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MESSAGE FROM
THE PRESIDENT

The Commercial Bank of Ethiopia (CBE) has main-
tained its leadership position in the domestic banking

industry. The accomplishment in the Bank’s deposit

mobilization strategy has been found exceptionally

remarkable. As the success has beenrealized through
making the public the center of the deposit mobilization strategy, it makes the achievement even more impres-
sive. Saving products that target various demographic groups have been designed and implemented in the past
few years. Women, teens and youngsters, students as well as other segments of the society that could not take
conventional bank services due to religious and related grounds have been properly targeted. Due to the special
nature of the new products and aggressive promotion and public education activities, it has been possible to
bring millions of citizens to banking service. The number of CBE account holders, which was not more than 2
million six years ago has now reached close to 14 million. It is our great pleasure to see this number of people
coming to modern banking service and making saving part of their lives.

Providing quality service and expanding appetite for new technology is an equally important aspect of the strat- *
egy. The already recruited and potential customers have to remain satisfied and well served with the technology
the modern world is making use of. We are getting closer to our customers through card banking, mobile and
internet banking services and the payment apparatuses we deployed in the form of ATMs and POS terminals.
These endeavors will continue till we make “Banking from Home” a reality for the majority of CBE’s customers.

Implementing modern payment system demands substantial investment in the technological infrastructure. The
Commercial Bank of Ethiopia has been well aware of this fact. A Project Office in charge of identifying, devel-

oping and implementing technology-related projects that serve as the backbone of the Bank’s modernization
process has been set up and implementing vital projects that facilitate smooth and fast flow of data. Moreover,

projects that were already implemented have enhanced the Bank’s capacity to safeguard the safety of custom- |

ers’ data and generally the Bank’s risk identification and mitigation capability. Due to the attention CBE gives to

its customers, the Bank has launched a 24/7 free phone service that helps customers communicate easily with, to
forward information requests, complaints and other feedbacks. The contact center is fully furnished to address
customers’ complaints in real time.

The Commercial Bank of Ethiopia is working to realize its vision of becoming “a World Class Commercial Bank by
2025". The accomplishments registered so far are encouraging; but a lot is expected in the years ahead. All the
Bank’s units, the workforce and the physical infrastructure are well deployed and engaged to this end.
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Is Africa Benefiting from Trade with
China and the Emerging South?

Alemayehu Geda (PhD)
Department of Economics
Addis Ababa University

Africa’s share of world trade has remained very small
at around 3 percent of the world’s total volume of
trade. Hence, it is a challenge for Africa to further
integrate itself into the world economy and account
for an increasing share of global trade.

Historically, African economies were closely inte-
grated with their former colonial powers in Europe,
and with North America and Japan (the North or De-
veloped countries). Africa is currently entering new
emerging economy actors such as China and India
(the emerging South in general) that are entering
strongly in the world stage. The share of the emerg-
ing South in the global trade grew steadily from a
combined export plus import share of around 11.7
percent in 1995 to 22.13 percent in 2011, which is al-
most double. Figures 1and 2 also show Africa’s grow-
ing trade with these emerging economies.

NUDAYE NEWAY l -

Africa’s trade with the emerging economies grew
rapidly, from a combined export plus import total of
USD 19.41 billion in 1995 to USD 291.561 billion in 2011,
which is 15 times higher. During the world financial
and economic crisis in 2008/2009, this trade has de-
clined significantly. From early 2009 onwards trade
gets a momentum and reached a record high. What
is interesting about this decline in 2008/09 is that
African exports have declined more than African im-
ports - the result of Africa’s dependence on primary
commodities (raw material) exports which are vul-
nerable to such global shocks as well as the relative
inflexibility of Africa’s demand for imports (which are
manufactured goods). This has aggravated the trade
deficit of Africa to about USD 16 billion; and when
energy exporters are taken out of the equation the
deficit jumps to over USD7o billion (Figures 2 and 3).
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In sum, we may conclude that African trade with the
emerging South is generally in balance in the late 1990s.
This has turned to a surplus for Africa in half of the cases
since 2002/03. However, this picture of balanced trade
marks a sharp deterioration in Africa’s non-mineral
fuels trade balance with the emerging South which
is characterized by deficit. When mineral fuels are left
out, the African trade with the emerging economies is
generally characterized by deficit that has risen from a
deficit of USD 6.7 billion in 1995 to a deficit of USD 87.96
billion in 2011 (Figure 3). Thus, excluding mineral fuels,
lubricants and related materials, Africa has a negative
trade balance with each of the emerging economies.
The deterioration in the non-mineral fuel trade balance
is most evident in the case of trade with China which
is driving the group average. This shows that most of
Africa’s trade surplus with the emerging economies is
related to mineral fuel, lubricants and related materials.
With all commodity price declining since 2011 primarily
owing to a demand slow down in China and the global
economy, not only the deficit has increased but also the
African growth prospect, which was about 5 percent
per annum for long, has declined nearly by half. This
shows the African growth dependence on commodity
price and hence its vulnerability unless a structural

transformation takes place in the continent.

This general African picture is also apparent in Ethiopia.
The Ethiopian external trade is characterized by chronic
balance of trade deficit where imports (about 13 billion
USD) by 2013/14 became nearly four times that of
exports (about 3 billion USD). The trade balance from
merchandise trade in 2013/14 registered a deficit of USD
10.5 billion which is 19 percent of GDP and worrisome.
This latest figure shows the general picture of the
Ethiopian external trade where export (dominated
by coffee, gold and 6|’l seeds — primary commodities)
growth is limited and vulnerable to global decline in
prices while imports (dominated by capital and semi-

finished goods, and fuel) are growing very fast and are

NAUDAYE NEWAY l -

For Ethiopia as well as Africa
in general, unless structural
transformation on African
economyanddiversification
of exports are effected, this
commodity  dependence
and failure to benefit from
our engagement with
the emerging South will

continue.

not that amenable for reduction. This has led to the
chronic trade deficit noted that averages about USD 6.5
billion per annum (and current account deficit of about
USD 3 billion per annum) in the last five years. This has
also reflected in the chronic balance of payment feature
of the external sector, reflected in reserves in months of
imports that hover around 2 months of imports which
are reflected in the long line to get foreign exchange in
Ethiopian Banks through letter of Credit (LC). We expect
the import share to remain high over the medium-term,
indicating the persistence of the deficit in the coming

few years.

For Ethiopia as well as Africain general, unless structural
transformation on African economy and diversification
of exports are effected, this commodity dependence
and failure to benefit from our engagement with the
emerging South will continue. This will in turn challenge

sustained growth and development in Africa.
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CONCENTRATION AND
COMPETITION IN ETHIOPIAN
BANKING INDUSTRY

Hailemariam Nega, Research Officer, National Bank of
Ethiopia

1. INTRODUCTION

In Ethiopia, the financial sector constitutes
banking, microfinance and insurance companies; of
which the banking sector plays the dominant role.
According to the National Bank of Ethiopia (2016),
the banking sector takes 92.8 percent of asset,
and 76.8 percent of capital. Currently, there are 17
commercial banks (1 public and 16 private) and 1
specialized bank (Development Bank of Ethiopia)
operating in the country under one regulatory
body, i.e the National Bank of Ethiopia (NBE, 2016).

Although the nature of concentration and
competition in the banking industry has deeply
been studied in the developed economies, a
limited number of studies are conducted in
developing countries. To the best of the researcher
knowledge, there is only one published research
‘work in the case of Ethiopia. The study used a time
series from 2000 to 2007 and concluded that the
industry is incontestable without conducting any

tests. Moreover, the study estimated only the
static competition level and did not consider the
dynamics. The current study will try to uncover the
static and dynamic nature of concentration and
competition in the Ethiopian banking industry. In
the same fashion, competition in private banks will
be analyzed. The effect of different policies and
control variables on banking competition will also
be ascertained.

In clear terms, this paper answers the following

questions:

e How is market structure (competition) changed
overtime in the Ethiopian banking industry? Is
there contestability in the industry?

e How did policy and other variables affect
competition? Is the effect positive or negative?

e |[s the claim of Bikker et al. true? Does using
scaled dependent variable result in biased
competitive environment?

Page\ b -. NAUDAYE NEWAY
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2. ' ITERATURE REVIEW

Many argue that banks play an important role in
the process of economic growth and development.
Traditionally banks transfer money from surplus groups
(savers) to deficit groups (borrowers). In this process,
savers can earn interest/income for their deposit and
borrowers get money to start/fexpand their businesses
or buy anything they want. The banking sector’s role
as a source of finance for productive investment and
accelerator of economic growth has been stressed
by different economists. For instance, Pagano (1993)
suggested three ways in which the banking sector
might affect economic growth. First, it can increase
the productivity of investments. Second, an efficient
financial sector reduces transaction cost and thus
increase the share of saving channeled into productive
investments. Third, financial sector development can
promote savings. Moreover, Schumpeter (1934) argues
that in a well-functioning financial system entrepreneurs
will have a better opportunity to fund their new ideas
and hence encourage technological innovation. To reap
these benefits from the banking system, the structure,

competitiveness and efficiency of the system are vital.

Like in other sectors, competition in the banking sector
has different strands. Proponents of competition argue
that the degree of competition in the financial sector
can matter for the efficiency of production of financial
services and for the quality of financial products and
the degree of innovation in the sector (Claessens et al.
2004:563). Moreover, in the absence of competition,
banks with highest market power will earn more rents
by charging higher interest rates on business loans and
this might lead to financial instability as higher interest
rates may increase the riskiness of loan portfolios
(Allen et al. 2008:5). On the other hand, excessive bank
competition has proven to be a bad omen to financial
stability as witnessed in the 1997 East Asian financial
crisis. In support of this, Keeley (1990) documented that
increased competition in the 1980s eroded monopoly
rents and led to an increase in bank failures in the
- United States. Xavier (2001) argued that regulators have
traditionally tried to restrict competition in banking
sector with the aim of avoiding excessive risk-taking.

NUDAYE NEWAY l -

Though there are different arguments regarding bank
competition, it is believed that normal Competition is
desirable. Normal in the sense that the competition
will not have a negative effect on the workings of an

economy.

Knowing the fact that competition is necessary,
regulatory bodies are very concerned about the degree
of concentration in the banking sector. For instance,
if there is high concentration in the banking industry,
depositors would have less returnfinterest income/
for their deposits and borrowers would be charged
high lending interest rates. Hence, this will affect the
economy negatively by making the cost of funds higher
forinvestors resulting in higher output prices for buyers.
Past empirical studies on the relationship between bank
concentrationand monopoly power did not reach similar
conclusion. In Traditional Industrial Organization theory,
by looking at the market structure (concentration
index) of the industry, we can easily infer about the
competitiveness (conduct) of the industry. In this case
the market with high concentration is characterized
by absence of competition and vice versa. But this
paradigm misses the competitive outcome that might
come with a concentrated market. In the New Industrial
Organization (NEIO) theory there may be a competitive
outcome even in a highly concentrated market if the
market is contestable. A market is contestable if there is
a relatively free entry and exit in the industry, low sunk
cost etc. (see Baumol etal, 1982 for more).Therefore,
policy toward bank consolidation cannot rely solely on

structural measures (Shaffer, 1994).

Different scholars try to measure the degree of
banking competition by using alternative methods
of measurement. Generally, there are two types of
methods that help to measure competition in banking
industry: structural and non-structural methods.

In the last decade, the National Bank of Ethiopia
undertook different policy measures that have direct/
indirect impact on bank competitiveness. These
include, credit cap (2009), revision of minimum paid
up capital (2011), and National Bank of Ethiopia’s (NBE)
bill purchase (2011).The credit cap policy which was
introduced in 2009 limited the outstanding credit of




commercial banks. The policy came into effect in order

to contain the rampant inflation at the time. The credit
cap policy was lifted in 2011 but followed by another
policy called NBE bill purchase. The NBE bill purchase
policy functions in such a way that when private banks
disburse a loan to the economy they buy the NBE-bill
with 27 percent of the total planned disbursement. The
NBE’s bill purchase policy is believed to have an effect
on competition in the industry as commercial banks
compete more to collecte deposit in order to fulfill their
NBE bill obligation.

In addition, the banking industry in Ethiopia can be
characterized by the existence of high concentration
even after the sector was opened to private sector in
1991. Concentration in financial sector can be measured
by looking at n-banks Asset Concentration Ratio (ACR)
and n-banks Deposit Concentration Ratio (DCR). If
we look at the share of assets held (5 banks ACR) and
deposit mobilized (5 banks DCR) by the five Ethiopian
largest banks, it was 84.4 and 83.8 percent, respectively,
at the end of June 2014 (ibid). Though concentration
levels have come down recently, they still exceed the
world average. By looking at the level of concentration
in the sector, some argue that the banks in Ethiopia are
operating in the absence of competition. However,
even in the presence of market concentration, there
might exist competitive outcomes (see Jackson, 1992).
In the case of Ethiopia, there is no empirical study that

relates concentration and competitiveness.

3. RESEARCH METHODOLOGY

3.1 Data Types and Sources

The researcher used both primary and secondary
types of data. The primary data included unstructured
interview with experts at the National Bank of Ethiopia
and different commercial banks, and observation.
Secondary type of data included audited and unaudited
commercial banks’ reports. The main sources of the
data in this study were: National Bank of Ethiopia (NBE),
all commercial banks, and the World Bank database. The

span of the data covers the period 2000/1t0 2012/13. The

study used quarterly data taken from all .ommercial
banks operating in the country. Then the period is
classified into 3 sub-periods for two reasons. First, to
see the trend of competition over time. Second, to
make the estimation more powerful as the data become

balanced in the whole sample period.

3.2 Method of Data Analysis

To show competition in the Ethiopian banking industry,
the study used both descriptive and econometric

analyses.

Model Specification

The study followed the model developed by Panzar
and Rosse (1982) with slight adjustment. In general the
Panzar- Rosse revenue test is based on a reduced-form
revenue equation, relating gross revenue to vector of
input prices and other control variables. The empirical
reduced-form revenue equation of the P-R model is

written as:

In(R,) = E F2RTE L Ty Ule R JR—— (3)
i=1 i=1

Where R;, is revenue
1P, is vector of input prices
CV; is other control variables that are expected to affect revenue

f.is elasticity of revenue to input prices.

Then Panzar and Rosse used the sum of input price
elasticity’s (which is represented by H - statistic)
to reflect the competitive structure of the market
(necessary condition). But we can’t generalize about
the characteristics of the market by looking at necessary
conditions alone. We need sufficient condition which is
described as the sum of input price elasticity’s to Return
on Asset (RoA), simply by changing the dependent
variable from income to Return on Asset (RoA). And, it
is represented by E instead of H.

-l NUDAYE NEWAY
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4. DATA ANALYSIS AND PRESENTATION

3
Necessary condition :(H = E p.) 4.1 Descriptive Analysis
i=1

If H < or = 0, then the market is characterized by Concentration in Ethiopian Banking Industry

Monopoly
The Ethiopianbanking industry s highly concentrated.
. If 0 < H < 1, then the market is characterized by If we take the concentration ratio of the top three'
Monopolistic Competition banks, though declining over time, there is still high

, ) concentration on asset and deposit (Table 1). The con-
If H =1, then the market is characterized by Perfect o .
centration is declining because the number of banks

Cartpettian 3 joined to the industry was increased as the sector
Sufficient condition.(E = 2 f) is highly profitable. Bank entry in Ethiopia has been

= historically fairly easy as the minimum paid-up capital
If £ = 0, the market is at long run equilibrium (ETB 70 million) was relatively low if we compare it

IfE> 0, then the market is at disequilibrium with the new requiremEﬂt (ETB 500 mlulon) In the

- . early period, lack of skilled wer was the prob-
Pooling the two conditions together, we can interpret yp ’ sKiied manpo P

R . . lem rather than fi i i . But tra-
the result of H-statistics if and only if the market is at RahdEirequisemenbnbeanseniia

s tion by itself will not tell us the level of competition in
long run equilibrium (E = 0). } )
the industry since the industry can be characterized
by competition in the presence of high concentration

if the market is contestable.

Table 1: Top three banks concentration ratio (In Percent)

Period Asset Deposit Loan

2000/01 ... 091y 091 = 0.81
2001/02 090 _0.89] .. 0.80
2002/03 0.89 088  0.78
2003/04 0.87 o087t 076
2004/05 : _ . 0.85| - .0.84 . 0.73
2005/06 ... 08 082 0.68
2006/07 | 0.80 0.80 0.65
2007/08 0.78 | 0.78 0.61
2008/09 | 0.78 0.74 , 0.55
2009/10 0.74 0.72 0.56
2010/11 - 0.75 0.73 0.56
2011/12 0.80 - 0.75 0.55
2012/13 0.76 0.74 0.56
Average 0.82 0.81 0.66

Source:- Own Computation Based on Monetary Survey

1 The banks are Commercial Bank of Ethiopia, Awash International Bank ¢ Dashen Bank

l NAUDAYE NEWAY . - i R
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4.2 Econometric Analysis
4.2.1 Unit Root Test

Before conducting the estimation of the models,
the study first tested for stationarity of the variables
using Levin-Liu-Chu (LLC) Test. And all the variables
were found to be stationary. Therefore, the study
prefers to use Random Effect method rather than
GMM estimation.

4.2.2 Result and Discussion

Competition and Contestability Test (Model A)

The econometric model with three different specifica-
tions was run on a pooled data set of the 17 banks to
obtain a general picture of the competitive structure
of the Ethiopian banking industry over the sample
period of 2000/1-2008/9, 2008/9-2010/11, and 2010/11-
2012/13.The study also looked at the trend of changes
in competitive conditions.

As shown in table 2, H-statistic is declining over time.
It was 0.7 for the period 2000/1- 2008/9 and slightly
declined to 0.6 in the period 2008/9-2010/ 11 and finally
became -0.2 (= 0 with € test) for the recent period.
The result shows that competition in Ethiopian bank-
ing industry was relatively high in the earlier periods.
As presented in Table 6, the policies of NBE like cred-
it cap, NBE bill, and minimum capital requirement?
for bank establishment are the reasons for the de-
clining trend in competition.

The coefficrent of D2 in two regression was found

L L L L

negative and significant, showing the ' ‘negative
impacts of credit cap and NBE-bill purchase on banks’

power to generate income.

Interestingly, the coefficient of price of fund was pos-
itive and significant for the period 2000/1 — 2008/9
and 2008/9-2010/11. But its sign became negative for
the period 2010/11-2012/13. This can be explained as
follows: if firms operate under competitive market
the increase in price of fund will increase their reve-
nue by increasing either the price of loan or quantity
of loan. Therefore, the effect of price of fund in total
income becomes positive. But, theoretically, if banks
operate under monopoly and set prices so as to max-
imize profits they will choose prices such that the
gross revenue responds in the opposite direction as
a change in unit costs. This means a bank could earn
high profit by shrinking even without a change in in-
put prices. Therefore, the increase in unit costs leads
to a decrease in revenue. The negative coefficient in
this case appears when the market is under monop-
oly. From microeconomic theory point of view, total
revenue increases by increasing either price or output
depending on the demand of the product. Borrow-

ing this theory, banks cannot increase the amount

of loan (output) beyond some level when there is a
credit cap. Moreover, banks operating under monop-

“oly cannot increase price of their outputs as much as

when they operate under competitive market. These
two reasons make the coefficient of price of fund
negative.

Now let’s combine what we get in the descriptive
and econometric analyses. In the descriptive part,

Table 2: Summary of H - Statistics from Model A

Period

Value of H - Statistics

2000/01 Q III - 2008/09 QII
2008/09 QII - 2010/11 QI

2010/11 QII - 2012/13 QIV.

0.7
0.6
-0.2

Source : Own Computation Based on Model A results

2 Minimum capital requirement is not used in regression but the researcher expected that it hinders new banks from entering into the
industry & have negative effect on competition as market confestability exists only when there are less entry barriers.

Rage 10 -l NAUDAYE NEWAY
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bserved that concentration was higher at ear-
periods; though it is declining. And according
e above finding, the study rejects the monop-
ind perfect competition hypotheses for the pe-
2000/1 to 2009/10 and 2009/10 to 2010/11 and
ludes that banks in Ethiopia seem to earn their
nues as if they are under the conditions of mo-
olistic competition. The results suggest that a
ly concentrated banking market does not seem
ad to anti-competitive conduct as suggested by
raditional SCP hypothesis since the current anal-
consistently reject the existence of collusive
wior. These results seem to be compatible with
estable markets theory (CMT) if we assume that
mbent banks set prices close to the competitive
| because of potential competition; otherwise
er prices will attract potential entrants with hit-
run strategies. These results are also consistent
the expectation that liberalization and deregula-
of Ethiopian financial markets have increased the
petitive conditions in banking industry.

hown above, the test rejected both monopoly
perfect competition for the first two sample peri-
but can’t reject the presence of monopoly in the
sample period. The test also applied to the next
e models.

ere Do Banks Really Compete? (Model B)

imercial banks in Ethiopia earn their income from
| (interest income) and by providing other bank-
services. The first is customarily known as tradi-
al banking activity in which banks earn income in
ns of interest income. The model here helps us to
the trend of competition among banks in tradi-
al banking activity and where banks are compet-
Is that in giving loan or giving other services?

Different H-statistics calculated from differcint model
results (Model B) were used to answer the two ques-
tions.

Competition in traditional banking activity was very
high during the period 2000/1- 2008/9 and goes to
monopoly in the period 2008/9 — 2010/11 and gets a
monopolistic competitive structure in the most re-
cent period (Table 3). In the period 2008/9 - 2010/11
there was a credit cap policy which limited private
banks not to give too much credit to the economy
and this was the reason for the industry to have a
monopoly type market structure. Though the compe-
tition became somehow stiff in the recent period, still
it is not comparable with the period 2000/1-2008/9
when there was no policy whichlimited banks to lend
freely.

Table 3 gives a clear picture for comparing banks’
competition in traditional -nd non-traditional bank-
ing service giving. In all the periods, the competition
was higher in traditional banking activity, except in
2008/9-2009/10. When we look at the trend, there
was a higher jump from competitive market structure
to monopoly type in traditional banking; but there
was a slight decrease when non-traditional banking
activity is included (2008/9-2010/11). This reveals that
in the early periods the banks were not engaged in
competition in activities which help them to get
non-interest income. But now a days they are com-
peting in non-traditional banking activities so as to
build their total income. High advertisement on tele-
vision (like money transfer)is an example. Moreover,
the result shows that when there is a policy which is
directly linked with commercial banks’ credit strate-
gy then banks try to get income from non- traditional
activities.

e 3: Trends in Competition of Commercial Banks in Tradional and Non - traditional Banking Activities

Value of H - Statistics
Heriod Traditional and Nun;t}adiﬁontal Traditional HIHE Wopetition
0/01 Q I1I - 2008/09 QII 0.7 0.8 Traditional
8/09 QII - 2010/11 QI 0.6 -0.2 Tra and Non - tra
0/11 QII - 2012/13 QIV -0.2 0.5 Traditional
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other hand, if they sell the collateral at prices that are
almost equal to the loss they incur from not collect-
ing the interest income then the effect of increase in
non-interest income becomes insignificant.

As per the interviews made with officials at different
commercial banks, in the early period banks were
not selling collaterals at good prices as compared to
recent times. This confirmed the econometric result
that NPLs had positive and insignificant effect during
the early times and positive and significant in recent
times on total income.

The Effect of NBE policy on Banks Income Statement

As in many countries, NBE is given the mandate to
license and regulate banks and other financial insti-
tutions. Consequently, NBE issues directives, policies
or procedures to control the efficient functioning of
commercial banks. These policies have either pos-
itive or negative effects on banks’ performances. In
the last decade, there were three major NBE policies
which affected banks’ income statements and com-
petition in the industry. These included credit cap,
NBE bill purchase and minimum paid-up capital re-
quired for establishing a bank. The study tested the
effects of credit cap and NBE bill purchase on banks’
income statement. The result of regression shows
that both credit cap (D2) and NBE bill purchase (D2)
had a non-positive effect on banks’ revenue, especial-
ly on interest income. Credit cap limited banks not to
give a credit more than some boundary; and hence
it lowered the amount of Interest income they could
earn when there is no limit. Regarding the effect of
NBE bill purchase (insignificant), though it was not re-
strictive as that of credit cap, it lowered the interest
income they would earn if they disbursed the total
loan (including the 27 %) to the sector they wanted,

Long - run Equilibrium Test

As noted earlier and the assumption made in the
introduction part, the PR (Panzer-Rosse) approach
assumes that banks operate in their long-run equilib-
rium phases, thus implying that their returns should
not be statistically correlated with input prices. Previ-
ous studies tested the accuracy of this assumption by
estimating the elasticity of bank returns to changes
in input prices. For the long-run equilibrium test, the
study followed the extant literature by running the
model in Equation (15) with return on assets being
the dependent variable. As suggested by Molyneux
et al. (1994), under this specification a value of H= 0
would indicate an equilibrium in the banking markets
under investigation.

The study performed the long-run equilibrium tests
for individual sample period of the data. The Wald
test was used to test the H = 0 hypothesis. The F-sta-
tistic for testing hypothesis H = o indicates that the
null hypothesis cannot be rejected at any convention-
al significance levels. Overall, the results revealed the
existence of long-run equilibrium of the data for the
all regressions, implying that the PR methodology
can be used constructively to estimate market con-
testability.

Model Diagnosis | Post-estimation Test

Estimation of P-R H-statistics is valid if the models we
estimated above pass the diagnostic test. In panel
data analysis, cross-sectional dependence is a threat
for using random/ fixed effect models. As the study
estimated the models using Random effect, we need
to check cross sectional dependence after the esti-
mation. Moreover, the researcher has tested Auto-
correlation and Multicollinearity problems. The result

Table 6: The Effects of Credit Cap and NBE Bill Purchase on Banks’ Income Statement

Policy Effect on Income statement
Credit Cap Negative and significant
NBE Bill Purchase Negative

Source: Own Computaion based on result of Model F
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of the test showed that, all the models estimated

above had no problem of cross-sectional interdepen-

dence and autocorrelation.

5. CONCLUDING REMARKS

The paper tried to see the nature and trends of the

market structure in Ethiopian banking industry over
the period 2000/1 to 2012/13 and found the following.

Descriptive Analysis

%

>

The Ethiopian banking industry is highly con-
centrated.

Nowadays newly established private banks
earn their income mostly from non-tradition-
al banking activity in the form of non-interest
income. On the other hand, public banks in-
come is mainly composed of interest income.

Econometric Analysis

5

b 4

v

v

The Ethiopian banking industry is contestable
in the sense that though the industry has
been highly concentrated there is evidence
of competition.

The competition is declining over time.

Competition in traditional banking activity
was higher in the early periods.

Competition is high among private banks.

Credit cap has a negative impact on the
banks’ income statements and competition.

v

Y
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Non-performing loan has positive effect on
total income and negative effect.on.nterest
income. Moreover, the effect on total in-
come is significant in recent periods as banks
gain more from selling the collateral than
what they loose from not collecting the loan.

The claim of Bikker et al. about misspecifica-
tion of empirical PR is correct and biased to-
wards competition as the elasticity becomes
Price-Price if used as scaled dependent vari-
able rather than Revenue- Price elasticity
when we use unscaled dependent variable.

Regarding the effect of ownership (dummy)
on banks income statement, the public banks
get more income than private banks as they
have the highest market share.

There is persistence in revenue of a bank as
model results show a significant effect of
lagged dependent.variable.

The analysis part gives a clear picture that
NBE policy, specially in relation to commer-
cial banks’ lending, has a negative impact on
competition in the banking industry; and cau-
tion must be taken while formulating policy.

In analyzing bank competition it is good to
use unscaled dependent variable rather than
the extensively applied empirical scaled de-
pendent variable.
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THE IMPACT OF MICRO AND
SMALL ENTERPRISES (MSES)
SUPPORT SCHEMES ON MSE
DEVELOPMENT IN ETHIOPIA

Eyob Yimer Tefera, Research &
Development Officer, Commercial Bank of
Ethiopia (CBE),

E-mail:eyobyimert@gmail.com

1. INTRODUCTION

Micro and small enterprises are catalysts in the so-
cio-economic development of many countries. They
are a veritable vehicle for the achievement of nation-
al macroeconomic and societal objectives. The prop-
osition that small firms offer unique development
advantages is as old as the concept of economic
development itself. The positive role of MSEs is also
substantiated in the words of the World Bank (2001),
which asserts that it is MSEs that play intermediate
role in the development of large-scale enterprises;
they reduce regional disparities through the creation
of employment opportunities via mobilizing local
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resources more readily than large-scale industries;
encourage the development of indigenous entrepre-
neurship; enhance regional economic balance through
industrial dispersal; and generally promote effective re-
source utilization that are considered critical in the area
of economic development.

In many advanced, emerging and developing coun-
tries, MSEs usually contribute a lot to the number of
business establishments, new jobs, GDP, and exports
earnings. Nonetheless, despite the evident signifi-
cance associated with these firms and the several
policy initiatives introduced by African governments
during the past decade to accelerate the survival and
growth of such businesses in the African region, many
studies show that their performance has been unsat-
isfactory. This is basically due to the various problems
that hinder MSEs from achieving their desired goals.
However, the experience of several advanced and
emerging economies suggests that such problems of
MSEs can be untangled through effectual MSE sup-
port schemes.

In this regard, Ethiopia has put in place its own MSE
support program. In addition, various directives are
issued, efforts exerted, and resources invested in the
form of MSE support schemes to promote the sector.
However, it is unclear whether these supports are en-
hancing the MSE development of the country or not
and the extent, if any. To the best knowledge of this
researcher, there is no empirical study that shows
the trend and the relationship and causality between
MSE support schemes and the development of MSEs
in Ethiopia based on secondary quantitative time se-
ries data. This study is designed to fill this gap.
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2. REVIEW OF RELATED LITERATURE

2.1 MSEs and Economic Growth: Theo-
retical and Empirical Testimonies

The World Business Council for Sustainable Develop-
ment (2004) says that global wealth has almost dou-
bled since the 1990s. However, nearly half the world’s
population subsists on less than USD 2 per day. Pov-
erty remains a major challenge to sustainable devel-
opment, environmental security, global stability and
a truly global market. The key to poverty alleviation
is economic growth that is inclusive and reaches the
majority of the people. Improving the performance
and sustainability of local entrepreneurs and MSEs,
which represent the backbone of global economic
activity, can help achieve this type of growth.

Literature on MSEs shows that they embody special
advantages that proffer at least three unique con-
tributions to an economy. First, MSEs create a pre-
ponderant share of newly generated jobs that are
brought about at relatively lower capital cost and
are more consistent with the relative abundance of
labor and shortages of the capital characteristic of
developing countries, which render them to hold the
key to employment and poverty reduction. Second,
MSEs are championed as the “seedbed” for future
industrial growth. They are said to be a source of con-
siderable innovative activity and to contribute to the
development of entrepreneurial talent and export
competitiveness, which form the basis for future in-
dustrial expansion. Third, encouraging the presence
of MSEs in the economy is believed to increase com-
petition and add flexibility to the industrial structure,
thereby promoting greater economic dynamism and
speedier and less costly adjustments to economic
shocks (Biggs, 2003).

Such businesses possess a key position in advanced,
emerging and developing countries such as Malaysia,
Japan, South Korea, Zambia, and India among others.
In these countries, MSEs typically account for more
than 90% of all firms outside the agricultural sector;
they constitute a major source of employment in ad-

/)

dition to generating significant domestic and expo

earnings. For instance, in China, MSEs provide 80%4
the total employment. In India they contribute ap
proximately 50% of industrial production and 45% o.

exports. In Pakistan, they constitute about 9o% of a|
private enterprises in the industrial sector; emplo

78% of non-agricultural labour force, contribute ovel
30% to GDP and 25% of manufacturing export earn
ings (World Bank, 2010; Sircar, 2010; and SMEDA, n.d)
As aresult, MSEs are widely acknowledged as the key
instrument in poverty reduction and the springboar

for sustainable economic development.

In exploring the relationship between the relative
size of MSEs sector, economic growth, and poverty
using a new database on the share of MSE labour in
the total manufacturing labour force using a sample;
of 76 countries, Beck, Kunt, and Levine (2003) have
found a strong association between the importance|
of MSEs and GDP per capita growth. Moreover, MSEs’|
contribution to employment and GDP respectively is
more than 60% and 50% for high-income countries,i
above 50% and 35% for middle-income countries, and |
in excess of 30% and 10% for low-income countries|
(World Bank, 2011). From the above, one can make
out that MSEs are common characteristics of success-
ful economies and causes of success.

2.2 Purposes of MSE Support Schemes
and Global Experience

Reviewing the literature on MSE assistance schemes,
one finds five rationales for subsidies. First, MSEs
make special contributions to poverty alleviation and
economic development. Second, market failure cre-
ates problems for MSEs. Third, institutional failure
raises transaction costs and limits abilities of MSE.
Fourth, strategies, structures and core capabilities of
MSEs are inadequate and the “learning mechanisms”
needed to upgrade them are weak or missing. Fifth,
characteristics of MSEs (small size, widely dispersed
with limited resources, lack of economies of scale and
a high cost of information, lack of collective voice and
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bility) as the rationale for public support. In addition,
it is stressed that MSEs are owned and run by the
poor; hence, support for them reduces marginaliza-
tion and improves the distribution of income (Biggs,
2003; Fan, 2003; & Wilfried, n.d).

Keeping in mind the indispensable role of MSEs,
many countries around the world have promulgated
MSE support schemes to assist MSEs. Different au-
thors have come up with a range of support schemes
provided to MSEs in various western, Asian and Afri-
can countries. The major ones are related to access
to financing, markets, HRD, managed workspace or
business incubators, business development services
and entrepreneurial skills, tax deductions, various
kinds of guarantees, etc.

2.3 Empirical Evidence on MSE Support
Schemes and MSE Development

In this regard, Tan (2011) has found evidence of pos-
itive net impacts of MSE support schemes on MSE
development. He further arrived at the finding that
impact vary across support schemes. While investi-
gating the economic impact of MSE manufacturing
support schemes, Ezell and Atkinson (2011) have
come across the impact of countries’ manufactur-
ing support schemes on boosting MSE manufactur-
ers sales and employment activity and contributing
directly to economic growth is quite evident. For in-
stance, the 2011 study of the U.S. Manufacturing Ex-
tension Partnership (MEP) found that every 1dollar of
federal investment in MEP generated USD 32 return
in economic growth, translating into USD 3.6 billion in
total new sales annually for the U.S. MSE manufactur-
ers. Moreover, client surveys indicate that MEP cen-
tres create or retain one manufacturing job for every
1,570 USD of federal investment, one of the highest
job growth returns out of all federal funds.

With regard to related studies conducted in Ethiopia,
studies undertaken by Tiruneh (2011), Admasu (2012)
and Asmamaw (2012) on MSEs based on primary data
have revealed that access to finance, business prem-
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ises, training, market linkages and business davelop-
ment services have positive roles in-MSEs’ employ-
ment growth/ performance of MSEs.

3. MSE SUPPORT SCHEMES IN
ETHIOPIA

MSEs play a vital role in the Ethiopian economy, typ-
ically contributing over 99% of private enterprises,
over 60% of private sector employment, and about
30% or so of exports (Mulat, 2006). Despite their role,
MSEs are confronted by various constraints/challeng-
es, which are of structural, institutional and economic
nature.

Creating favourable conditions for industry to play a
key role in the economy is one of the pillars of the
Growth and Transformation Plan (GTP) of Ethiopia.
In this respect, the primary focus has been on pro-
moting the development of micro and small-scale
enterprises. Ethiopia has therefore put in place MSE
support framework which includes the MSE Support
Schemes.

3.1 Components of MSE Support
Schemes in Ethiopia

Keeping in mind the pivotal role MSE sector can play
in the country, the Ethiopian government has been
providing active assistance to help MSEs overcome
the various constraints to their development. Ac-
cording to the FDRE Micro and Small Enterprise De-
velopment Strategy (1997 & 2011), these include the
following specific MSE support schemes.

Access to Finance - The financial needs of micro and
small enterprises vary widely with access problems
particularly severe for start-up enterprises. There are
areas of direct orindirect government involvement in
the financial sphere, which include the MSE focused
micro financing institutions and the formal banking
sector.
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Access to Business Premises and Physical Infrastruc-
ture - The development of business and industrial
premises (shops, offices, factories, market stands,
etc.) and the infrastructure, including supply of elec-
tricity, water, telecommunication, and sewage sys-
tems are crucial infrastructural facilities and utilities
that warrant the growth and expansion of MSEs.

Training in Skills, Entrepreneurship and Business
Management - The acquisition of relevant vocational,
technical and business skills is generally regarded as
a critical factor for the success of MSEs. In addition,
literacy and entrepreneurial awareness are seen as
particularly important requirements that enable peo-
ple to advance lower level activities into larger and

better earning enterprises.

Market Linkages/Access - MSEs usually regard mar-
ket constraints and the inability to sell their products
and services among the most serious obstacles to
the starting of businesses and growing beyond mere
subsistence level. The government is undertaking
various measures to ease the marketing problems of
MSEs. Chambers of industry and trade, sectoral asso-
ciations of MSEs, government promotional institutes,
and NGOs are involved in establishing and organizing
display centres, exhibitions, trade fairs, open mar-
kets, export markets, as well as market linkages with
governmental organizations.

Business Development Services - Lack of access to
appropriate, relevant and understandable informa-
tion and advisory services is one of the main prob-
lems of micro enterprises and small start-ups. Ethio-
pian MSEs encounter this problem, first because the
information system in the country is not developed
to enable proper collection, organization and dissem-
ination as a whole. Second, the MSE operators often

do not recognize the crucial importance of business

ViIissIsans
information and advice services and they are notin a_
position to receive advice on afee basis. Thiis, to im—"
prove MSEs’access to business developmeént services
(BDS), the government has been taking the following
steps: collecting, organizing, and disseminating busi-
ness information; inspecting the existing problems of
MSEs; helping MSEs solve bottlenecks by arranging
various MSE supports; providing planning, account-
ing and auditing services.

Organizing Services - The government organizes the
labour force so that they can establish new MSEs to
create jobs for themselves. This is simply to get them
organized, registered, and licensed in different legal
forms of MSEs and start small businesses.

3.2 The Trend of MSE Support Schemes
in Ethiopia (2004-2012)

The trends of each of the above supports are por-
trayed in the six support schemes after' their prac-
tical implimentation in MSEs. Accordingly, the trend
of credit scheme has been consistently increas-
ing, except in 2006, when it registered a significant
(-67%) decline; its average annual growth rate is 59%.
The amount of business premises rationed to MSEs
does not show considerable deviations, except an
ascend in 2005; its average annual growth rate was
30%. Even if the annual training and market linkage
schemes demonstrate fluctuating movements, both
have incredibly increased over time; their average
growth rates being 250% and 308% respectively. The
annual BDS and organizing services have more or less
mounting trends with average annual growth rates
of 54 and 74% in that order.

Looking at the figures of the six MSE support
schemes concurrently, one can notice the following
two things: first, there is a commonly similar trend?
in all the six MSE support schemes that they spiked

! This period covers nine consecutive years ranging from 2004 to 2012. And it represents the situation in which the Ethiopian government
aggressively applied the various types of MSE support schemes with the help of different supporting governmental and non-governmental
institutions and organizations to promote the MSE sector. These include: MSE development agencies, technical & vocational education

and training agencies & institutions, micro-finance institutions, etc.

2 In 2005, there had been extraordinarily copious supports availed to MSEs that have resulted in a better performance of the sector. Af-
terwards, the MSEs’ performance became lower in 2006 with the relatively scarce supports in the same year, may be due to the political
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in 2005, fell in 2006, and went through a roughly in- & services) are drawn on to capture the MSE
creasing trend then after; second, every single one of development of the country.

the supports being provided to MSEs has remarkably
As depicted in Figure 1, the growth in MSE employ-

amplified in due course, which generally hints at the
ment had been at a very low level before3 the support

embryonic focus and support to the MSE sector.

Employment Growth before and after the Implementation of MSE Supports

Figure 1: Trends of the annual MSE employment growth from 1996 to 2012
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Source: Author’s computation

4. MSE DEVELOPMENT IN ETHIOPIA schemes were introduced in 2003. Then, it generally

' showed enormous improvement from 2004 to 2012.
Hiee, Wik oW in the humber Bf newly deated In addition, this variable has grown by an average of
46% before the support schemes and by 1301% after

the introduction of the schemes.

jobs by the MSE sector and the MSE sector-wise
composition & concentration (agriculture, industry

Composition and Concentration before and after MSE Supports

Figure 2: MSE sector-wise composition from 1996 to 2012
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Source: Author’s computation

3 This period covers eight consecutive years ranging from 1996 to 2003. Note that some of the support schemes were pointed out in the
first MSE Development Strategy of the country even though they were not practically applied ill 2003 due to organizational, coordina-
tion, economic and other shortcomings.
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Before the support schemes, the average annual per-

centage share of the agriculture, industry and service
sectors from the growth in the number of MSEs was
22%, 39%, and 39% respectively. Nonetheless, during
the period of support, the composition changed to
5%, 70% and 26% (Figure 2).

WIIIE80 0800 =

development, which is divided into two varizbles:
MSE employment growth and MSE-Gonentration
Index. Likewise; the six MSE support schemes were
taken as dependent variables. Then, an empirical
analysis was conducted by using an econometric
technique. Consequently, the following model was

Figure 3: Trends in the MSE concentration index (HHI) from 1996 to 2012

Source: Author’s computation

According to Figure 3 the average annual MSE Con-
centration Index (HHI) has conspicuously improved
during the MSE support period; the 0.36 average
annual HHI before the support has increased to 0.58
afterwards.

5. IMPACT OF MSE SUPPORT
SCHEMES ON MSE DEVELOPMENT

5.1 Research Design and Methodology

This study has used secondary quantitative time
series data collected from authentic sources.
To achieve its objectives, quantitative research
approach along with explanatory research type was
employed. The time coverage stretches from 1996 to
2012. This period was again divided into two: before
the provision of many of the MSE support schemes
(1996-2003) and after (2004-2012). Descriptive and
inferential statistical tools were used for data analysis

and interpretation.

Definition of Variables and Model Specification
- The dependent variable of the study was MSE

devised assuming that the impact of MSE support
schemes on the dependent variables is undertaken in
a production function framework. Hence,

MSED = f (ACRDT, ABSP, TRNG, MKTA,
BSDS, ORGS)

Thus, from the above equation, the following
econometric models were derived to examine the
impact of MSE supportschemes on MSE development.

MSE&!PTG = & + B (ACRDT), + B (ABSP), + B (TRNG), +
B,(MKTA), + B,(BSDS), + B,(ORGS), + Uyz.ws(5:1)

MSEHHI = a + B1(ACRDT), + B2(ABSP), + B3(TRNG), +
B4(MKTA),+ B5(BSDS), + B6(ORGS), + U,..r. (5.2)

Where, MSED (MSE development) is the dependent
variable represented by the MSE employ-
ment growth and MSE concentration in-
dex.

MSEEMPTG = MSE employment growth in terms of
number

MSEHHI = MSE concentration in terms of HHI
_ ot -2
(HHI = } _ Si%)
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The six independent variables and their respective
measurements are the following:

ACRDT = total sum of formal credit expressed in
terms of local currency (ETB)

ABSP = amount of land and building floor given to
MSEs in terms of square meters (m2)

TRNGS = number of MSE operators who took training
(expressed in terms of number)

MKTGL = number of MSEs involved in marketing link-
ages (in terms of number)

BSDS = number of MSEs which have received business
development services (in number)

ORGS = number of organizing service recipient MSEs
(expressed in number)

a = intercept/constant term
B,.B.B, B, B o Be= slope/coefficients to be estimated

U = stochastic error term with zero mean and con-
stant variance

Therefore, based on the above model estimations,
the causality among the study variables is examined
empirically latter in this section.

INVESTMENT FORUM

5.2 Difference in the MSE Development
before and after MSE Supports

As indicated in section 4, both MSE employment
growth and MSE concentration have exhibited a big
positive change from the year 2004 onwards. Even so,
since this type of explanation may not be sufficient
enough to conclude whether there is a significant
difference between the two periods or not, Analysis
of Variance (ANOVA) is conducted for both of the
dependent variables and the upshots are discussed

as follows.

As portrayed in the summary of the ANOVA results in
tables 1a and 1b, the P-values for both MSE employ-
ment growth and concentration index are 0.0004
and 0.0000, which are significant at 1% level, with the
F statistics of 20.04 and 48.04, SS equals to 3.82E-
10 and 1.93E-01, and MS amounting to 3.82E-10 and
1.93E-01 respectively. Therefore, the null hypothesis
that there is no significant variation is rejected at 1%
significance level* in favor of the alternative hypoth-
esis that there is statistically significant variation.
Hence, we can conclude that there is a significant dif-
ference between the performance of the MSE sector
before the six support schemes and after it.

Table 1a: Summary of ANOVA result for MSE employment growth

Source of Variation Pvalue | B 88 e |
. Between groups 0.0004 |_ 20.0414 3.82E+10 3.82E+10 ‘
Table 1b: Summary of ANOVA result for MSE concentration index
Source of Variation |  P-value P sS MS

Between groups 0.0000 48.0377 1.93E-01 1.93E-01

4 1% and 5% significance levels are equivalent to 99% and 95% confidence intervais respectively. The lesser the significance level

or the higher the confidence interval, the more the conviction/certainiy or the more the probability of rejecting the null hypothesis or the

more the values are plausible for the parameter.
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5.3 Correlation Test of Variables

Pearson correlation statistics was used to test cor-
relation among the study variables. Accordingly, it
was found that MSE employment growth and MSE
concentrationindex had very strong and medium pos-
itive correlation with the six MSE support schemes at
1% and 5% significance levels.

5.4 Regression Analysis of the Study

Unit Root Test - Augmented Dickey-Fuller (ADF) test
is conducted to test stationary. Accordingly, the null
hypothesis that the variables have unit root was not
rejected at a level as the variables were not station-
ary. Then, differencing of the variables was made to
conduct the test at first difference and the null hy-
pothesis of unit root was rejected at 1% & 5% signifi-
cance levels. Thus, the variables were typified by one
order of integration (1(1)).

Co-integration Test - This test examined whether the
MSE support schemes have long-run equilibrium rela-
tionship with MSE employment growth and MSE con-
centration index. Hence, it was found that variables
included in the study were co-integrated and shared
same long-run equilibrium trend.

5.5 Discussion and Analysis of Empirical
Results

Model Diagnosis - Before directly pitching into

interpretations, all the post-estimation model

¥
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diagnostic tests were conducted: foi all the three
regression outputs to be discussed subsequeéntly.
Initially, the Jarque-Bera statistic for the three
estimations was insignificant; the residuals were
normally distributed and the histograms bell-shaped,
which confirm the validity of the test statistics of
the models. Next, Partial Autocorrelation Function
(PACF) and graphical method were employed for
autocorrelation test and the residuals were not
Breusch-Pagan-Godfrey (BPG)
Hetroskedasticity Test was adopted and the error
variances are homoscedastic. In addition, the
Variance Inflation Factor (VIF) test showed that
there is no considerable multi-co-linearity among

correlated. Then,

the explanatory variables. Generally, as the above
diagnosis tests signify, the three models can be
directly used for interpretation without further re-
specification.

Generally, the stationarity of the data at the first
difference (1(1)) and the co-integration of the
variables together with the already distinguished
dependent and independent variables call for the
Error Correction Model (ECM). Hence, the ECM is
estimated to epitomize the short-run dynamics; the
result is presented and flicked through hereunder.

i.  The Short-run Impact of Support Schemes on MSE Employment Growth

Table 2: Regression result of the impact of support schemes on MSE employment growth

Adjusted R’=0.85

Variables Coefficient Standard error T-statistic T-probability
Constant 9 8 o 0.610878 0 558 :
ACRDT 0.000 00010 0.000
ABSP (0 6 0.0 9 000
TRNGS 0.84 0.1816 4.64100 0.00
MKTGL 6426359 0.6396 6 0.0
BSDS 8.78 6 4.20148 0.0030
ORGS 0.23 14
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The regression estimation result in Table 2 attests
that the coefficients of access to credit, business
premises, training, market, and business development
services are significant at 1%, 1%, 1%, 5%, and 1% levels
respectively. This suggests that changes in these
five supports are strongly significant to explain the
variations in the growth of newly created jobs in the
MSE sector.

On the other hand, organizing service is statistically
insignificant to explicate the shift in the MSE
employment growth; there is no evidence of its
unembroidered impact. This analysis may be pushed

The coefficients of access to credit, access to busi-
ness premises and market access are significant at 5%,
5%, & 1% levels in the same-order. Therefore; this re-
sult points towards the likely positive irﬁ‘pact ofthese
three supports on the MSE employment growth in
the long-run too (Table 3).

Conversely, parallel to the finding in the previous
short-run dynamics model, organizing service is insig-
nificant in this long-run model too. This may suggest
that this type of support will not be of much help by
itself to the progress in the MSE employment growth
in the long-run, unless it is augmented with access to
credit, business premises, and market linkages.

ii. The Long-run Impact of Support Schemes on MSE Employment Growth

Table 3: Regression result of the long-run impact of supports on MSE employment growth

3.8128 6803.21 -0.0006

|

0.00067 0.00025 2.66729 0.0236
0.27782 0.09749 2.84985 0.0173
-0.0553 0.47749 -0.1158 0.9101
4.10566 1.2478 3.29031 0.0081
7.66603 13.2098 0.58033 0.5745
: RGS | -4.9039 1.29574 -1.3785 0.2517
Adjusted R’= 0.80
one step to suggest that the organizing service by its iii. The Impact of Support Schemes on

own might not have added drastically to the growth
in the MSE employment, unless at times when the
organized MSE operators had been propped up with
access to credit, business premises, training, market
linkages, and business development services.

Furthermore, the coefficient of the error correction
term (e, ) was found to be negative and significant at
1% level, suggesting that the variables included in this
model have long-run equilibrium relationship.
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MSE Concentration

Table 4 reveals that the coefficients of access to cred-
it and business premises are significant at 5% and 10%
levels consecutively. This finding tells that access to
credit and business premises might have helped at-
tract more of the newly established MSEs into the
industrial related sub-sectors.
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Table 4: Regression result of the impact of supports on MSE Concentration index (HHI)

_ Fage |24 -' NMUDAYE NEWAY

Variables Coefficient Standard error T-statistic | T-probability
Constant 0.006895 0.00691 0.997363 0.3478
ACRDT 5.08E-10 2.04E-10 2496605 0.0371
ABSP 1.99E-07 9.00E-08 2.214001 0.0577
TRNGS 4.50E-07 3.57E-07 1.259025 0.2435
MKTGL -1.13E-06 1.80E-06 -0.63074 0.5458
BSDS 1.74E-05 9.65E-06 1.800739 0.1094
L ORGS -1.11E-06 9.86E-07 -1.12327 0.2939

Adjusted R*= 0.88

This result is consistent with the notion provided in
the MSE Development Strategy and GTP-1 and GTP-2
of the country. These documents articulate that the
value-adding industrial related sub-sectors (partic-
ularly, the manufacturing sub-sector) are more em-
phasized and prioritized to receive the MSE support
schemes since they are presumed to have the poten-
tial to be a sustainable base of the country’s ventures
in employment creation, import substitution, export
promotion and overall industrialization process.

In addition, the coefficient of the error correction
term (e,,) is negative but not significant. Conse-
quently, this finding may advise that, even though
access to credit and business premises might have
helped attract most of the MSE establishments into
the industry sector in the short-run, these supports
might not perhaps guarantee the same impact in the
long-run as well.

6. FINDINGS AND RECOMMENDATIONS

® The MSE support schemes are initiated by the evi-
dent expectation that they can solve/minimize the
likely impediments of MSEs. In this regard, given
the erratic trends in the training, market linkages,
and business premises schemes, the execution
and administration of these schemes need to be
vigilant and harmonized in order to make MSEs
gain easy access to these crucial business inputs
at their vicinity,

® Organizing the labour force into different MS

® In order to attract more MSEs into the favour

® The MSE sector has performed well after th
implementation of the support schemes tha

before. The empirical findings make clear th
positive impacts of access to credit, busine
premises, training, marketing linkages, and BD
on the MSE employment growth. Similarly, cred
and business premises have helped attract mor
of the MSE establishments into industry relate
sub-sectors. Put all together, the implementatio
of the MSE support schemes predominantl
explains the progress in the MSE sector afte
2004. These findings are consistent with th
theoretical literature and empirical works on th
area, including the ones studied using prima
data by Admasu (2012) and Asmamaw (2012).

cooperatives in its own may not considerably an
persistently add to the MSE employment growth
To sustain the creation of additional jobs by th
MSE sector, the organized MSE operators shoul
be well-supported with access to credit, workin
and selling premises, market linkages, trainin
and business information and advisory services.

able manufacturing sub-sector, the governmen
should still pay more attention to this sub-sector.
This can be done initially by prioritizing the exist
ing MSE support schemes to the manufacturin
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MSEs; and then by studying and introducing con-
scientious and versatile supports such as special
microcredit dedicated to MSEs, loan guarantees,
lease financing, industrial technology transfer,
and so forth.

® Finally, the experience of advanced, emerging and
developing countries suggest the gigantic role of
MSEs in socioeconomic development. For that to
happen, MSE support schemes are commonly em-
ployed as instruments to ease the bottlenecks of
MSEs and to enhance their development. There is

=

o

recorded empirical evidence in the literature that
calls for this. Ethiopia has paid due attention to
this and put it in its policy documents, including
the GTP. This study has also shed light on the ef-
ficacy of MSE support schemes in developing the
sector in Ethiopia. In view of this, it is important
that these supports be implemented and watched
over in a shrewd and synchronized comportment
with the aim of nurturing the development of
MSEs and their contribution to the overall socio-
economic endeavours of the country.

WARREN BUFFETT: YOUR BUSINESS
WILL SUCCEED IF YOU EXECUTE

THIS 3-WORD MISSION

Warren Buffett told a group of small business owners
that they should strive to ‘delight’ their customers.

Legendary investor Warren Buffett, the founder and
CEO of Berkshire Hathaway, shared his best business
advice with a group of small business owners.

Speaking at the 20th Graduation of Goldman Sachs’
10,000 Small Businesses at LaGuardia Community Col-
lege, Buffett told the graduates: “Tomorrow morning
when you look in the mirror after you've gotten up,
just write — or just put it in lipstick or whatever you
want — ‘delight my customer’ not ‘satisfy my cus-
tomer.” ‘Delight my customer.””

It's a simple three-word mission.

He continued: “Any business that has delighted cus-
tomers has a sales force out there that you don’t
have to pay. You don’t see them, but they are talking
to people all the time.”

Buffett was referring to those delighted customers.

He used an example of when he bought his last car.
He doesn’t remember how much he paid for it, but he
does remember the experience.

NMUDAYE NEWAY_I-

“Your customer is going to get to vote, going to talk,
and you want them out there as salesmen for you and
they will be if you delight them.”

According to Buffett, the “classic example” is Jeff
Bezos, the founder of Amazon. Bezos started Ama-
zonin his garage in his early 30s.

“Bezos set out every day to delight his customer by
fast delivery, by lower prices, whatever it took,” Buf-
fett said. “And today, he is thinking about how to de-
light his customer.”

“Don’t ever quit. You’ll succeed if you have delighted
customers. Don’t settle for satisfied. Have that per-
son thinking ‘I’ve never had a better experience with
a human being’ and they’ll be back to buy your prod-
uct.”

10,000 Small Businesses is a program created through
a partnership between Goldman Sachs and LaGuardia
Community College that aims to help entrepreneurs
grow their businesses and create jobs by providing
access to education, capital, and technical assistance.
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- iPOINT OF VIEW

GIVE ME THE MIRROR

Simon Heliso Kuka
Country Director and Chief of Party
John Hopkins University Center for Communication
Programs
Addis Ababa, Ethiopia

What reasons are there to crave for an encounter
with the mirror? Everyone already knows full well
about the mirror and its job. Without undue mist
and taint - love, hate, or prejudice - it reflects
what is shown to it. Incapable of lies, it does not
willingly disfigure; nor does it beautify the grossly
maladroit. It only pictures rather than propose. The
mirror is a faithful servant. Once the mirror reflects,
it is impossible to flop. Some may have learnt that

lesson with a price; reaping shame for flouting the
mirror. But, the mirror sometimes is totally dumb.
Mostly made of glass, it is oblivious of its fragility
and therefore foolishly stubborn, proud and fearless.
Bold and bereft of subtlety, it cherishes talking eye-
to-eye, point-blank unrelenting even in the face of
danger. Notwithstanding its annoyingly intrusive cry
for action, the mirror is never found lifting a finger in

aid. Are those reason enough to avoid the mirror?

Certainly, there must be a few mirrors in corporate
corridors and boardrooms. Intuition dictates that
reaching out to one should not be too much of a
hurdle. On the contrary though, ubiquity of managers,
leaders and dignitaries mutually emboldened
with stained suits, disfigured faces and wardrobe
malfunction is a disturbing drama to watch. Where
have all the mirrors gone? How did we gain the valor
for public display of our contemptible selves ditching

mirrors?

Anexample of sorts will help understand our collective
ostracism towards mirrors. The oft quoted ar‘tq"):le
by “The Economist” on lessons from Enron scandal
(February 7, 2002) outlined how the tentacles of the
outlandish orgy of corporate culpability, or at least
the investigations, spanned from political patronage
to bankers indiscretion and particularly collusion of
auditors. The result, more or less, was a joint demise.

EAgS pos - . MUDAYE NeEWAY




" L OANANNARRRANNT

Another one, the setting up of China Food and Drug
Administration (CFDA) in March 2013 led “Forbes”
Magazine to revisit (July 26, 2014) the most prominent
food safety scandal in China six years back. A baby
milk formula by the Sanlu Group had melamine, an
industrial waste chemical, deliberately added to baby
milk leading to morbidity of 300,000 children (kidney
stones) with six fatalities. Apparently, it was only a tip
of the iceberg; the chemical was routinely added by
many manufacturers. Notwithstanding the fact that
regulations did not catch up to industrial expansion,
greedy company managers chose to remove the
mirror from each other’s boardroom only to sustain
a domino effect of mergers, acquisitions and flooding
of foreign companies and an unfortunate blow to the
fledgling domestic dairy industry.

Of course, the mirror implied here, at its most
basic level, is the humility to face criticism. It is not
about policing but a process of mutual exhortation.
Leadership, particularly combined with the heights of
hierarchy, is a rather lonely journey. Very few people
get the audacity to talk to leaders placed higher in
the structure of an organization or system. More
troubling however is that very few such leaders have
the courage to listen, let alone summon the mirror. In
contemporary business and organizational leadership
arena, asking for the mirror is tantamount to inviting
trouble. Several leaders failed in the scale of fetching
the mirror and mounting it in a rightful place. And this
precisely is disconcerting, alarming.

Let’s look at a few reactions of leaders when facing
mirrors that betray the deeper reasons why people
might shun the mirror. First, there are those who
carry an inordinate sense of self-worth. Oftentimes,
such leaders find their confidence is tarnished by the
slightest of intrusions. Well meaning, they probe,
both the intent and person of the mirror, reading
too much between the lines. Alas; in the stark, loose-
loose choice of self-blame versus bashing mirrors,
instincts take over and failure to see constructive
outcomes generally reigns.

Others are more systematic and bring their heads

NMUDAYE NEWAY l -

into play. They buy into what the mirror says:
outright. They accept that not all criticism is about
the leadership; but a blemish, on any part of the
organization is not something to tolerate. Zealous,
they indulge in cycles of improvement - process
re-engineering, organizational change, visioning
exercise and plethora of initiatives that trickle into a
hurricane, destabilizing everyone. For such leaders,
blind spots are detected in processes, not in persons.
‘Analysis’ becomes the king. If ‘analysis’ finds any
of the people blind, then, even people are equally
candidates of re-engineering as the processes.

While too much of a parallel between people and
processes is a concern, the lack of analysis by some
other leaders is even more damning. Such have the
penchant to knock the head out if the mirror reveals
stain in the forehead. They ‘throw out the baby with
the bath water’ as the traditional saying goes. The
response may not be because they are shallow. In fact,
the reason is the ‘goal.’ Driven by achievement, such
leaders tend to get the goal at all costs. Eventually, ‘at
all costs’ becomes a self-fulfilling prophecy. Isn’t the
number of leaders who cost organizations everything
and all a sight to behold?

Yet others take their emotions out of the situation
and focus on the grime revealed by the mirror.
Deliberations start, mostly by externalizing leaders.
Several facets of the blot are drawn and laid bare.
By ‘taking the bull by the horn,’ they save face by
defacing others, multiplying hornless bulls. The bulls
maintain their head, but cannot keep it high, for a
moment. Working with downtrodden, languishing
bulls becomes a drag on organizational effectiveness.
The greater danger is when the bulls later grow back
their horns.

However, none of the above leaders are as sinister in
their motives as the last breed we turn to considering.
These shun mirrors because the latter constantly
remind that the taint present outside actually oozes
out of the filth inside. They summon support from
the above type of leaders to expel mirrors from

their way; in fact, from everywhere. Their motive is




POINT OF VIEW

decidedly self-serving. For such wayward leaders,
compromising dignity is an ‘honorable’ way to riches,

power and wisdom.

One wonders whether such a breed is a lost tribe in
leadership. Leaders abusing their position of power
are a real pain. What would we say or feel about
leaders selling their souls and humanity to gain

money, power and position? Certainly, an expedition

1L L ?4

acting tough on themselves or anyone. The humility
of facing a different point of view is what sets aside

successful people from the rest.

Humility includes the boldness to accept that our best
of intents can sometimes go astray and the courage
toacknowledge that success can be bred inthe womb
of failure. More importantly, humility does not jump

and bark on the mirror but seeks its cooperation to

to discover such a lost tribe is not the call of this
piece. Rather, let’s halt by urging the tribe members
themselves to discover what is left of their worth. We
must warn though. Dignity is cheap when selling but
punitively high in price when buying back. Good luck
in redeeming.

In closing, a word or so to the rest of leaders who
might have inadvertently displaced the mirror from
their presence. Criticisms, even if negative, can be
used constructively by avoiding too much of empathy,
analysis or rushing to action. What precludes leaders
from capitalizing on the opportunity is a trait that is
in short supply, humility; what we call here ditching
the mirror. Leaders do not have to prove anything by

reveal taints every time they appear. It halts the self-
indulgence that is chewing away relationships and
the allimportant critics.

It is not the duty of the mirror to clear the dust; it
is the duty of the bearer instead. However, humble
people courageously acknowledge the role of the
mirror. It goes without saying that they share the
credit, wealth and power with those who helped
lift organizations together. They understand that
gratefulness is the road to greatness. Covering the
taints up is what dwarfs our reach. ‘You won’t make
itif you fake it’ to use the words Bill George employed
in a recent (December 8, 2015) issue of the “Harvard
Business Review".
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Commercial Bank of Ethiopia

RS e B i 7 S T B T
The Bank you can always rely on!

Address: Gambia Street

P.O.Box: 255, Addis Ababa, Ethiopia
Tel: +251 11 551 5004, +251 11 122 8755
Fax: +251 11 551 4522 +251 11 122 8606
SWIFT Code: CBETETAA

Email: cbecomu@combanketh.et
Website: www.combanketh.et
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