | -5.435 .001 1.000 1.000
capital adequacy ratif -1.283 647 =312 | -1.983 088 1.000 1.000

a.Dependent Variable: Return on Equity



Coefficient Correlation '

capital
adequacy Nonperformi
Model ratio ng loan ratio
1 Correlations capital adequacy ratio 1.000 .000
Nonperforming loan ratio .000 1.000
' Covariances  capital adequacy ralio .4197'7'__&152AF—()_05_
Nonperforming loan ratio 4.52E-005 040

d. Dependent Variable: Return on Equity

Collinearity Diagnostic#

]

|

| Varance Proportions

capital

Condition Nonperformi adequacy
Model _ Dimension | Eigenvalue Index (Constant) | ng loan ratio ratio
1 1 2.830 1.000 .00 .02 00
2 157 4.250 .02 .95 03
3 .013 14 890 98 03 97
a. Dependent Variabie: Return on Equity
Residuals Statistics’
Minimum | Maximum Nean Std. Deviation N
Predicted Value 91121 31.7174 < 15610 8.758499 10
Residual -6.75072 7.08256 00000 4.00578 10
Std. Predicted Value -1.421 1.160 000 1.000 10
Std. Residual -1.486 1.559 000 882 10

@ Dependent Variable: Return on Equity

Vi



Table 14

Regression analysis output in SPSS

Regression results with NPLR and CAR as independent variables in Commercial Bank ol

Ethiopia

Variables Entered/Removed

Model

Variables
Entered

Variables
Removed

Method

capital
adequacy
ratio |
Nonperfor
min% ioan
ratio

Enter

a. All requested variables entered.

b. Dependent Variable: Return on Equity

Model Summary®

Adjusted Std Error ol Durbin-
Model R R Square R Square the Estimale Watson
1 4533 205 -.022 29.14874 2.012

a Predictors: (Constant), capital adequacy ratio . Nonperforming loan ratio

b Dependent Variable: Return on Equity

ANOVA?
Sum of
Model Squares df Mean Square F Sig.
1 Regression 1537.443 2 768 721 905 4474
Residual 5947.544 7 849 649
Total 7484.987 9

a. Predictors: (Constant), capital adequacy ratio . Nonperforming loan ratio

b- Dependent Variable: Return on Equity

Coefficients

Unstandardized |Slandardized
Coefficients Coefficients | Collinearity Statistics
Model! B Std. Error Beta Sig.  |Tolerance| VIF
1 (Constant) 77.115 | 54.487 1.415 200
Nonperforming loan r3 -.938 T12 -.604 -1.317 229 .540 1.851
capilal adequacy ratio] -1.951 2.825 -.317 -.691 512 .540 1.851

@ Dependent Variable: Return on Equity




Coefficient Correlations'

capital
adequacy Nonperformi
Model ratio ng loan ratio
1 Correlations  capital adequacy ralio 1.000 678
Nonperforming loan ratio 678 1.000
Covariances  capital adequacy ratio 7981 1.364
Nonperforming loan ratio 1.364 507
a. Dependent Variable: Return on Equity
Collinearity Diagnostics

Variance Proportions

capital
Condition Nonperformi adequacy
Model  Dimension | Eigenvalue Index (Constanl) | ng loan ratio ratio
1 1 2.628 1000 00 02 01
2 355 2720 00 33 04
3 017 12.351 99 6GH 95
a. Dependent Variable: Return on Equity
Residuals Statistics?
Minimum | Maximum Mean Std. Deviation N
Predicted Value 6.9657 452176 26.1040 13.07008 10
Residual -50.96566 | 44.25180 .00000 25.70677 10
Std. Predicted Value -1.464 1.462 .000 1.000 10
Std. Residual -1.748 1518 000 882 10

a. Dependent Variable: Return on Equity



Table 15
Regression analysis output in SPSS
Regression results with NPLR and CAR as independent variables in NIB International Bank

Variables Entered/Removed

Variables Variables

Model Entered Removed Method
! CAIE, a Ente
NPLR ' ‘

a. All requested variables entered.

b. Dependent Variable: ROE

Model Summary”

Adjusted Std. Error of Durbin-
Model R R Square | R Square | the Fstimate Walson
1 3259 106 -.160 5.45729 1.028

a. Predictors: (Constant), CAR, NPLR
b. Dependent Variable: ROE

ANOVA
Sum of
Model Squares df Mean Square F Sig.
1 Regression 24.547 2 12.274 412 677?
Residual 208.474 / 29.782
Total 233.021 9

a. Predictors: (Constant), CAR, NPLR
b. Dependent Variable: ROE

Coefficientd

Unstandardized |Standardized
Coefficients Coefficients Collinearily Stalistics
Model B Std. Error Bela t Sig. Tolerance VIF
1 (Constant) 24.534 12.788 1.918 .097
NPLR 289 616 157 421 G686 922 1.085
CAR -.370 566 -.244 -655 534 022 1.085

a.Dependent Variable: ROE

Coefficient Correlationsg'

Model CAR NPLR
1 Correlations CAR 1.000 279
NPLR 279 1.000
Covariances  CAR 320 | 097
NPLR 097 380

a. Dependent Variable: ROE



Collinearity Diagnosticd

Condition Variance Proportions
Model Dimension | Eigenvalue Index (Constant) NPLR CAR
1 1 2.893 1.000 .00 01 .00

2 .096 5.503 01 70 08

3 .01 16.174 99 29 91

a. Dependent Variable: ROE
Residuals Statistics
Minimum | Maximum Mean Std. Deviation N

Predicted Value 17.3435 22.2428 19.9300 1.65151 10
Residual -9.46260 6.59725 .00000 481287 10
Std. Predicted Value -1.566 1.400 000 1.000 10
Std. Residual -1.734 1.209 000 882 10

a. Dependent Variable: ROE

Table 16

Regression analysis output in SPSS
Regression results with NPLR and CAR as independent variables in United Bank

Variables Entered/Removed

Variables Variables
Model Entered Removed Method
1 CAR,

NF’LRa Enter

a. All requested variables entered.
b. Dependent Variable: ROE

Model Summary’

Adjusted Std. Error of Durbin
Model R R Square | R Square | the Estimate Watson
1 .808? 653 .554 6.61457 2.228
a. Predictors: (Constant), CAR, NPLR
b. Dependent Variable: ROE
ANOVAD
Sum of
Model Squares di Mean Square | Sy,
1 Regression 575.746 2 287873 6.580 025
Residual 306.268 7 43753
Total 882.014 9

a. Predictors: (Constant), CAR, NPLR
b. Dependent Variable: ROE




Coefficient$

Unstandardized Standardized
Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta L Sig. Tolerance VIFE
1 (Constant)] 34.409 5.059 6801 000
NPLR -1.360 726 -538 1 872 103 601 1 664
CAR -.334 272 352 | 226 260 GO1 1 664
a.Dependent Variable: ROE
Coefficient Correlationsg'
Model CAR NPLR
1 Correlations CAR 1.000 632
NPLR -.632 1.000
Covariances CAR 074 - 125
NPLR -.125 528
a. Dependent Variable: ROE
Collinearity Diagnosticg'
Condition Variance Proportions
Model Dimension | Eigenvalue Index {Constant) NPLR CAR
1 1 2.808 1.000 02 01 .01
2 17 4 891 98 20 14
3 074 6.150 00 78 85
d. Dependent Variable: ROE
Residuals Statistics’
Minimum Maximum Mean Std. Deviation N
Predicted Value - 6277 24 8535 17.8211 7.99824 10
Residual -8.24380 8.07279 0000 5 83350 10
Std. Predicted Value -2.307 .879 .00 1.000 10
Std. Residual -1.246 1.220 001 B82 10

a. Dependent Variable: ROE




Table 17

Regression analysis output in SPSS
Regression results with NPLR and CAR as independent variables inwegagen Bank

Variables Entered/Removed

Variables Variables

Model Entered Removed Method

1 CAR,
NPLRE .| Enter

a. All requested variables entered.
b. Dependent Variable: ROE

Model Summary”

Adjusted Std. Error of Durbin-
Model R R Square | R Square | lhe Estimale Walson
1 7664 587 469 6.55205 1.632

a. Predictors: (Constant), CAR, NPLR
b. Dependent Variable: ROE

ANOVAD
Sum of
Model Squares df Mean Square F Sig.
1 Regression 427723 2 213.861 4.982 0453
Residual 300.506 T 42.929
Total 728.228

a. Predictors: (Constant), CAR, NPLR
b. Dependent Variable: ROE

Coefficient’

Unstandardized |Standardized
Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta 1 Sig. Tolerance| VIF
1 (Constant] 51.956 | 10.941 4.749 002
NPLR -2.175 689 -.864 -3.156 016 786 1.272
CAR -674 482 -.383 -1.397 205 i‘ 786 1272

a.Dependent Variable: ROE

Xlil



Coefficient Correlations'

Model CAR NFLR
1 Correlations  CAR 1.000 463
NPLR 463 1.000
“Covariances  CAR 233 164
NPLR 154 475

d. Dependent Variable: ROE

Collinearity Diagnosticé

Condition | Variance Proportions

Model  Dimension Eigenvalue Index (Constant) NPLR CAR
1 1 2.798 1.000 00 01 01

2 179 3.959 00 .30 24

3 023 10 952 1.00 .69 75

a. Dependent Variable: ROE
Residuals Statistics?
Minimum Maximum Mean Std. Deviation N

Predicted Value 14.3824 34.6563 23.7710 6 89382 10
Residual -7.26006 10.23088 0000« 5 77836 10
Std. Predicted Value -1.362 1579 .00t 1.000 10
Std. Residual -1.108 1.561 .00C 882 10

a. Dependent Variable: ROE

X1V



Table 18
Regression analysis output in SPSS
Regression results with NPLR and CAR as independent variables in Dashen Bank

Variables Entered/Removed

Variables Variables
Model Entered Removed Method
1 CAR,
NPLRd Enter
a. All requested variables entered.
b. Dependent Variable: ROE
Model Summary”
Adjusted Std. Error of Durbin
Model R R Square | R Square | the Estimate Watson
1 7692 591 474 5.37337 2207
a. Predictors: (Constant), CAR, NPLR
b. Dependent Variable: ROE
ANOVAP
Sum of
Model Squares df Mean Square F Sig.
1 Regression 291.608 2 145.804 5.050 0442
Residual 202.112 7 28.873
Total 493.720 9
4. Predictors: (Constant), CAR, NPLR
b. Dependent Variable: ROE
Coefficientd
Unstandardized |[Standardized
Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta L Sig. [Tolerance| VIF
1 (Constant] 56.614 9.457 5.986 .001
NPLR -1.811 591 -. 756 -3.063 018 960 1.042
CAR -.926 641 -.357 -1.445 192 960 1.042

d.Dependent Variable: ROE




Coefficient Correlationg

Model CAR NPLR
1 Correlations CAR 1.000 201
NPLR 201 1.000
Covariances CAR 410 076
NPLR 076 350

d. Dependent Variable: ROE

Collinearity Diagnosticg

Condition Jariance Proportions

Model Dimension [ Eigenvalue Index (Constant) NPLR CAR
1 1 2.866 1.000 00 .01 .01

2 114 5019 01 67 A5

3 .020 11.890 )9 31 84

a. Dependent Variable: ROE
Residuals Statistics”
Minimum | Maximum Mean | Std. Deviation N

Predicted Value 20.1067 37.7855 322340 | 569218 10
Residual -10.65538 5.68816 00000 | 473887 10
Std. Predicted Value 243 975 000 | 1,000 10
Std. Residual -1.983 1.059 .000 | 882 10

a. Dependent Variable: ROE

XVi



Table 1

9

Regression analysis output in SPSS

Regression results with NPLR and CAR as independent variables in Abyssinia Bank

Variables Entered/Removed

Variables Variables
Model Entered Removed Method
1 CAR,

NPLRa Enter

a. All requested variables entered.
b. Dependent Variable: ROE

Model Summary?

Adjusted Std. Error of Durbin-
Model R R Square | R Square | the Estiniile Watson
1 7159 511 371 8.30/ 53 1.807
a. Predictors: (Constant), CAR, NPLR
b. Dependent Variable: ROE
ANOVAb
Sum of
Model Squares df Mean S uare F Sig
1 Regression 504.953 2 260,477 3.657 0828
Residual 483.233 7 61033
Total 988.186 9
a. Predictors: (Constant), CAR, NPLR
b. Dependent Variable: ROE
Coefficienty
Unstandardized |Standardized
Coefficients Coefficients Collinearity Statistics
Model Std. Error Beta t Sig Tolerance VIF
1 (Constant] 45.123 | 27.947 1615 150
NPLR -.530 326 -.547 -1.68 147 620 1.614
CAR -1.488 2.138 =234 - MG 509 620 1.614

a.Dependent Variable: ROE

XVii



Coefficient Correlationg

Model CAR NPLR
1 Correlations CAR 1.000 -.617
NPLR -617 1.000
Covariances CAR 4.569 -.429
NPLR -.429 106

a. Dependent Variable: ROE

Collinearity Diagnostics'

Condilion ~Variance Proporlions

Model  Dimension Eigenvalue Index (Constant) NRLR CAR
1 1 2.787 1.000 .00 02 00

2 209 3650 01 65 00

3 004 26 394 99 33 100

a. Dependent Variable: ROE
Residuals Statistics®
Minimum Maximum Mean Std. Deviation N

Predicted Value -1.6692 22 8794 15.9171) 7.49039 10
Residual -16.02056 8.27397 .0000) 732752 10
Std. Predicted Value -2.348 930 000 1.000 10
Std. Residual -1.928 996 000 882 10

a. Dependent Variable: ROE

XVl



Statement of Declaration

L. Tibebu Tefera Zewude, have carricd oul mdependently a rescarch work on =Credit sk
Management and Profitability of Commercial Banks in Lthiopia™ in partial fullillment of the
requirement of the M.SC program in Accounting and Finance with the guidance and support ol

the research advisor.,

This study is my own work that has not been submitted for any degree or diploma program in

this or any other institution.

Tibebu Telera Zewude

June, 2011



