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anks are expected to ascertain how they are doing in terms of bank soundness and other

measures. As the leading Bank in the industry, the Commercial Bank of Ethiopia is expected

to be even more attentive of such issues. In this issue of Mudaye-Neway, two articles are
presented that we have found very much informative in relation to the major point raised here.

“The presence or absence of significant economies of scale has important public policy implications
for bank regulation”” It is according to the Author of the first article, Mr. Hailemariam Nega. We
hope that you will findwhat commercial banks really need for healthy functioning and how CBE
is doing in relation to this measure.

In the other article incorporated in our Business & Economy Column, Prof. Alemayehu Geda tips
us with the two incoming challenges the CBE need to be aware of and be ready to come up with
a policy response for that. What are the challenges and the required response is briefly discussed
in this article.

The other interesting article of the issue came under Investment Forum. The writer of the Article
Mr. Digafe Tufa, presents us with a data “Compared to estimated production level, total domestic
demand forecast, total sugar production in 2014-15, 2015-16, 2016-17 and 2017-18, is projected
to be 21 percent, 55 percent, 97 percent and 137 percent higher than the total domestic demand
in respective years” How this is going to be achieved as well as the current demand and supply
mismatch is thoroughly discussed in this article.

Our Legal Column as usual has come up with an interesting legal issue. Our Contributor Mr. Gezu
Ayele, selected this title taking in to consideration the crucial role Lease Laws play in relationship
between banks and their customers during credit provisions.

We hope that you will enjoy the short story presented in the Literature Column.

Enjoy your reading! But don't forget to send us your feedbacks. Your articles for all our columns
are very much appreciated.



ccording to a report by

the International Monitory

Fund (IMF), with 10.9

average annual economic
growths Ethiopia has joined the five
fastest growing global economies.
This figure is twice that of the Sub-
Saharan African countries annual
economic growth. This tremendous
achievement is undoubtedly the
result of the right policies, programs
and implementation strategies of our
developmental state.

Among the institutions in the
forefront to support the country’s
development programs, the
contribution of the Commercial
Bank of Ethiopia (CBE) is immense.
In the past few years we have
designed various schemes including
deposit mobilization strategy to
encourage saving in the country. As
a result, the national saving versus
GDP which was only 9.5 percent
at the beginning of the five years
Growth and Transformation Plan
(GTP) (base year 2010), reached 22.5
percent in 2013/14. This growth has
exceeded the target set for the end
of the planned period. The deposit
mobilization strategy and the action
plan to enhance foreign exchange
earnings have played a crucial role
for our success.

The money collected through
deposits and loan collection have
been channeled towards financing
the planned private and public
development projects which are
expected to play crucial role in the
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country’s development endeavors. We have been also able to collect
foreign currency from various sources that enabled us to cover
international payments for purchases made for major development
projects in the GTP.

The Commercial Bank of Ethiopia has also responsibility of expanding
access to banking services as well as introducing new bank products,
services and technologies. We have accomplished a lot during the
GTP period. The number of branches which was only 220 in 2009/10
has now reached 965. In the 2014/15 budget year alone we have
managed to open 133 new branches across the country. Due to the
aggressive branch expansion and other marketing activities, the
customer base of the Bank which was only 2.2 million during the GTP
base year has now reached 10.7 million. During the 2014/15 budget
year alone it was possible to realize the opening of 2.5 million new
accounts.

The new bank products like interest free banking, women special
saving account and youth and teen accounts have played a
remarkable role in realizing the Bank’s deposit mobilization strategy.
Consequently, it has been possible to recruit nearly 1 million new
account holders under these newly introduced bank products.

Our initiatives to bring about effective technological transformation
in the banking sector of the country have brought clearly visible
results. We have been able to deploy 644 ATM and 1,886 POS
terminals for use in various service areas. The number of mobile and
internet banking subscribers is increasing each day since we have
announced the products. In all these initiatives we have ensured
that we are playing our pioneering role efficiently. We are also well
aware that we have a lot to do in realizing our objective of bringing
a cashless society.

To realize the Bank’s vision, mission and business targets, the human
resource development program has been give a central position in
the past five years. CBE's Center of Excellence, inaugurated this year
will have a great contribution in enriching the Bank’s workforce. The
center is also expected to be a model to the country’s financial sector
and provides training for the industry.

Lastly, the long awaited project to build the Bank’s head quarter has
got approval and a contract agreement has been signed with a well
reputed Chine’s construction company. The head office building
we are preparing to build will help us to maintain our legacy of
pioneering the construction of buildings that serve as land marks in
our capital. The head office building will have a 46-story (198 meters
high building) and two 5-story podiums. When the construction is
finalized after four years, the headquarter will be one of the tallest
buildings in East Africa.
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BUSINESS AND ECONOMY

(A PANEL DATA ANALYSIS)'

By: HAILEMARIAM NEGA and RAHEL BELAY

The existence and extent of economies of
scale in banking industry has been the interest
of both policy makers and academicians.
Literally speaking, the production process for
a specific good or service exhibits economies
of scale over a range of output when average
cost (i.e. cost per unit of output) declines over
that range. If average cost (AC) declines as
output increases, then the marginal cost of
the last unit produced (MC) must be less than
the average cost. If average cost is increasing,
then marginal cost must exceed average
cost, and we say that production exhibits
diseconomies of scale (Koutosyiannis, A,
1994). In other words, doing things more
efficiently with increasing size or speed of
operation is considered as economies of scale.

The key objective of commercial banks, as a
business entity, is maximizing profit. Banks
would therefore need to monitor profitability
ratios such as returns on assets (net profit to
average total assets) and return on equity
(net profit to average capital) which reflects
the average return investors get from holding
bank capital. As Jeffrey, A (1988) posits,among

the primary determinants of bank profitability
is the extent that production economies and
resultant cost reduction can be achieved as
firms expand their operation. In an industry
there are two types of production economies;
economies of scale which resulted from
firm size and economies of scope which is
related with the joint production of two or
more products. Moreover, if a bank becomes
efficient in providing services, there will be a
tendency to expand its own market share.

The existent and extent of economies of
scale at financial institutions comes from
the empirical estimation of cost functions.
To this end applied empirical research,
with flexible functional forms, has enabled
numerous studies of efficiency measures in
banking to be estimated. (Richard, 1999).
But, still there exists a problem in estimating
economies of scale in banking industry which
is mainly emanated from formulation of
representative cost function. And this is due
to the absence of argued definition of bank
output. Generally, there are two alternative
approaches in defining output of a bank:
production approach and intermediation
approach. As Robert, | etal(2011) Summarized,
under the intermediation approach banks are
considered as producers of services related
to their role as an intermediary in financial
markets. That is, they collect deposit from

5
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surplus segment of the economy and transfer
the fund to borrowers. Hence deposit is
considered as an input like labor and capital
and the volume of earning asset considered
as an output. On the other hand, under
production approach banks are considered
as producers of services related with loan
and deposit. In this case capital and labor
is considered as inputs and the number of
deposit and loan account is treated as output.
Hence, Interest expense of a bank is excluded
from the total cost under the production
approach.

Theory of firm literatures hypothesized
different factors which result in economies
of scale in production. Making better use of
specialized labor & capital and spreading
fixed cost over large levels of output are
usually considered as predominant sources
of economies of scale. Consistent with the
theory of firm, specialized labor, computer
& telecommunication technology, and
information are the sources of depository
institutions economies of scale. (Jeffrey A,

1988).

Table 1: Selected Banking Sector Indicator in Ethiopia

Literatures showed that the size of
commercial banks has been increasing from
time to time in almost all economy. And, the
nearly universal increase in the size of banks
over the past two decades is, for some prima
facie evidence of scale economies in banking.
But even in the absence of opportunities for
scale economies, banks still have reasons
to grow large. On one hand, the desire to
rule a large corporate empire can drive bank
managers to grow their firms beyond the size
that maximizes shareholder value. On the
other hand, gaining access to subsidies that
the government bestows on very large banks
is a powerful incentive for banks to grow
inefficiently large at the taxpayers’ expense
(De Young, R, 2013).

Commercial banks’ operating in Ethiopia has
been increasing in number and size in recent
periods. The number of commercial banks
has doubled in the past 10 years. Currently
there are eighteen commercial banks and
one specialized bank (Development Bank of
Ethiopia) are operating in the country (NBE
database).

(in millions of Birr unless specified)

Particulars 2000 2005 2010 2014
Total Loan 12,811.94 17,859.49 49,089.43 145,530.67
Total Asset 33,132.95 70,743.99 157,925.83 422,868.05
Total Deposit 19,657.47 37,848.39 98,078.18 291,836.04
Total Capital 1,021.06 1,574.62 8,104.15 19,412.60
Percentage change
Total Loan - 394 174.9 196.5
Total Asset - 113.5 123.2 167.8
Total Deposit - 92.5 159.1 197.6
Total Capital - 54.2 414.7 139.5

Source: Own computation based on National Bank of Ethiopia data base
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Moreover, the amount of loan disbursed,
deposit mobilized and capital of commercial
banks increased by 11.4, 14.8 and 19.0 fold
respectively at the end of June 2014 as
compared with the fiscal year 1999/00 (Table
1). This raised the question whether banks
are increasing their size to gain economies
of scale or an empire building. Did the cost
of producing loans and deposits decline as
banks grew larger? If so, by how much? And
for what size bank did costs stop declining,
that is, what was the ‘minimum efficient scale’
for a bank?

Furthermore, the presence or absence of
significant economies of scale has important
public policy implications for bank regulation.
Financial sector regulator, mostly central
bank, has the mandate to control for the
healthy functioning of financial sector. And if
afinancial crisis occurs in a country, mostly the
government bailout failed banks. The recent
financial crisis can be taken as an example.
Hence, the financial sector regulator must
follow the efficient functioning of commercial
banks. In addition, as “Too-important- To-Fail”
(TBTF) has become a central issue in banking
industry, policy makers worried about the size
of a bank. In particular, the recent financial
crisis has brought forward concerns about
banks that regulators deem TBTF in the sense
that their failure would pose serious systemic
risks, which has prompted calls for regulatory
limits on banks. However, Stern and Feldman
(2009) argued that policymakers should
consider the loss of any scale benefits when
determining the net benefit of limiting the size
of banks. Hence, assessment of the extent of
scale economies is important for gauging the
costs and benefits of any policy intervention
to control the size of banks. Likewise, National
Bank of Ethiopia (NBE), central bank of the

country, has the mandate to supervise and
issue policy, directive & procedures related to
banking business. Hence, the NBE must follow
the efficient functioning of commercial bank
which is operating in Ethiopia.

In addition, the Growth and Transformation
Plan (GTP) gives higher emphasis to the
financial sector in general and the banking
sub-sector in particular. The sector is believed
to mobilize saving that is needed to finance
mega projects, such as sugar corporations,
railway construction, hydroelectric dams and
etc, which the government gives a priority
that believed to speed up the economic
growth and development. This clearly shows
us the importance of the sector. Hence,
banking sector efficiency has a paramount
importance.

Finally, although the existence and extent of
economies of scale in the banking industry is
deeply studied in developed economy, there
is only limited number of studies conducted
in the case of developing countries. Moreover,
to the best of the researcher’s knowledge,
there is no published research work in the
case of Ethiopia.

Banking theoretical literatures’ posit that
estimation of scale economy is preceded by
formulation of a representative cost function.
After estimating a representative cost
function, one can infer about the existence of
dis/economies of scale by summing up cost to

output elasticity’s.

The study used both primary and secondary
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type of data. For primary type of data, the
study used own experience & knowledge
and an interview with experts in selected
commercial banks and National Bank of
Ethiopia. For secondary type of data, the study
used audited commercial banks financial
statement, National Bank of Ethiopia banking
database, World Bank database and IMF data
base. In addition, different Books, Internet and
journals are used.

In the way to estimate scale economies in
Ethiopian Banking industry, the researcher
used both descriptive and econometric
analysis.

The researchers use descriptive statistics for
the analysis of the collected data. It is used
because of its simplicity & clarity to see what is
going on in the industry at a glance and helps
to support the finding we get in econometric
analysis. The analysis of the secondary data

generated from different sources is graphically
represented.

In order to answer the important question we
posed in the introduction section, the paper
employed the following data and model.

The span of our panel data covers the time
period 2008/09 to 2013/14 for nine banks?.
The researcher selected banks based on data
availability. The researcher has used quarterly
data taken from sampled banks operating
in the country and classified the period into
different sub - periods. The researcher did this
for two reasons: first it helps to see the trend
of scale economies in the industry and second
it makes the estimation more powerful as the
data become balanced in the whole sample
period.

In the banking literature, the translog cost function is used to obtain estimates of economies
of scale. Because the derivation of the translog cost function is intractable from corresponding
translog production functions, it is obtained as a log-linear quadratic approximation and
restrictions are added that are consistent with duality conditions (Brown etal, 1979).

To estimate scale economies in the Ethiopian banking industry, the current paper takes the lead
from the work of Dietsch, M (1993) with slight adjustment to specify the following model.

In(TC,))=a,+a, nQ,, +a,, nQ, . + ., Inp, +p,, Inp, + B, Inp, +¢,..... (2)

Where; TC_ = total cost of bankiattimet

Q.. = Loan disbursement of bank i at time t

1it

Q,, = Birr value of non-traditional banking activity of bank i at time t

P, = Price of labor of bank i at time t
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P, = Price of capital of banki at time t
P, = price of fund of banki at time t

e, = random error

ai ° alit’

., B> B> Py, are the parameters estimated in the model

To define the variables that are included in the model, the researcher followed the

“intermediation approach” definition of output. In the intermediation approach, bank

output is loan and other non-interest income bearing activities (Sealey and Lindley, 1977).

Labor, capital and deposit is considered as input. Hence, the total cost of a bank includes both

interest and non-interest expense.

Theoretically, a nice model is the one which
passes through three necessary steps. That
is, pre estimation test, model estimation and
post estimation test (Diagnostic test).

In panel data analysis unit root test is the basic
test in order to select estimation method. If
the variables have a unit root, then applying
GMM estimation / panel VAR is best method
other than random/fixed effect. Therefore, we
have tested stationarity of variables using LLC
unit root test.

After testing for unit root of the variables,
the researcher specified and estimated both
Random effect and Fixed effect models as
all the variables found stationary. However,
both techniques failed to pass the post
estimation (diagnosis) test of cross-sectional
interdependence. Hence, the researcher
used Panel Generalized Least Square (GLS)
to correct the problem of cross sectional

interdependence. Using the general model

of regression suggested above in equation
2 and employing Panel GLS, the researcher
estimated sixteen different models.

In panel data models, mostly, cross-sectional
interdependence test has to be undertaken to
confirm the fitness of estimated model. Hence,
after estimating the models, the researcher
checked for the validity of the models by
testing  cross-sectional interdependence
using Breush - Pegan Lagrangian Multiplier

test.

Moreover, the researcher tested whether the
estimated cost function is well behaving or
not. It is done by checking whether the cost
function is non-decreasing in prices and
output.

For a multi- product cost function, overall
Economies of scale, then, is computed as the
sum of the individual cost elasticity’s (Brown,
Caves, and Christensen, 1979) or>_Inc/Q, | |If
this sum is less than, equal to, or greater than
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one, then there are increasing (economies of
scale), constant (minimum efficient scale of
production), or decreasing returns to scale
(diseconomies of scale), respectively.

with different
specifications was developed based on

The econometric model
a panel data set of the sampled eight
commercial banks to obtain a general
picture of the cost function hence infer the
existence and trend of scale economies in the
Ethiopian banking industry over the whole
sample period 2008/09 QI - 2013/14 QIV. In
addition, different models are estimated in
different sub-periods in order to see the trend
of scale economies. The sub-periods include
2008/09 -2009/10, 2010/11- 2011/12 and
2012/13-2013/14. Moreover, with similar time
framework, commercial banks are classified
into three groups to see whether economies
of scale are differing among Group | (large),
Group Il (medium) and Group Il (small) sized
commercial banks.

The cost function in equation (2) is first
estimated using Random effect and fixed
effect methods. But, both methods failed to
pass the post estimation (diagnosis) test of
cross-sectional interdependence. Hence, the
cost function for the industry is estimated
using Panel Generalized Least Square method.
Estimated coefficients of output and price
in all models found to be positive and this
assures the cost function which is estimated
using GLS fulfills the regularity condition
posed in the methodology part.

10

After estimating the cost function, the
researcher test for the existence of dis/
economies of scale both in the industry
and within different groups. This is done
by summing the elasticity’s of bank cost to
output. In other words, by summing the
coefficient of bank output in the cost function
and test the result against constant returns to
scale (minimum efficient production scale).
This is done both for the industry and within
different bank groups at different time period.

The result revealed the Ethiopian banking
industry has been enjoying economies of
scale in the whole sample period (Table 9).
Moreover, similar with the industry, all bank
groupsfoundtobe operatingintheeconomies
of scale region though large banks are near to
the minimum efficient scale (MC = AC) than
medium and small sized bank groups both
in static and over-time.(Table 10 & fig 2). And
medium-sized banks have relatively higher
economies of scale efficiency than large and
small banks. In all periods, the result is tested
against constant returns to scale and rejected
at 1 percent. The result found is similar with
Benston (1965, 1972), Bell and Murphy (1968),
which found US banks have significant scale
economies for all banks, regardless of size.
Regarding the relative difference in level of
scale economy the result is similar with Mester
(1987), Clark (1988), Humphrey (1990), Berger
etal (1993) who found medium-sized banks
being slightly more scale efficient than either
large or small banks in case of USA baking
industry.
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Table 2: Summary of Estimated Economies of Scale in Ethiopian Banking Industry

Period Estimated Scale Economy | Test against CRS Decision

2008/09 - 2009/10 0.56655 Rejected Economies of Scale
2010/11-2011/12 0.85039 Rejected Economies of Scale
2012/13-2013/14 0.90446 Rejected Economies of Scale
2008/09 -2013/14 0.80175 Rejected Economies of Scale

Source : Model 1,5,9 and 13

Table 3: Summary of Estimated Economies of Scale in different bank group

Bank Group Period Estimated Scale Test against CRS Decision
Economy

Group | 2008/09 - 2009/10 0.817 Rejected Economies of Scale
2010/11-2011/12 0.865 Rejected Economies of Scale
2012/13-2013/14 0.927 Rejected Economies of Scale
2008/09 - 2013/14 0.850 Rejected Economies of Scale

Group Il 2008/09 - 2009/10 0.130 Rejected Economies of Scale
2010/11-2011/12 0.429 Rejected Economies of Scale
2012/13-2013/14 0.142 Rejected Economies of Scale
2008/09 - 2013/14 0.323 Rejected Economies of Scale

Group Il 2008/09 - 2009/10 0.582 Rejected Economies of Scale
2010/11-2011/12 0.740 Rejected Economies of Scale
2012/13-2013/14 0.601 Rejected Economies of Scale
2008/09 -2013/14 0.600 Rejected Economies of Scale

Source: Model 2,3,4,6,7,8,10,11,12,14and 16

Figure !:Trends in Economies of Scale among

different bank groups
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In addition, the result in model 5 showed that
public banks® incur higher cost than private
banks in producing a unit of output. This
can explain by comparing the price of inputs
(labor, capital and labor) between public and
private banks. In the sample period, the price
of labor and capital found higher in public
banks whereas price of fundis higherin private
banks. Moreover, in the descriptive part, it is
found that Commercial Banks Non-interest
expense takes the highest share from the total
expense. Therefore, higher labor and capital
cost at public banks coupled with highest
share of Non-interest expense at commercial
banks makes public banks to incur higher
cost than private banks in producing a unit of
output. D.k. Malhotra (2012) also found that
private banks in India are more cost efficient
than public banks.

The aim of this paper is to empirically estimate
and show trend of scale economy in Ethiopian
Banking industry. Panel of nine banks for
the period spanning from 2008/09 QI to
2013/14 QIV is used for the analysis. Hence,
the researcher used both descriptive and
econometric analysis in order to analyze the
data’s collected from different sources. The
descriptive analysis mainly look at overview
of banking industry in Ethiopia, concentration
in the
composition of banks, deposit mobilization

industry, income and expense

& structure and loan disbursement in the
industry during the analysis period. On
the other hand, the econometric analysis
estimate cost function and economies of
scale in the industry & bank groups. To do this,
the researcher employed Panel Generalize
Least Square method to estimate translog-
cost function thereby scale economy in the

12

industry. Meanwhile, the effect of bank
ownership in cost structure is estimated. Both
the descriptive and econometric analysis

found the following results.

First, The Ethiopian banking industry is
characterized by high concentration in all
aspects of service though it is declining in
recent times. The concentration is declining
because the number of banks joined to the
industry has increased as the sector is highly
profitable.

Banks
composed of interest and

Second, Commercial income s
non-interest
income. In recent period, the share of non-
interestincome is higher in private banks than
public banks. Moreover, newly established
banks are more responsive for NBE policy. This
is explained in the period of credit cap where
their income composition shows a quick shift
from interest income to Non-interest income

that is from 42.0 to 51.0 percent.

Likewise, total expense of commercial banks
is composed of interest and non-interest
expense. Due to the fact that, commercial
banks deposit is highly composed of a
deposit that they did not pay interest which
makes price of fund very low, the share of
Non-interest expense overwhelms interest
expense in the industry.

Third, the amount of commercial banks output
(loan disbursement and fee related activities)
and deposit mobilization is increasing
overtime. Moreover, in all sample period,
commercial banks deposit is highly composed
of a type of deposit that they pay insignificant
amount of interest. The increase in number
of banks, availability of loanable fund and
high credit demand from the economy are
the reasons for the continuous increment in

loan disbursement by commercial banks in
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Ethiopia.

Fourth, the cost structure of the Ethiopian
banking industry is well approximated by a
two-output and three-input translog cost
function. All the estimated cost functions
satisfled the regularity condition of non-
decreasing in output and price of inputs.
Coefficients of output and input price found
to be positive.

Fifth, In Ethiopian Banking industry there exist
economies of scale advantage. Moreover, the
trend shows the industry still did not reach
the Minimum Efficient Scale of production
(Minimum Average cost).

Six, Group-wise scale economy estimate
reveled that all bank groups in Ethiopia
enjoyed economies of scale benefit over the
whole period with slight difference in their
level. Largest banks are near to the minimum
efficient scale of production than medium
and small banks. Hence, Commercial banks
in Ethiopia increasing their size in support of
enjoying scale economies not to build-empire
with inefficiency.

The impact of Public ownership of banks on
cost of operation found to be positive. Higher
labor and capital cost at public banks coupled
with highest share of non-interest expense at
commercial banks makes public banks to incur
higher cost than private banks in producing a
unit of output.

= As commercial banks in Ethiopia reap
economies of scale in the existing size,
they could increase their operation size
in order to reach the minimum efficient
scale of production

= National Bank of Ethiopia should not
restrict commercial banks to expand their
size of operation.

= Minimize non-interestexpenseinbanking
operation. This would decrease per unit
production (Average cost of production)
thereby increase the level in economies
of scale in the industry. In addition, as
far as economy of scale is concerned, it
would be nice for public banks to adopt
private banks experience in minimizing
their unit cost of production.

13
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he CBE is the dominant bank in Ethiopia.
TAs Table below shows CBE dominated
the Ethiopian Banking scene in almost every
financial indicator. In fact, the profit that CBE
has made in 2012/13 for instance (Birr 8.6
billion= US $409.5 million [net profit US $281
million]) is more than three times than that of
the Ethiopian Airline (Birr 2.7 Billion=about
US$129, EAL, Annual Report, 2012/13) despite
the latter's huge advertisement of success
and huge spending on EAL that includes the
acquisition of the state of the art aircraft/
technology. In simple words if we compare
the profit rate of EAL (profit/invested capital)
with CBE, the performance at CBE will be much
higher [CBE’s return on asset and earning
per equity was 4.8%, and 101%, respectively
in 2012/13]. This shows that the CBE is not

2009710
Capital (in millions
of birr)

Total 12,933
Public Banks 7,730
[of which CBE sha 43

re, %)
Private Banks total 5,203
Branch Networks
Total 681
Public Banks 273
[of which CBE sha 31
re, %)
Private Banks total 408

14

making a good public relation work about
its performance, say compared to EAL. This is
because | presume an average Ethiopian does
not think that the CBE is a better performer
in terms of finance than the EAL which many
Ethiopians think is the best performer. Many
of the young wants to be employed in EAL
as his/her first choice etc. We should note
in passing, however, that despite the CBEs
dominant position it is actually a very small
bank compared to many of the Western, and
even regional African banks. For instance the
total assets of CBE in 2012/13 is Birr 114.2
billion which is about US$5.4 billion. This is
nothing compared to the UK'’s Barclays Bank
total asset of US$2.4 Trillion.

CBE Relative Performance 2009/10-2013/14

2010711 2011/12 2012713 2013/14
15,949 18,010 23,346.0 26,437.3
8,718 9,134 12,046.0 11,821.9

39 35 38.7 34.2
7,231 8,876 11,300.0 14,615.4
970 1289 1728 2,208.0
483 675 869 1,003.0
43 43 42.4 38.8

487 614 859.0 1,205.0
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200972010

Total Resources Mobilized 48,146
Public Banks share, % 51
Private Banks share in, % 49

Loans and Advances by Lenderes (by Disburse- 28,905

ment)

Public Banks 13,939
[Share of total, %] 48
[of which CBE share, %) 37

Private Banks total 14,966
[Share of total, %] 51

Source: Computed based on NBE, Annual Report (2013& 2014),

Bethatasitmay, I thinkthereare twoincoming
challenges the CBE need to be aware of and
be ready to come up with a policy response
for that. The first challenge relates (a) to
the incipient coming of investment banks
to Ethiopia in a different forms and hence
the challenge to the CBE’s activity of what
is called “indirect financing” by the coming
of this “direct financing” In the context of
indirect financing the borrowers borrow
from the financial market through a financial
intermediary (e.g. banks such as CBA). On the
other hand direct financing is where there is a
direct connection to the financial markets (e.g.
the borrower issuing securities directly on the
market through financial auction (where price
of the security is bid upon) or through an
initial public offering. The second challenge
relates to the role of mobile banking and the
CBE’s relative position in that process | will
focus on the first challenge in this issue.

One interesting phenomenon in recent years
is the surge of interest on Africa from global
equity firms (financing firms). These are firms
that will be financing investment and get
equity (share) in the venture. As long as they
are financing investment they are potentially

2010711 201272013 2013/14
76,488 89,193 98,074 111,425.3
61 70 63 63.0
39 30 317 37.0
42,208 56,102 54,252 59,965.4
21,956 36,949 33,250 38,937.9
52 66 61 64.9
42 57 50 53.7
20,252 19,153 21,002 21,027.5
48 32 39 35.1

serious challenges to commercial banks such
as the CBE. This growing interest in Africa by
equity firms led to a total deal last year (2014)
of US$8 bin in such funds (comparable to the
historic pick of 2007 which was US$8.3bin).
In Sub Saharan Africa (SSA) alone such deals
reached US$4 bln in 2014 (compared to just
USS$1 bin annual average for the year 2008-
13). According to the Financial Times (2015)
survey, about 20 percent of private equity
companies express interest in Africa because
of the average 5 to 7 percent growth in the
continent, the low correlation of African
growth with global economy; the increasingly
stable political environment [notice Nigeria
here], a growing middle class and diversified
markets and the fact that Africa offers
investors from developed countries less
competitive and high return environment.
In addition to these western firms there is
also a grwoth in African institutions of equity
investors. For instance pension funds in 10
African countries worth $379 bIn of which $29
bln can go directly to equity investment. There
is also a growing African based “sovereign
wealth fund” to tap from. One illustration
is what the Nigeria government set up as a
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sovereign investment authority with a US$
1.3 bin fund (Sovereign Invest. authority) for
equity finance. In view of new oil discoveries
in our neighboring countries such as Kenya,
Uganda & Tanzania, these countries may
also establish such sovereign fund to avoid
what economist call a “Dutch Disease” (macro
economic problems and problems of what to
do with money when you get a lot of money
.such as from a discovery of natural resource

In line with this African trend, many big and
famous equity investments firms are also
becoming active in Ethiopia. George Soros;
Jacob Rothschild, Madeleine Albright; Carlyle
of the US equity house; KKR etc are coming
to the continent in general and the Ethiopian
market in particular. The famous Western
financial firm, McKinley, estimate such
investment in Africa may reach US$ 50 bln in
the next decade. In Ethiopia’s specific context,
the famous New York based equity firm KKR
has already invested USS$S 200 million in the
Ethiopian flower farms last year. These are
firms that could have been financed by the
CBE and hence a challenge to CBE. To give you
just an idea of how big the KKR is: it manages
assets worth US$ 96 bin today; in 15 countries,
spread over 5 continents. Similarly, according
to the FT, the Blackstone Group plans to build
a $1.35 billion pipeline to bring gasoline to
Addis Ababa; Hedge-fund manager Paul
Tudor Jones is backing a $2 billion geothermal
power project and Bob Geldof chairs 8 Miles
LLP, a London-based equity firm that invests
in Ethiopia. According to FT, 8 Miles raised a
$200 million fund in 2012 and made its first
investments in Ethiopia in 2013, including
state-owned Awash Winery. 8 Miles plans to
double production, add nonalcoholic drinks

16

such as grape juice and increase exports. The
firm also backed Ethiopian entrepreneur Eleni
Gabre-Madhin in 2013 to build commodity
exchanges across Africa. What makes this
trend challenging for the likes of the CBE is
the fact that such firms arrival is in addition
to the already significant presence of banks
from emerging economies (such as China,
India and Turkey) that already dominating the
financing landscape of Ethiopia by financing
to the tune of USS 10 to 20 Billion worth of
(major financing of projects).

| hope the cursory look at the coming of
equity firms to Africa and Ethiopia should be
a wakeup call for commercial banks such as
the CBE. These firms are sophisticated, well
equipped with skilled personnel and very
resourceful and aggressive. This competitive
advantage of them could give them an edge
over the traditional mode finance in which
CBE finds itself. It is high time to think ahead
strategically and come up with policy response
by the bank staff, the management and board
of the CBE. Hoping this will trigger thinking,
and to save space, | will come back to you in
the next issue of the Magazine to discuss the
.second challenge -mobile banking

Coming tbgé‘ther is a beginning:
toéether iSprogress; working to
success. )

Henry Fa&f

w

"2 Brainy

www.brainyquote.com

keepmg
Fether is




o Cos e e FL aOrhn
| Commercial Bank Of Ethiopia

e

- R ST

-/ “Prepaid Cards

- >

AAM PP 7F §




COMMERCIAL BANK OF ETHIOPIA

By: Digafe Tufa, Research Officer,
National Bank of Ethiopia,

Email: DigafeTufa@nbecom.gov.et

Sugar is produced in many countries of the
world were the output is sourced either
from sugar cane or sugar beet. According to
a research report by Indian Sugar Industry
(2013), nearly 80 percent of the world sugar
is produced from sugar cane while the
remaining 20 percent from sugar beet.

Ethiopiahaslongbeen producing cane sugar
predominantly for domestic consumption.
Currently, however, domestic production,
distribution and consumption of sugar had
become a central public and policy agenda
owing to the growing domestic demand
which surpasses the domestic production.
This growing demand is partly attributed to
the steadily improving income level of the
society, growing population, urbanization,’
and other related factors.

To resolve the aforementioned meager
domestic production, the country has
been importing a considerable amount of
sugar from abroad. Moreover, currently the

Table 1: world supply of sugar

2009/10
181.4

2010/11
191.1

Year
Supply

Source: USDA/May 2014
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country is constructing a number of sugar
factories and hence, domestic production
of sugar is deemed to increase which will in
turn facilitate import substitution.

Nevertheless, whether sugar import
substitution is viable in the near future
or not remains to be a research question.
This study is therefore an attempt to assess
domestic production of sugar in Ethiopia
thereby examine the import substitution
potential of the country.

Between the periods 2009/10-2013/14,
global supply of sugar, on average,
amounted to 203.8 million metric tons.
Of which, on average, 78.8 percent was
accounted by the production of new sugar,
while the remaining 21.2 percent by the
beginning stocks.

In millions metric tons

2013/14
221.2

2011/12
207.1

2012/13
2215
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In the meantime, global sugar supply
has been continuously growing by an
average growth rate of 6.8 percent, but it
slightly went down in 2013/14 vis-a-vis the
preceding year owing to a marginal fall in
the global sugar production.

Brazil is the leading sugar producer in the
world, followed by India, China, Thailand
and the United States. Taking into account

Sub-Saharan Africa on the other hand
contributed merely 4.8 percent of the total
global sugar production.

Worldwide consumption of sugar has
been increasing slowly from time to time.
Looking at the past five year (2009-10/-
2013/14) statistics, on average 160.1 million

Branl

India

Thailand —
TUnibed Stabes
Tlexico
Anstratia
Palastan
Russa
Guatenala
Philinpi
Colomnhia
Tuxkey
Soudh Africa
Argentina
Indomesia

Egvpt
v | —

; P ——
China
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20,000 25,000 30,000 35,000 40,001

Figure 1: Yearly average sugar production, by country (2008/09-2013/14), in 1000 metric tons

Source: Foreign Agricultural Service's Production, Supply and Distribution (PSD) online database, 2014

the period over 2008/09-2013/14, Brazil on
average constituted around 22.4 percent
of the total world production, India 14.7
percent, China 7.8 percent and Thailand 5.6
percent while the United States accounted
about 4.6 percent. Figure 1 depicts detailed
information on sugar production by country
over the period from 2008/09-2013/14.

Table 2: Global consumption of sugar

Year 2009/10 2010/11
Consumption 154.4 155.5

Source: USDA/May 2014

metric tons of sugar has been consumed
worldwide yearly. The consumption has
been increasing by an average growth rate
of 2.1 percent per annum. Consequently,
the total consumption of sugar in the year
2013/14 amounted to 167.5 million metric
tons up from 154.4 million metric tons in
2009/10 (Table 2).

In 1000 metric tons

2011/12 2012/13 2013/14
159.2 164.5 167.5
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3.1.Sugar Production in Ethiopia

Currently, Weniji, Metahara and Fincha are
the only sugar producing factories in the
country. The three factories altogether
produced 232,357 tons of sugar in 2012/13.
Metahara sugar factory is the largest
producer followed by Fincha. Metahara,
Fincha and Wenji, on average, produced
40.6 percent, 36.1 percent and 23.3 percent
of the total sugar production in the country,
respectively over the period from 2005/06-
2012/13.

Starting from 2006/07, with the exception
of 2008/09, the total domestic sugar
production has been declining year-
on- year basis. This is because; after
producing for decades, the machineries
of, particularly Metahara and Weniji, sugar
factories become too old. Consequently,
their annual production capacity starts to
fall significantly. In addition to this direct
adverse impact on the level of annual
sugar production, the old machineries
have also been causing a subsequent fall
in productivity of sugar cane obtained per
hector. This is because, as the machineries
become too old, the amount of sugar cane

350,000

300,000

+— Wenji/Shoa

250,000

200,000
150,000

—@— Fincha

100,000

50,000

—— Mctahara

Fig. 2 Sugar Production in Ethiopia

Source: Ethiopian Sugar Corporation

Trend analysis of sugar production shows
that sugar production in the country has
improved considerably over the past
decades. For instance, in the 1950’s annual
average sugar production level was 27,363.8
tons. This yearly production level increased
to 63,918 tons, 123,866 tons, 171,704 tons,
168,250 tons and 278,048 tons of sugar in
the 1960’s,1970's, 1980’s,1990,s and 2000's,
respectively. Production of sugar was
abated immediately after 1991/92 which
signals the downside of political turmoil
associated with government transition.

— Total domestic
production

crushed per day will fall. As a result of this,
sugar cane will not be harvested at the
right time. Consequently, the sugar will
lose considerable weight as well as its sugar
content which in turn reduce the amount of
sugar cane harvested per hector.

As we can see in the above graph, Weniji/
Shoa, Metahara and Fincha started
production in the year 1954/55, 1960/70
and 1998/99, respectively. Their initial
yearly production level was 15,843 tons,
31,083.67 tons, 52,511 tons, in that order.
These sugar factories were able to improve
their annual production continuously,
with a slight fluctuation, for about 10 to
15 years. Afterward, either their growth
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has been decelerating or remains stagnant
or in the worst scenario it has been falling
down. Consequently, roughly looking, after
1966/67 the performance in weniji/Shoa
sugar factory was gloomy and it is due to
the establishment of new sugar factory, i.e.
Metahara that the total domestic production
of sugar start to grow in the coming years.
Similarly, after 1983/84, owing to a steady
growth in Metahara sugar factory coupled
with the poor performance of Weniji, the
total domestic production starts to fall. In
the same manner, it is the establishment
of Fincha Sugar Factory that causes a

Table 3: Annual per capita and household sugar consumption demand, by regions

As revealed in table 3, the annual per capita
sugar consumption in Somaleis 126 percent
higher than per capita consumption in Affar
, Oromia, Benshangul-Gumuz and Gambela
regions.

The demand for sugar by household is
expected to rise noticeably in the future.
Taking into account the difference in sugar
consumption culture across regions and
population forecast for all regions, the
researcher estimated the sugar demand
to reach more than 900 thousand tons by
2017/18. The main assumption made in

In kilogram

Redions Per capita sugar Household
J demand sugar demand

Somale
Hararii

Dire Dawa
Addis Abeba
Tigray
Amhara
SNNP

Affar
Oromia
Benshangul-Gumuz
Gambela

22.32 140.6
17.16 70.4
17.16 68.6
14.04 57.6
9.96 41.8
9.96 42.8
9.00 441

8.52 1.7
8.52 41.7
8.52 38.3

8.52 40.0

Source: Ethiopian Sugar Corporation, 2013 sample survey while for household sugar demand the researcher
used household size from CSA survey (Inter Censal Population Survey (ICPS) 2012)

subsequent rise in the domestic production
of sugar.

According to data obtained from Ethiopian
Sugar Corporation, currently the annual
average per capita sugar consumption
demandinEthiopiaisaround 10.13 kilogram.
Per capita sugar demand, however, fairly
varies across regions. It is relatively higher
in Somale, Harari and Dire-Dawa while in
Oromia, Benshangul-Gumuz and Gambela
it is comparatively low (table 6).

estimating the sugar consumption demand
by household is that consumption culture of
the society doesn’t change much in a fairly
short period of time. Consequently, annual
per capita consumption demand of each
region is taken from the survey conducted
by the Ethiopia Sugar Corporation. This
is multiplied by the expected number of
population in each region to get the total
annual consumption by household (Table
4).
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Table 4: Household Sugar Demand Projection 2014/15-2017/18

In tons
Year | Sugar demand
2014-15 889,404.6
2015-16 910,957.9
2016-17 932,622.5
2017-18 954,462.7

Source: Own computation based on Ethiopian Sugar Corporation per capita sugar demand survey

Similarly, industries that use sugar in growth, the number of existing industries
their production process are expected to and projected entry of new industries that
grow considerably in the upcoming years. uses sugar as an input, Sugar Corporation
Taking into consideration, past and current estimated industries demand in the coming
consumption trend of industries, population years as follows:

Table 5: Industries Sugar Demand Projection (2013/14- 2017/18)

In tons
Year | Sugar demand
2014-15 121,560.0
2015-16 168,947.0
2016-17 228,181.0
2017-18 299,262.0

Source: Ethiopian Sugar Corporation

As show in the above table, both sugar demand by households and industries are projected
to rise. Consequently, the total national sugar demand in the year 2017-18 is projected to
reach 1.2 million tones.

Table 6: National Sugar Demand Projection (2013/14-2017/18)

In tons
Year | Sugar demand
2013-14 953,989.56
2014-15 1,010,964.60
2015-16 1,079,904.92
2016-17 1,160,803.48
2017-18 1,253,724.72

Source: Ethiopian Sugar Corporation
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Ethiopia has been importing a considerable
amount of sugar especially since the past
few years. The main driver of this growing

Figure- 3 Volume of sugar import, in millions of kg

2004 with the exception of downward
trend observed during 2005 and 2009.
Similarly, foreign exchange requirement has
increased from USD 0.9 million (0.1 percent
of the total import bill) in 2000 to USD 208.7
million (1.9 percent of the total import bill)
in 2013(figure 4).

Source: Ethiopian Revenue and Customs Authority

sugar import from abroad has been
the mounting domestic demand which
exceeded domestic production. Figure
3 depicts the volume of sugar imported
during the period from 2000 to 2013.

Figure-4 value of sugar import, in millions of USD
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As displayed in the above graph, sugar
import bill has increased markedly in recent
years. This makes total sugar import bill in
2013 account for 87.7 percent of the total
annual export proceeds obtained from
leather & leather products, meat & meat
product and fruit & vegetables in 2012-13.
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Source: Ethiopian Revenue and Customs Authority

As shown in the graph, sugar import has
revealed a dramatic increment starting from
a very low level. For instance total sugar
import was merely 2.8 million kilogram
in 2000 which has rose dramatically and
reached 366.1 million kilogram at the
end of 2013. Moreover, Sugar import has
consistently and notably increased since

Obviously sugar import could be a short
term policy measure in narrowing the gap
between domestic demand and domestic
production. However,accordingtoEthiopian
Sugar Corporation, the cost of sugar import
has been increasing over time associated
with higher world sugar price and exchange
rate fluctuation. Consequently, Ethiopian

Y]
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government has been subsidizing imports
of sugar during the last three years so as
to meet the domestic demand. Moreover,
cost of sugar production in Ethiopia falls
in between USD 0.26 - USD 0.31 per kg.
While import price is around 0.58 USD per
kg excluding costs for insurance, transport,
transitors, surveyor and  warehouse.
Furthermore, higher sucrose content makes
domestically produced sugar superior over
imported sugar.

Owing to the recent renovation and
expansion projects production of existing

amount of sugar supply in the country and
beyond.

Kesem project (before expansion) and
Kuraz-5 can produce 153,000 tons and
556,000 tons of sugar per year respectively at
their full capacity which is 18 percent higher
than the total production by the existing
sugar factories in 2012-13. Therefore, this
new projects are expected to transform the
production of sugar in the country.

The table below shows future production
of sugar in Ethiopia. Accordingly, Ethiopia’s

Figure -5- Expected production by the new sugar projects

540,000 -
450,000
420,000

240,000 -
150,000
120,000

60,000

® Production level, when full capacity is
reached

m Initial Production

Source: Ethiopian Sugar Corporation

sugar factories were enhanced. According
to Ethiopian Sugar Corporation, weniji,
Metahara and Fincha are expected to
produce around 154,886 tons, 130,000 tons
and 232,265 tons of sugar, respectively in
2014/15.

Apart from the existing sugar factories, the
government is undertaking massive sugar
projects at various sites. These sugar projects
are expected to significantly change the

24

production of sugar is projected to increase
significantly in the coming years. Compared
toestimated production level, total domestic
demand forecast, total sugar production in
2014-15, 2015-16, 2016-17 and 2017-18, is
projected to be 21 percent, 55 percent, 97
percent and 137 percent higher than the
total domestic demand in respective years.
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Table: 7 projected sugar production level

1.22 1.67 2.28

Source: Draft projection by Ethiopian sugar
Corporation

v EMPLOYMENT CREATION

Employment creation is one of the
advantages of import substitution. In
Ethiopia, a lot of employees are working
in the sugar industry. As of March 2014,
11,967 permanent employees and
41,655 seasonal workers are working
in the sugar industry. So far the sector
has created 53,622 job opportunity for
citizens.

INCOME FOR OUT GROWERS

There are also out growers who can
produce and supply sugar cane to sugar
factories. For instance, out growers
around Wenji sugar factory who are
producing sugar cane on 8,000 hectors
of land and around Tendaho-I who are
expected to produce sugar cane on
4,000 hectors of land. In addition to
being a source of income for the out
growers, it is also expected to indirectly
benefit other segment of the society as
well.

In Millions of tones

2014-15 2015-16 2016-17 2017-18 2018-19 2019/20

2.96 3.75 4.61

SOURCE OF INCOME FOR THE
GOVERNMENT

Another advantage of the sugar factories
emanates from their tax payment to
the government. In 2012/13, the sugar
corporation contributed two billion
four hundred seventy eight million nine
thousand eight hundred fifty four birr
(2,478,009,854 birr) through direct and
indirect tax.

SOURCE OF ETHANOL AND
MOLASSES AND ELECTRIC POWER

Ethanol produced from sugar cane juice
& molasses, and blended with gasoline,
will have a great importance in reducing
the petroleum import bill. This is not the
matter of choice for poor countries like
Ethiopia which import petroleum even
currently when world price of fuel is
increasing rapidly from time to time. In
addition, ethanol is also used in various
alcoholic beverages as an input. Sugar
factories are also contributing electric
power. For instance, Tendaho (phasel)
whichis expected to start production this
year will have a capacity of producing 80
Mega Watt per annum.

AS SOURCE OF FOREIGN
EXCHANGE

Last but not least, sugar can be a
potential source of foreign exchange for
the country through export.
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. AVAILABLE INCENTIVES

AND OPPORTUNITIES
FORDOMESTIC SUGAR
PRODUCERS

Sugar production is one of the potential

investment

areas among the ample

investment opportunities in manufacturing

sectors?.

Some of Ethiopian Sugar Development Projects

v

2%

v' Exemption of capital goods and
construction materials from custom
duty: Any investor engaged in the
productionofsugarmayimportdutyfree
capital goods & construction materials
necessary for the establishment of a
new enterprise or the expansion or
upgrading of an existing enterprise.

Exemption of Income Tax: Any

COMMERCIAL BANK OF ETHIOPIA

a-g0 1PL

investor who invests to establish a new
enterprise in manufacturing sugar shall
be entitled to income tax exemption. If
the investment is in Addis Ababa and
Special zone of Oromiya surrounding
Addis Ababa, the income tax exemption
is for 5 years and in other area they are
entitled for 6 years tax holiday. Similarly,
there will be income tax exemption for
upgrading and expansion of an existing
enterprise. Moreover,
there is additional
income tax exemption
for investors exporting
their  products or
service.

v Vehicle
Incentive granted for
engaged
in manufacturing
of Sugar: According
to vehicle incentive
directive No.4/2005,
investor who invest in

investors

the manufacturing of
sugar in regions other
than Addis Ababa and
special zone of Oromiya
surrounding Addis
Ababa, can import two
pick up, two delivery van truck and two
dump trucks with no import tax.

To encourage investment in
selected activities, different types
of incentives related to land are
granted to investors: These incentives
are percentage discount on initial lease
prices, provision of grace period of

payment, provision of land for free etc.
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v In addition to those incentives provided
by the government, the ample water
resource, the very suitable climate & soil
type to produce sugar cane and cheap
labor etc. can also be considered as an
incentive to produce sugar in Ethiopia.

Sugar factories can produce from 8-9
months of the year with the suitable climatic
condition (mainly associated with small
rainy season). In Mauritius, the country well
known in producing sugar, factories can only
operate for 5 months of the year. In Indiaand
in some countries from South America and
North America, factories produce only for
7,5 and 3 months of the year, respectively.
Moreover, in Ethiopia, 2000 quintals of sugar
can be produced within one hectors of land,
but in most of other countries it is not more
than 1000 quintals.

Some of the major challenges in the
production of sugar thereby affect
import substitution and sugar exports
negatively are the following:

v Financial limitation: As installation of
new sugar factories or expansion of the
existing sugar factories requires huge
finance, the limited financial capacity
of the country is a major factor that
hampers the timely accomplishment of
the sugar projects.

v Limited private sector participation:
The participation of the private sector
is insignificant as it require high startup
capital. The average investment capital
of domestic investors in Ethiopia, in the
year 2012/13, was merely 10.4 million
birr, while foreign investors on average

invested 81.6 million birr per project.
To invest on sugar factory, on the
other hand, requires a huge capital. For
instance, the total investment capital
required by Hibir Sugar Factory, a private
share company, is 2,300.4 million birr.

In addition, some private investors in
Ethiopia believed that return from sugar
investment may require relatively longer
time. Consequently, they don't want to
take risk or they want quick money. In
fact, installing sugar factories may be
completed within 3-4 years; this time
span is not as such long. We observed
that, even to complete a simple
building it may take this much time. So,
misperception by the private investors
is one reason for limited investment in
the area.

Problem in distribution of sugar: In
addition to problem associated with
sugar production, problem associated
with the distribution of sugar in the
country may create shortage and opt
for import from other countries. The
distribution of sugar in Ethiopia is
administered through quota. Supply
to each region, industries is based on
the predetermined quota by Ethiopian
Sugar Corporation and Ministry of Trade.
However, hording and smuggling from
one region to another to get additional
profit is deemed to exist among the
participants in the distribution of sugar.
This is partly associated with the quota
system allocated to regions. The quota
allocated to each region is too old
and doesn't consider the population
increment and change in the sugar
consumption culture of the society.

7
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Consequently shortage of sugar is there.
In addition, Merchandise Wholesale &
Import Trade Enterprise is also not at
its efficient level to distribute sugar to
regions timely and swiftly.

v’ Bureaucratic delay in providing the

available incentives

In Ethiopia, demand for sugar has been
growing from time to time and it is expected
to grow further in the coming years.
These rising demands posed challenge for
the existing sugar factories in satisfying
the expanding demand. As a result, the
country has been importing sugar from
other countries to fill the gap between
domestic demand and the inadequate

domestic production. However, sugar

import and the associated foreign exchange
requirement have been rising from time to
time. Furthermore, government is incurring
additional cost in subsidizing the sugar
import. Consequently, there is a need to
expand the domestic production of sugar
to satisfy domestic demand and thereby
substitute import.

Production of sugar in Ethiopia, on
the other hand, has been slightly
improving over the last decades
though there has also been a slight
decline year-on-year basis in the
recent past years. Nevertheless,
production is expected to significantly
rise in the coming years due to the
current renovation in the existing
sugar factories coupled with the on-
going ample sugar development
projects. Consequently, the domestic
production is expected to be far more
than the total domestic demand. As
a result, sugar import substitution is
highly likely to take place in a very
near future. This surplus sugar production
together with a huge and highly growing
global demand, sugar can be a good source
of foreign exchange for Ethiopia.

Apart from its import substitution potential
and  export opportunity, domestic
production of sugar is a source of income
for large number of employees and
out growers, source of income for the
government, source of ethanol & electric
power. This calls for a strong follow up and
support from the government side to avoid
delay in project implementation that duly
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affects import substitution and export plan

of the nation.

The researcher learned that the country is

on the right track in enhancing domestic
production of sugar. To this effect, the
following recommendations are forwarded.

v

Sugar Corporation should strictly
follow the timely accomplishment
of the projects.The government is
required to make sure that adequate
finance is availability so as to prevent
delay in the projects.

To encourage the participation of
private sector, financial guarantee to
international foreign financiers (such
as WB, African Development Bank,
PTA bank etc) and/or to the foreign
investors who want to work jointly
with the domestic investors should be
considered by the government (NBE).
To reduce risk of default, the Bank
may ask concert collateral from the
domestic investors. In addition, inputs
on credit basis should be sought.

The government may create vertical
integration to encourage private
sector participation. In this case the
government encourages investors to
initially participate as out-growers in
the existing sugar factories extensively
in a larger capital, thereby develop
their financial capacity overtime and
to take lesson (experience) from the
existing sugar factories and establish

their own sugar factory overtime.

Though there are a lot of incentives,
bureaucratic delay in providing
the available incentives should be
avoided.

There should be an institutional setup,
which can play as an advisory unit at
least in the priority investment areas
and take the responsibility to advise
them when they face challenges and
give them direction.

In the mean time, as the domestic
production of sugar increases, the
quota system should be avoided. To
ensure enough supply of sugar to
domestic consumers supply should
be on-demand basis.

Fertilizer production from the wastes
of sugar production, such as filter
cake and ashe, should be considered
in the future. This will, at least, reduce
imports of fertilizer that sugar factories
use in their production process.

Despite expected significant rise
in sugar production after 10 to 15
years, production capacity of the
sugar factories will significantly fall.
Therefore, the country should think
of capital investment on machineries
to sustain or improve the production
capacity of the sugar factories over
time.
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By: Kathleen Elkins

ontrary to popular belief, you don’t
have to be an expert about personal
finance to get rich.

You don’t need to use fancy economic
jargon or know this year’s“hottest stock.”You
don't have to come from an affluent family,
and you don’t even have to earn a massive
paycheck.

For most people, it all boils down to one
thing: investing.

“On average, millionaires invest 20% of their
household income each year. Their wealth
isn't measured by the amount they make
each year, but by how they've saved and
invested over time,” writes Ramit Sethi in his
New York Times bestseller, “I Will Teach You
To Be Rich”

“In other words, a project manager could
earn $50,000 per year and be richer than a
doctor earning $250,000 per year — if the
project manager has a higher net worth by
saving and investing more over time.”

Sethi gives an example of the power of
investing just $10 per week:

After five years (assuming an average 8%
return), you would have $3,295, and after
10 years, you would have $8,136. And that
comes from simply setting aside a little over
a dollar a day.

Putting away $50 a week would result in
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$16,473 after five years and $40,678
after 10 years. Imagine how much money
would accumulate if you set aside a bit
more each week, and did that for several
years.

The earlier you start, the better.

This chart from JP Morgan Asset
Management, which shows the power
of taking advantage of compound
interest from an early age, explains why
it's so important to get started now and
invest consistently, even if you think you
don’t have enough money to make a
difference:

Growth of savings accounts

$1.200,000
« Susan invests $5,000 « Bill invests $5,000
annually between the
£1,000,000 ages of 25 and 35 ages of 35 and 65
= In total, she invests = In total, he invests
450,000 £150,000
£500,000
F400,000

£400,000

£200,000

e

25 30 is 40

The above example is for illustrative purpose only and not indicative of any investment. Account value in this example assumes a 7% annual return.

annually between the

daunting as we make it out to be. The
simplest starting point is to invest in your
employer’s 401(k) plan; make sure to take
full advantage of your company’s 401(k)
match if they offer one.

Next, consider contributing money
towards a Roth IRA or traditional IRA,
individual retirement accounts with
different contribution limits and tax
structures (which one you can use depends
on your income). If you still have money left
over and are hungry to continue investing,
you can research low-cost index funds,
which Warren Buffett recommends, and

= Chris invests $5,000 £1,068.048
annually between the
ages of 25 and 65

= In total, he invests
$200,000

562,683

&0 55 &0 &5

Compounding refers to the process of earning return principal plus the return that was earned earlier.

(JP Morgan Asset Management)

You don’t need to be rich to invest, yet so
many of us fail to get started managing
our money because we're intimidated or
don’t know where to start. Fear of losing
money is also a common concern: “That’s
fair,” writes Sethi, “Especially after market
losses during the global financial crisis,
but you need to take a long-term view.
Despite wild rides in the stock market,
with a long term perspective, the best
thing you can do is start investing early.”

Investing is not as complicated or

look into the online investment platforms
known as «robo-advisers.»
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Dear Readers

Our corporate magazine ‘Mudaye-Neway’ always looks for and encourages
your readership as well as your contribution. We would like to remind you to

send us articles that fit in to our columns. We accept contributions:

wW Research Articles on Banking and related issues

W Papers on investment, legal issues pertaining to the Banking sector and

others meant to inform and educate readers on related areas.
w® Short stories, Poems, and other articles for entertainment.

For detailed content of the Magazine, please look at the previous publications

of ‘Mudaye-Neway’
Dear Readers,

We would like to inform you that, in order to encourage your participation, we
have arranged a royalty payment. Please contact the Editor’s office for details

through the address we left you here:

Communication Sub-Process

E-Mail cbecomu@combanketh.et
Tel 011-122 87 36

Fax 011-123-79-58
O. Box 255
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