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2017/18 is a special year for all of us
here in the Commercial Bank of Ethio-
pia as we are celebrating our 75% Di-
amond Jubilee. To commemorate this
special moment, various events have
been planned to be part of the cele-
brations that will take place until April
2018. We have started the celebrations
by honoring former executives and
employees of the Commercial Bank of
Ethiopia who have contributed consid-
erably in laying foundation for a strong
and successful bank we have now.

|

Evidences from the various chronicles
about the bank tell us that things were
not always easy for the bank during its
75 years journey. The journey required
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dedicated leaders and employees that
helped CBE withstand the challenges it
encountered at different times and in-
sure its steady progress. We are very
much proud of them and will always
keep in mind their magnificent contri-
butions.

The banking industry is prone to vari-
ous challenges and we will continue to
see a lot of them during the coming
years. Yet I am confident to say that
the Commercial Bank of Ethiopia has
produced a new generation of bank-
ers that will do everything under their
capacity to confront every challenge
the years ahead will bring and change
them to opportunities for growth.
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Working together, keeping focused on
our priorities and putting our custom-
ers first have always been in the cul-
ture of the CBE. We are now at a spe-
cial moment to be more disciplined and
hold to these values dearly and sustain
our leadership in the banking industry
for the years to come. CBE’s strength
locally provides a solid foundation for
our significant operation in selected
international markets which will be a
great support for the implementation
of our vision of becoming a world-class
commercial bank by 2025.

This year we are celebrating 75 years
of success in the banking industry. We
have started with few branches, most-
ly concentrated in the capital city;
now we are almost everywhere with

our more than 1,240 branches in the
country. We at the Commercial Bank of
Ethiopia would like at this junction to
renew our unwavering commitment to
remain a principal development part-
ner, pioneers in banking technology
and improved services.

The impressive gains of the Commer-
cial Bank of Ethiopia would not have
been possible without the dedication
of its past and present employees. We
are also sincerely grateful to the Board
of Directors who provided guidance
and leadership. Our customers will of
course continue to be our valuable as-
sets.

Bekalu Zeleke

President

OO




Editor's Note

The term Developmental state is a macroeconomic phenomenon which has got
popularity in East Asian countries especially in the late twentieth century. Coun-
tries in the East and South East Asia are usually qualified for the term. In recent
years however, countries in other parts of the globe are also claiming the status.
Our regular contributor, Professor Alemayehu Geda, has come up with an article
entitled The Developmental State in East Asia and Africa: Implications for Finan-
cial Sector Policies. This title will give us an insight concerning this development
with particular emphasis to the financial sector.

Ethiopia is one of the countries where banking service penetration is at its lowest.
However, recent development in the industry exhibits some marked improve-
ments. The saving culture of the population especially those who live in the rural
district is improving as a result of the expansion of banking and MFIs. But there
are still a significant number of households that stick to home saving. The article,
Access to Financial Service in Ethiopia Rural Areas, discusses the issue.

2017/18 is a special year for the Commercial Bank of Ethiopia as it celebrates its
75™" Diamond Jubilee. In this issue of Mudaye-Neway, the editorial has found it ap-
propriate to commemorate how CBE evolved before it became the earliest bank

in the industry. Part I of the article is presented here.

We are very happy to entertain your contributions and comments and of course
very grateful to know that you are always with us.

Pleasant Reading
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In the last few years, “the developmental
state (A“73® oo37ivT+)"isbecomingamost
fashionable term in Africa. As indicator
of this, the UN Economic Commission for
Africa (ECA) devoted one of its recent
annual African economic report entirely
for this issue. Similarly, here in Ethiopia,
the government officially considers itself
as a developmental state. This perception
is crucial for all economic activity and
related policy, including policies for the
financial sector. In Ethiopia, there is lack
of clarity about what a developmental
state is on a conceptual basis, yet the
idea is determining every facets of our
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lives. Thus, in this issue I will attempt
to discuss what the idea or the concept
of developmental state is, its origin and
its applicability and related problems in
African context.

The growth success of Northeast Asian
countries (Taiwan, Korea and Hong Kong
in particular), and later Southeast Asia
(Malaysia and Indonesia in particular)
is unprecedented in the history of
industrialization in general and export
performance in particular. Industrial

products now make up about 90% of
total exports in most of these economies.
Yet, as late as 1955, exports were 85%
agricultural or

processed agricultural




exports mostly on rice and sugar.
Today, Taiwan and Korea, together with
Hong Kong and Singapore, are moving
speedily into high-wage and high-
technology sectors producing about half
of the developing countries manufacture
exports. Each country’s export of
manufactured goods is larger than the
whole of Latin America’s manufactures
exports. Taiwan and Korea achieved
industrialization in 15 years, what took
Japan 25 years and Great Britain over
50 years. Moreover, their fast growth
is accompanied by unusual equal
distribution of income, which was not the
case during the industrialization period
of today’s developed countries (Wade,
2004). In short, in one generation, they
moved from an agrarian to an industrial
economy. This is quite an achievement
and triggers our quest to understand
the story behind this success. And are
there lessons for Africa? This success is
achieved because, among other things,
these countries managed to create a
developmental state model. Thus, it is
imperative to know what a developmental
state is.

Understanding the concept of the
developmental stateisimportant because
it is such state and its interventionist
policy that led to the industrialization
(development) and manufactured goods
exporting success of East Asia. The
possibility (or impossibility) of drawing
lessons for African developmental state
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is briefly discussed below.

Defining “the developmental state” is
becoming a difficult task. However it is
generally related to the role of the state
in East Asian development that includes
Taiwan, Korea and the Japanese early
development experience. A general
understanding of the term could be
gleaned from Routley’s (2012) survey and
related studies (Taylor, 2002). Routely
(2012), Taylor (2002) and Mkandawire
(2001) noted a state is a developmental
state if (i) it has a capable autonomous
(but embedded) bureaucracy (Evans,
1995; Mkandawire, 2001), (ii) it
has a political leadership oriented
towards or with the dominant ideology
of development - i.e., a determined
developmental elite and a weak and
subordinated civil society (Musaba,
2010; Fritz and Menocal, 2007; Leftwich,
1995, cited in Taylor, 2002; Mkandawire,
2001), (iii) it has a close often mutually
beneficial symbiotic relationship between
some state agencies (often discussed
as pilot agencies) and key industrial
capitalists (Johnson, 1982, 1987). This
requires the effective management
of non-state economic interests; and
legitimacy and performance (Leftwich,
1995, cited in Taylor, 2002) and (iv) it
has successful policy intervention which
promote growth (Wade, 1990; Beeson,
2004) with equity (all cited in Routely,
2012 and Taylor, 2002).

Mkandawire (2001) divides these various
characterizationofthedevelopmentalstate
into two major components: ideological,
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and structural. In terms of ideology,
a developmental state is essentially
one whose ideological underpinning
or mission is ‘developmentalist’ (high
rates of accumulation [growth] and
industrialization). This ideology is also
the state’s principle of legitimacy and the
elite in charge must be able to establish
an ‘ideological hegemony’ in Gramci
(1971) sense of the word and to which
key actorsin the nation adhere voluntarily
(Mkandawire, 2001). The state-structure
side of the definition emphasizes capacity
(institutional, technical, administrative
and political) to design and implement
economic policies effectively. This is
said to need, according to Mkandawire
(2001) a strong, both in administrative
and political sense, state and autonomy
of the state from social forces so that it
can use these capacities to devise long-
term economic policies that doesn’t fall
prey to myopic private interests. Finally,
Mkandwire (2001) noted, the state must
also “have some social anchoring that
prevents it from using its autonomy in a
predatory manner and enables it to gain
adhesion of key social actors”.

Based on Amsden’s (2001) study of the
region, the Asian developmental state
as characterized above was crucial for
its industrialization (development) and
manufactured goods export success.
The state did this by designing and
implementing successful trade and
industrialization policies as well as,
at times, engaging itself in the actual
production and trading process. For this,
the state set four functions for itself:
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(i) support firms through development
banking, (ii) focus on local-content
management, (iii) engage in selective
seclusion (opening some markets for
foreign transactions and closing others),
and (iv) engage in national firms creation.
Two principles guided this effort: (a) to
make manufacturing profitable enough
to attract private entrepreneurs, and (b)
induce enterprise to be result-oriented
and to redistribute their monopoly profit
to the population at large (Amsden,
2001:125).

In undertaking these functions, the
state’s autonomy is important. As noted
by Evan (2010) in these countries
owing to their history of land reform
and the existence of weak entrepreneur
(capitalist class), “not having to deal with
a powerful landlord class and starting
from a position of strength vis a vis
local capitalists put the state apparatus
in a position to orchestrate a concrete
national project of development, built
on a dense set of concrete interpersonal
ties”. This ‘embeddedness’, Evan (2010)
noted, was as central to the success of
the 20th century developmental state
as bureaucratic capacity since “avoiding
capture [ie. the state being captured by
the private sector for private benefit] and
being able to discipline entrepreneurial
elites is a defining feature of the
‘embedded autonomy’ of East Asian
developmental states, distinguishing
them from less successful states in
Asia and Africa” (Amsden 1989; Kohli
2004; cited in Evans, 2010). Grabowski
(1994) argues the strategy of import
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substitution in these countries was key
for this autonomy of the state and its
success.

An issue in the context of drawing
lesson from East Asia is whether African
countries could have (or already had)
developmental states as that of East Asia
that could pursue (or pursued) similar
developmental policies  effectively?
To answer this, it is imperative to see
policy making in Africa in general and
that of Botswana and Mauritius (which
are successful African developmental
states) in particular. Policy making in
Africa in 1980s and 1990s (as well as,
tacitly, even today) had been dictated by
the World Bank and IMF - International
Financial Institutions, IFIs, that are
generally acting on behalf of developed
countries. IFIs’ based policies, such as
the ‘“structural adjustment policies”
(SAPs), in Africa were based on IFIs’
free market ideology in general and
IFIs’ “understanding” of the East Asian
success story as expounded in “The
Asian Miracle” book of the World Bank
(World Bank, 1993) in particular. The
IFIs insisted in this book and their
reports that these Asian countries did
not pursue exaggerated interventionist
policies. Even if they do, they argue, the
Africans do not have such strong state
that is capable of doing what East Asian
states did as the African states cannot
escape potential state capture owing
to their weak nature (see Alemayehu,
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2017a; Mkadawire, 2001, 2010; World
Bank, 1981;1989;1994). Thus, for IFIs
what is needed in Africa was/is SAPs,
and latter ‘poverty reduction strategy
papers, PRSPs’ based policies, which are
essentially liberalization and conservative
macroeconomic policy stance, and notthe
Asian developmental state model. The
effect of these IFIs policies in Africa was
generally devastating (see Alemayehu,
2017a; ECA, 1989; Mkandawire, 2001;
2010).

Notwithstanding such IFIs’ views that
are informed by the neoclassical laissez-
faire economics, Mkandawire’s (2001;
2010), and lately ECA’s (2011), argued
for the possibility of having (and also
the relevance of) an African democratic
developmental state. Mkandawire (2001)
noted that in the 1980’s and 1990’s,
despite the recognition of the strong role
of the state in East Asian development,
the perception in the academia, including
IFIs, was that ‘developmental states’
were impossible in Africa. He noted,
various reasons are given for this that
include: (a) the dependence of the African
economy and its actors on the global
capitalist system, (b) the lack of ideology
of development, (c) the ‘softness’ of
the African state and its proneness to
be ‘captured’ by special interest groups
including rent seeking and patron-client
relation that characterize the African
state, (d) lack of technical and analytical
capacity, (e) the changed international
environment that did not permit
protection of industrial policies, and (f)
the poor record of past performance
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(Mkandawire, 2001). Similarly, apart
from the debilitating effect of external
factors and the negative effect of the
policy of SAPs pursued, UNECA (2011)
and others noted the following internal
factors as additional factors that led to
failure of African states as developmental
states in terms of performance: (a)
the rise of authoritarian military
dictatorships and one-party regimes,
which could not construct hegemonic
development ideology and coalitions;
(b) failure to forge strategic partnership
with the indigenous private and business
sector, with the state assuming the
role of economic entrepreneur rather
than building a local corporate sector;
(c) low savings and investment rates;
(d) flawed industrialization strategies
hardly linked with the agricultural
sector that performed poorly (UNECA,
2011; Mkandawire and Soludo, 1999;
Nabudere, 2006 both cited in UNECA,
2011).

However, Mkandawire (2001) noted
some of these alleged internal weakness
were based on wrong information. First,
the state capacity itself is undermined
by SAPs. Second, the best performing
African countries growth after
independence was close to the best in
Asia and this growth was largely financed
by rising domestic saving and reached on
average 21.5% of GDP by 1980; close
to a third of African countries had also a
saving rate above 25% of GDP by 1980.
So is, thus, investment (Mkandawire,
2001). Macroeconomic stability (balance
of payment, inflation, exchange rate and
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budget condition) was also maintained
well (Van Arkadie, 1999). It is, thus,
worth noting in passing that even the
recent NUECA’s (2011) alleged internal
problem noted above contradicts this
data. Mkandawire (2001) is baffled by the
literature and practice of policy (through
SAPs) in Africa in the 1980s and 1990s
that urged African states to do many
things (i.e. to be developmental in the
IFIs’ own perception of the term) yet the
same IFIs contend (in the academia) that
the African states are incapable of doing
that, as noted above. Thus, Mkandawire
(2001) noted,

States whose capacity to pursue
any national project is denied
at one level (theoretical or
diagnostic) are exhorted, at the
prescriptive level, to assume roles
that are, ex definicione, beyond
their capacity, character or political
will. Such states are urged to
‘delink’, to reduce themselves, to
stabilize the economy, to privatize
the economy, to engage in ‘good
democratize
themselves and society, to create

governance’, to

an ‘enabling environment’ for the
private sector, etc. In other words,
to do what they cannot do. What
we then have is, to paraphrase
Gramsci, the pessimism of the
diagnosis and the optimism of the
prescription.

In contrast to this view, Mkandawire
(2001, 2010), Taylor (2002) and UNECA
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(2011), inter alia, argued that not
only there is the possibility of having a
developmental state in Africa by the turn
of this century (ie., today) but also Africa
had states that were ‘developmental’
in both their aspirations and economic
performance since political independence
in the 1960s (see Alemayehu, 2002,
2017a too). Mkandawire (2001) noted
whereas the first generation of African
leaders focused on the politics of nation
building, there were also leaders that
focused on the economics of nation
building in this period. From ideological
perspective, Mkandawire (2001) noted,
these new leaders “swear by economic
growth and seem to view good growth
indicators as the main source of their
legitimacy”. They also pursued a policy
of privatisation and attracting foreign
capital. He further noted, “if one takes
a growth rate of 6% and above for more
than a decade as a measure of successful
development performance, in the 1967-
80 period, ten countries that registered
such growth were African” (including
diverse economies such as Gabon,
Botswana, Congo, Nigeria, Kenya, and
Cote d'Ivoire)!. They also out-performed
Asian countries such as Indonesia and
Malaysia during this period. Of course,
as that of Asia, there were failures and
challenges too. To explain the failures
and challenges in otherwise a serious
attempt to be a developmental state by
some African countries, the definition
of the ‘developmental state’ need to

included the effect of exogenous factors,
according to Mkandawire (2001) and
Alemayehu (2017a). Thisis because even
if all conditions to be a developmental
state are fulfilled exogenous factors
could be significantly important either
to frustrate such endeavor (e.g. the
effect of commodity dependence and
SAPs pursued in Africa, see Alemayehu,
2017a; Mkandawire, 2010) or make
such efforts successful (e.g. the cold war
and the US aid to Korea and Taiwan; see
Alemayehu, 2017b).

Mkandawire (2001) further argued that
“it is the failure of critically examining
such African experiences and the
excessive leveling of the African political
and economic landscapes that might
have led to such[negative] views” about
the possibility of African developmental
state. As can be read from the experience
of Botswana and Mauritius shown in
Alemayehu (2017b) as well as the list
of about 10 African countries mentioned
by Mkandawire (2001) as possible
developmental states during 1967-80,
a developmental state in Africa did exist
and still is possible. Moreover, today,
there is also a room to draw lessons from
the Asian developmental states to Africa.
However, we need to carefully examine
the similarities and diffrences, including
their colonial history, between African
and successful Asian countries and take
that onboard in any attempt to compare
their performance and draw appropriate

1 As shown in Alemayehu (2017a), this is also a period where the African terms of trade was positively deviated above the century old
declining trend. This explains the significant role of the external sector and the colonial legacy in shaping growth in Africa.
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lessons (see Alemayehu, 2017b).

Drawing such lessons need to begin,
as in East Asia, by investing in social
development which will be crucial for
African developmental states. As noted by
UNECA (2011) over 90% of Singaporeans
today live in owner-occupied public
housing. Taiwan has subsidized health
and education (Castells, 2000 cited in
UNECA, 2011). Thus, a developmental
state must prioritize human and social
capacity building as the means of
ensuring the required knowledge, skills
and conducive social environment for
development (UNECA, 2011). To do this,
according to Mkandawire (2010), there
is a need to change the maladjusted
African state from its IFIs assigned
regulatory function towards democratic
developmental function; and according
to UNECA (2011), in the context of such
new functions, there is also a need,
among other things, to revive national
development planning that will be
carried out with capable bureaucracy and
experts. In Africa, UNECA (2011) noted,
development planning was “the hallmark
of the post-colonial development
strategy, which was mistakenly attacked
and rebuked under the SAPs” (see also
Mkandawire, 2010). However, with the
failure of SAPs acknowledged, and the
rethinking of bringing the state “back
in”, even among the IFIs, the UNECA
(2011) argued for bringing about the
era of development planning with
skilled experts and able bureaucracy. As
Mkandwire (2010) noted
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In Africa, as elsewhere, originality
and experimentation are important
in devising new institutions [of a
developmental state]. The lesson of
history is that there is no one-size-fits-
all developmental state model. Given
the importance of context specificity,
we should also bear in mind that
there are no fixed prerequisites for
the establishment of a developmental
state. Each country will have to
‘discover’ its constraints and capacities,
selectively and creatively learn from
others and manage its destiny.
And this will demand openness, a
deliberative political culture, creativity

and originality.

By way of conclusion and as illustration
of the -existence of developmental
states with success in Africa as well as
the potential for having such state in
other African countries, I would suggest
readers to look into the case of Botswana
and Mauritius that are discussed in
detail in Alemayehu (2017b). Hoping
that this brief article offered us the
basic understanding of concept of the
developmental state and its challenges
and opportunities in African context, we
will examine the implications of having
such developmental state for financing
development in general and the financial
sector in particular. This will be done in
future issue of MUDAYE.
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Rural households, in Ethiopia, are
predominantly agrarian. Agriculture has
contributed about 39% of the Gross
Domestic Product (GDP) and absorbed
about 80% of the labor force of the
country (MoFED, 2016). Due to lack of
agricultural technologies and erratic
weather condition, large number of the
rural population lives under poverty. In
country such as Ethiopia, where the
majority of the population dwell in the
rural areas increasing the productivity of
agriculture using modern technologies
and expanding rural Micro and Small
Enterprise (MSE) plays vital roles to
boost up the economy and integrate
agriculture with value adding MSEs.
In this regard, rural finance could be
considered an important ingredient
that facilitates the productivity of the
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agriculture sector, fosterss rural MSEs

and bolsters agriculture-enterprises
linkage. Thus, providing micro-saving
and credit service in the rural areas has
a paramount importance in enhancing
agricultural productivity and encouraging
rural entrepreneurship.

Although rural finance is frequently cited
asthemainelementtoruraldevelopment,
rural households have only little access
to formal financial services in Ethiopia.
This is due to a number of factors; of
which, distance from formal financial
institutions, document requirements
of formal financial institutions to open
account and minimum account balance
set by the institutions can be mentioned.
Consequently, people in rural areas tend
to use informal and semi-formal financial
institutions (Mujeri, 2005) despite their
being costly as compared with the
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formal financial institutions. However,
by understanding the potential of the
underserved population and abiding with
the government’s aspiration to increase
formal institutions presence, that is,
reaching 5736 bank branches and micro
finance institutions (MFIs) at fifty percent
of kebeles by 2020 (Second Growth and
Transformation Plan [GTP II], 2015),
Ethiopian formal financial institutions
(banks and MFIs in particular ) are
working to increase their accessibility
through expansion of branches, outlets,
agent banking services and other
alternative e-banking channels such as
mobile banking etc. This might however
be impeded by savings habit, awareness
level, institutional preference, income
and other demographic characteristics
of the rural households. Additionally,
researches (Graf and valle, 2012;
InfoResources, 2008 and Rabobank,
2005) claim formal financial institutions
are not willing to serve the rural poor
households since they are associated
with high risk and transaction costs. This
may limit the expansion of banks in
urban and semi-urban areas. The aim
of this study is to assess the access of
rural households to financial services. It
specifically seeks to:

e Analyze rural household saving
behavior and mechanism;

e Identify rural household credit
source and purpose; and

e Identify factors affecting rural
household saving decision and
access to credit.
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The study used secondary source of data,
mainly from Households’deposit potential
assessment survey of Commercial Bank
of Ethiopia (CBE), which was collected
from October to November, 2015 from
four regions, namely Amhara, Oromia,
SNNP and Tigray. It systematically
segregated the rural household data
and reached a total of 1579 household,
of which, Amhara, Oromia, SNNP and
Tigray constitute 487, 619, 427 and 46
households, respectively.

Descriptive and inferential statistics was
applied. The descriptive form of the study
was presented in tables and graphs, and
the inferential aspect was analyzed using
logit model. This helped to identity the
factors affecting savings decision and
credit access to rural households.

Gujarati (2004) specified the functional
form of logistic model as follows:

1
P=E(y=1|x)) = ———— 1
=EG=10)= ——n ()
For simplicity,
P=EG=1)= —— = 2
(A== 14+e% 14e? 2)

Where, Z;=xf =fy+ frx; + PoXy + -+ BuXy
Here is an intercept, p,., &pB, are
coefficients and X1,%2, & X, are relevant
household characteristics.  Equation
(2) represents (cumulative) logistic
distribution function. The probability (P,)
is the probability of decision to save and
access to credit. On the contrary, the
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decision not to save and not have credit
(1-Pi ) access can be expressed as:

(3)

Now, the odd ratio in favor of household
being saver or have credit access
presented in question (4)

@fi _1ter
1—-P 1+e %

= e“Zi

(4)

The study took the natural logarithm of
equation (4) and obtained the following
equation:

i

P
L;=In (ﬁ) =z;= P+ foxgt ot By (5)

That is, L;, is the natural logarithm of
the odds ratio, is not only linear in the
explanatory variables, x,’s, but also
(from the estimation point of view) in
the parameters £ is called the logit,
and hence the name logit is given for
models like in equation (5) above.

Table 1 shows the variables i.e.
dependent and independent variables,
their hypothesis and measurements.

Table 1: Measurement of Decision to Save and Access for credit

. Type of Hypothesis
Variable Code Variable DS A Measurement
Decision to Dependent variable. 1 if the
DS Dummy .
save household is save, else 0
Credit Dependent variable 1 if the
CA Dummy + household have credit, 0

accesses :
otherwise

Drought DP Dummy ) | 1if dro_ught prone area, 0

prone otherwise

Dependency Dep Discrete - L | D aSP 6FF inesE el
members

Distance from | - np | ontinuous - - |1In KM

the bank

Remittance RE Bt + ) 1if recglpt remittance, O
otherwise

MFI_s N MFIA Dummy + + 1if the_y are available, O

availability otherwise

Income Inc Continuous + - Household income
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: Type of Hypothesis
Variable Code Variable DS A Measurement
1 farmer, 2 trader, 3
government employee, 4
Occupation Occ Dummy + | private employee, 5 casual
employee, 6 pensioner, 7
MSE and 8 others
1 illiterate, 2 read and write,
Education Edu Dummy + | 3 primary, 4 secondary, and
5 tertiary,
Age Age Continuous + Age of household head in
years
Sex Sex Dummy = 1 male; 0 otherwise
Planned 1 if the household head has
. PE Dummy + |a planned expenditure, O
expenditure .
otherwise
Animal value AV Continuous + Eisrtrlmated i) YELE
Agricultural AP Continuous 4 The size of agricultural plot
plot in hectar

Rise in price

of agricultural | RPI Dummy + |1 if yes, 0 otherwise
input
Increase in
price of goods | IPGS Dummy + |1 if yes, 0 otherwise
and services
NUFBER G 1 lifetime, 2 greater than
. 20 years, 3 10-20 years, 4
years in the NY Dummy +
_— 5 -9 years, 1-4 years and

below 1 year

4.1 Rural Household Saving
Behaviors and Choices of
Saving Mechanisms

Rural household save their money in
cash or/and in kind. A humber of reasons
might affect the saving form of the rural
household. Of which, the main reason
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to select the saving form, either in kind,
cash or in both forms, is distance from
formal financial institutions. Household
far from formal financial sector may
save in kind to protect their money
from theft, avoid inconvenience, etc.
Conversely, the household that resides
close to financial institutions largely save
in cash. The result of the study indicate
that most of the rural household (41.9%)
save in cash. The rural household who
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prefer to save in both forms, i.e., in kind
and in cash constitute 36.9% and the
rest 21.2% save in kind only. The cash
saving suggests the good potential of
rural areas for resource mobilization of
formal financial institutions.

Figure 1: Rural Household Saving

the rural household (49.7%) increased
through time, implying that the saving
potential of the rural household has
improved. Only about 17% and 14%
of the rural household savings remain
constant and decreased respectively.

Incash

Inkind

Inboth

Source: CBE’s Deposit Potential Survey

Improvements in the saving behavior
invigorate the saving decision of
household. The response to the question
about their saving progress is depicted
in Figure 2. The saving of the majority of

Figure 2: Progress of Saving in Cash

Rural households whcieh stopped saving
constituted only 6.1%. On the other
hand, 12.6% of the households never
saved in cash.

60.0%
50.0%
40.0%
30.0%
20 ocy: 12.6% 14.4% 17.2%
10.0% 6.1% - -
0.0% N , . .
Stopped saving Never saved in Decreasing Constant Increasing
cash

Source: CBE’s Deposit Potential Survey




In the past decade, government and
other stakeholders strived to expand
Microfinance Institutions (MFIs)
throughout the country to meet the
increasing demand of financial services.
The expansion of MFIs is expected to
have a positive impact on the saving
behavior of rural households. Figure
3 shows the proximity of MFIs to rural
household. The majority of households
(78.6%) conveyed that MFIs were
available in their localities. The rest
21.4% of the households had no access
to MFIs services in their localities.

Figure 3: Availability of MFIs

80.0%

60.0%

40.0%

20.0%

Yes No

0.0%

Source: CBE’s Deposit Potential Survey

Formal financial institutions are not
the only placess to save in rural areas.
Informal saving mechanisms also play a
significant role in saving. As shown in
Table 2, the majority of the respondents
(49.1%) chose banks for their savings
followed by home saving (36.1%) and
MFIs (32.36%). Saving in the form
of equib was made in 16.7% of the
household while saving with relatives was
the least (0.82%). The choice of the rural
household banks was most likely due to
the recent branch expansion of banks in
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rural areas. Home saving, nonetheless,
remained very high, suggesting the need
for public awareness creation via public
education and increased accessibility.

Table 2: Choice of Saving Mechanisms

Institutions Frequency Percentage
Banks 775 49.08
MFls 511 32.36
Home 570 36.10
Relatives 13 0.82
Equib 263 16.66

Source: CBE’s Deposit Potential Survey

Trust in financial institutions also affects
the choice of saving mechanisms.
Household were asked about their
preference, and 86.7% of them revealed
that banks were the most trusted
saving mechanisms, followed by MFIs
(5.3%). The disparity between banks
and MFIs, regarding trust, is very high.
Home saving, saving with cooperatives
and relatives were the least trusted
saving mechanisms. Though crude, the
household perception towards banking
institutions looks high.

Table 3: Trusted saving mechanism

Frequency | Percentage
Home 1 0.1%
Bank 1369 86.7%
MFI 83 5.3%
Equib 30 1.9%
Cooperatives 10 0.6%
Relatives 10 0.6%

Source: CBE’s Deposit Potential Survey

av-8¢ 7P2/Mudaye Neway




4.2 Rural Household Access and
Source of Credit

Access to credit is important as it
helps rural household to improve their
agricultural productivity as well as
expand their businesses. This study gave
emphasis to access of rural household
to credit. Figure 4 indicates only 30.2%
of the rural household that had access
to credit with formal as well as informal
credit providers. The rest 69.8%
household did not have credit access.

Fig 4: Do You Have Credit Relationship
with either Formal or Informal Financial
Sources

100.0%
50.0%

0.0%

Yes No

Source: CBE’s Deposit Potential Survey

Household require credit to fill resource
gaps. Thus, the study focused on the
financial pressure of the household using
agricultural input purchasing ability to
understand whether there were resource
gaps since most of the household were

farmers. Figure 5 shows that the
majority (45.7%) of the rural household
faced high financial pressure to buy
agricultural inputs. some 38.5% of the
respondents faced moderate financial
pressure, and the rest 14.6% and 1.2%
of the respondents low and no financial
pressures, respectively. This indicates
that there were financial resource gaps in
the rural areas. The low access to credit
might not be because of unwillingness to
borrow, rather more likely due to more
stringent barriers to credit access.

The financial pressure looked very high
but access to formal system was very low.
This might force the household to borrow
from usury (individuals) at high interest
rates and other informal forms. Table 4
confirms that MFIs were the main source
of credit for rural household (57.2%).
However, 19.8% of the rural household
credit came from individual lenders.
Bank and relatives were the least ranked
sources. Households prefered banks
for deposit; but when it came to loans,
MFIs and individuals (usuries) were key
sources. Thus, this imbalance needs to
be adjusted for rural finance to thrive
and the rural economy to improve.

Figure 5: Financial pressure to buy agriculture inputs

50.0% 7

40.0% A
30.0%
20.0%
10.0% A

0.0%

High Moderate

Low None
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Table 4: Sources of Rural Household Credit

Source Frequency Percentage
Bank 17 3.62%
MFIs 269 57.23%
Relatives 12 2.55%
Cooperatives 40 8.51%
Iquib 15 3.19%
Individuals (Usury) 93 19.79%
Others 24 5.11%

Source: CBE’s Deposit Potential Survey

5.1 Determinants of Saving
Decision and Access to Credit

The study used logit model to explain the
factors that affect saving decision and
accesses to credit of rural household.
In doing so, it checked multicolinearity
test. The result showed that the test was
normal and could proceed to regression.
Table 5 presents the econometric results
of saving decisions and access to credit
functions.

The econometric result revealed that
rural household that resided in drought
prone areas were less likely to save than
in non-drought prone areas. In terms
of accesses to credit, there were no
significant difference between drought
prone areas and others. Household size
was expected to have relations with
saving decision and access to credit.
Yet, it had no significant effect on saving
decisions as well as access to credit.

Distance from the bank was supposed
to affect saving decisions and access
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to credit of household. But the result
revealedthat it had no significant
effect on saving decisions. However,
distance from branches did significantly
affect households access to credit. The
household who were far from branches
have less likely to access credit. This was
due to high concentration of MFIs, that
are the main source of credit for rural
household, in the areas where branches
existed.

Household who receive remittance from
domestic as well as foreign source are
expected to have a better stand on saving
decisions. Surprisingly, these household
had no significant difference from others
on saving decisions. However, they were
less likeliy to access credit, compared
to others. On the other hand, the result
revealed that in MFIs available areas,
the rural household made more likely
saving decisions and had access to credit
than others. Additionally, the study used
access to credit as a factor of decision to
save. The result indicated that access to
credit had positive and significant effect
on saving decision. This implies that
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access to credit bolster the awareness
of household towards saving perhaps
suggesting the interconnectedness of
the two.

Increase in household income is
expected to increase saving decision.
Consequently, it decreases the household
access to credit because they feel well
off. The result in Table 5 seems aligned
to the above expectation. The upsurge
of the household income increased the
probability of saving. It had inverse
relationship when it came to credit.

Occupation was expected to affect both
saving decisions and access to credit,
but only traders had better chance to
make saving decisions as compared
to farmers. Other occupations had no
significant difference in saving decisions

as well as access to credit. In rural areas,
education and age had no significant
effect on a saving decision and credit
access.

Planned expenditure was expected to
increase the probability of saving and
access to credit. The result, however,
showed that planned expenditure triggers
household to access credit rather than
decisions to save. Increase in the price
of agricultural inputs, goods and services
had no effect on saving decision, instead
it increased the probability of access
to credit. The household that resided
between 10 to 20 years in the area were
less likely to reach saving decisions and
the household that resided from 5 to
10 years have more probabily accessed
credit.

Table 5: Regression Results for Saving Decision and Access to Credit (Odds Ratio)

VARIABLES DS CA
DP (Yes) 0.532%* 0.786
(0.132) (0.127)
Dep 0.957 1.044
(0.048) (.032)
DB 1.0202 0.983**
(0.0159) (0.007)
RE 1.1494 0.605*
(0.398) (0.137)
MFIA 1.4999* 2.192%**
(0.3609) (0.363)
CA 1.769**
(0.515)
Inc 2.1697*** 0.857***
(0.246) (0.052)
Occupation
Trader 4.2686%** 1.238
(2.0608) (0.239)
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DS CA
Government employee 2.23286 0.943
(1.141) (0.306)
Private employee 0.638
(0.498)
Casual employee 2.453 0.358
(2.574) (0.236)
Others 0.382
(0.538)
Education
Read and Write 1.462 1.057
(0.603) (0.251)
Primary 0.9602 1.013
(0.273) (0.177)
Secondary 1.336 0.847
(0.627) (0.215)
Tertiary 2.887 0.809
(1.917) (0.269)
Age 0.996 0.991
(0.009) (0.006)
PE (Yes) 1.17 1.54%***
(0.272) (.197)
Sex 1.176 1.524
(0.44) (0.427)
AV 0.999 0.9999998
(1.41e-06) (1.69e-06)
AP 1.059 1.019
(0.095) (0.016)
RPI (Yes) 0.919 1.818%**
(0.303) (0.306)
IPGS (Yes) 0.1216 1.632%**
(0.384) (0.241)
NY
> 20 Years 0.917 1.193
(0.331) (0.235)
10-20 Years 0.295*** 1.246
(0.115) (0.312)
5-9Years - 1.98%*
(0.601)
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VARIABLES DS CA

1-4 Years 0.425 1.046

(0.2577) (0.338)

<1 Years 0.108* 1.002

(0.132) (1.038)

Constant 0.004*** 0.678

(.004) (0.460)

Observations 1,356 1,422
Robust standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1

Rural finance is of paramount importance
in enhancing agricultural productivity,
encouraging entrepreneurship, and
fostering economic integration with the
urban as well as boosting up the whole
economic growth. However, due to a
number of reasons, rural household have
no sufficient access to finance. In view
of this, after analyzing and interpreting
the enabling as well as impeding factors
for access to financial services, the study
has come up with the following key
findings and recommendations:

» The formal financial institutions
are highily pressurized in
collecting deposits. They compete
in the urban areas to meet the
credit demand of private as well
as public sectors. At this point,
there is also a need of formal
saving mechanism where most
of the rural household save in
cash (41.9%) and home saving
is higher than MFIs. Considering
this, the formal institutions,
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especially MFIs, have to expand
since they have significant effect
on the decision to save and credit
access to rural household.

Home saving has large share even
in areas where MFIs are operating.
Thus, MFIs have to work in
creating financial awareness of
household using the media in
rural areas thereby meeting their
deposits need and contributing to
the financial inclusion effort.

Public trust is the most important
element of any business entity. But,
it is more important for financial
institutions. The finding indicates
that trust of the rural household
on MFIs is very decimal. So, the
MFIs have to develop trust in the
eyes of the public and monitor
same periodically.

Although credit facility is a key
for rural households to increase
agricultural productivity and
expand their businesses, 69.8%
of the rural households do not
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have credit access. As a result,
the formal financial institutions
especially MFIs should expand
their micro credit facility to
underserved rural households.

» The credit portfolio shows that
credit granting is biased to the
businesses operators. Therefore,
the financial institutions have
to give emphasis for small land
holders also.
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The New York Times (NYC) reported that
Eric Broadley had died in May 2017. Due
tomyinherentlove of race cardesign from
as a youngster, I immediately recalled
Broadley when I read his obituary, which
noted, “Broadley, a tinkerer and self-
taught engineer, started building cars in
his spare time at the urging of his cousin
Graham Broadley. In 1958, they emerged
with the Mk1, a lightweight sports car
that Eric Broadley raced at the Brands
Hatch track in Kent. In a qualifying heat,
he raced faster than anyone there ever
had.” However, a race car driver, most
assuredly Broadley was not as he had
points deducted for his erratic driving on
the course. Broadley moved into full time
design when “the race meet’s organizer
suggested that a car that fast should be
driven by a better, quicker driver than
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him. Mr. Broadley agreed.”

Car design author John Starkey, said in
an interview that the designer “was on
the cutting edge of the wave at the time.
He was in the right place at the right
time and wasn’t afraid to experiment.
And experiment he did, from the late 50s
all the way through to this century. My
favorite Broadley designs were for the
Can-Am series inthe 1960, which allowed
unlimited engine size and aerodynamics.”
Race car team owner and patron Martin
Birrane said in a statement “Eric was
among the three most important people
in British motor sport. In world ranking
only Enzo Ferrari and Colin Chapman
were his peers.” That is about as high a
praise in the racing car design world as
one can receive.

Page | 25



One thing Broadley faced was trial and
error. He attempted but was never
successful at designing a winning car for
the European Formula One series. While
having the drive and stubbornness to
succeed in the wildly competitive world
of race car design, it also provides a
good lesson for the Chief Compliance
Officer (CCO) or compliance practitioner
that sometimes changing one’s mind
is beneficial for an organization. Tim
Harford, the Undercover Economist,
writing in a Financial Times (FT) article,
entitled “In praises of changing one’s
mind”, noted that "“U-turns can be
valuable, but they already have a poor
reputation.”

One of the highest values in the corporate
worldis consistency. While being stubborn
can be an asset in the corporate world,
it can be risky but when it takes being
consistent too far. As Harford noted,
“Discarding what does not work is an
essential part of progress in almost any
sphere of life. Designers and engineers
make prototypes. Programmers debug.
Writers edit. Medical researchers use
randomised trials to figure out whether a
treatmentworksorisworthless. Evolution
works through survival of the fittest. In
each case, there’s a way to evaluate and
discard what is failing.” John Maynard
Keynes famously said, "The difficulty lies
not so much in developing new ideas as
in escaping from old ones.”

Further, "Economic growth is built on trial
and error, with good ideas spreading and
bad ones disappearing. Agile businesses
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reinvent themselves, but often the
market does the job for them through
the bankruptcy courts.” Another way to
consider course adjustments is through
test and analysis of data. Harford noted,
“A wise policymaker changes course
thus: “"We had a promising idea, we tried
it out on the smallest practical scale, we
gathered data, we expanded our pilot
programme, and then once the evidence
was in, we decided that the idea wasn’t
working. We've learned a lesson and will
stop.””

In the compliance arena, the ability to
make changes is a critical element of a
successful and best practices compliance
program. This idea was phrased in
another way in the Department of
Justice’s (DOJ) Evaluation of Corporate
Compliance Programs (Evaluation) under
Prong 1, which states the following:
Prior Indications - Were there prior
opportunities to detect the misconduct in
question, such as audit reportsidentifying
relevant control failures or allegations,
complaints, or investigations involving
similar issues? What is the company’s
analysis of why such opportunities were
missed?

This approach is one that I find
particularly significant for the compliance
professional. Ifacompliance featureis not
working, you need to understand why itis
not working. Of course, you then need to
execute a course change to fix the issue.
However, you cannot do this without
data. Take your compliance training,
how does your organization measure
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its effectiveness. I once worked for a
company where its outside compliance
counsel had drafted a 268-power point
slide deck for compliance training, which
took a full 7 hours to get through.

After less than one year, it was pulled
by the same law firm which prepared it
because they did not feel that the training
was obtaining their intended effect; that
was to have every employee a walking
encyclopedia of Foreign Corrupt Practices
Act (FCPA) case law. Needless to say,
the trainings only use was to put every
non-lawyer who received it to sleep. So,
a course change was necessary.

Many CCOs are reluctant to consider the
trial and error approach for compliance
in other areas. They believe if there is an
error it could well lead to a compliance
violation. This is where having a protocol
in place for testing, following that protocol
and documenting the results will greatly
assist you going forward. The DOJ has
never sanctioned companies or CCOs
personally for trying new mechanisms to
do compliance better and more efficiently.
The reality is that companies simply fail
to engage in the bare minimum or worse
and get into trouble from that direction.

The key is to document why something
did not work through a root cause
analysis and remediate (change your
mind) based upon the documented
evidence. If the data demonstrates some
portion of your compliance program is
not working, figure out why and stop.
Your program will not be sanctioned for
learning a lesson and then applying it
to your program going forward. If you
do so with transparency, you will be
able to have your program both learn
and grow. Compliance programs which
are complacent are the ones which get
companies into FCPA hot water because
they do not learn and grow as the
business of a company changes.

John Maynard Keynes is an inspiration
in many areas and changing one’s
point of view is certainly one of them.
Keynes famously once asked, “When
my information changes, 1 alter my
conclusions. What do you do, sir?” In
the business world, there is constant
flux, from many areas and due to many
forces. An agile and nimble compliance
function should be operationalized to
allow the commercial operations to
move more quickly to changing market
conditions.

This publication. The Author gives his permission to link, post, distribute, or reference
this article for any lawful purpose, provided attribution is made to the author.

Tom is the author of the award winning FCPA Compliance and Ethics Blog and the
international best-selling book “"Lessons Learned on Compliance and Ethics”.
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POINT OF VIEW

New Year Flowers and Penciled Reliefs

Markos Reta

I opened my door for the third time
to find another kid offering another
drawing on a sheet of white paper, a
relief of a petal of the Rosa Abyssinica.
This was the morning of Ethiopian
New Year’s Day. The kids cried out,
‘Enqutatash!” as they offered their
colorings of mainly flowers, a ball or two
on one of the papers. The third drawing
had an image of a dove, too, with a
branch on its mouth. I honored it with
a glance or two, as I did the first two,
and with a couple of generous words
of admiration and of course a couple of
coins. All were tokens of New Year good
wishes — tokens of tokens, strictly, for
the drawings were reliefs or soft copies
of the true Adey flowers youngsters of

old presented their elders, as they still
do in the countryside.

Enqutatash, therefore, referred to the
bunch of Adey flowers as to Ethiopia’s
Adey rose-studded scenery seen at
the onset of its own unique New year.
We also used Enqutatash, as did the
kids, to state the obvious: the fact
of the coming of a New Year, and an
expression of good will, an equivalent
of a “"Happy New Year” prompting the
addressee to rejoice and thank God
for ushering him into another brand
new year. And the listener welcomes
the New Year wishes by declaring —
Glad that you arrived well!”, referring
to the Enqutatash in the feminine

—
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rather than to the well-wisher — as if
the well-wisher’s “"Enqutatash” meant
‘Lo and behold the beauty of the New
Year with the earth covered with Adey
flowers”; and the listener retorted,
“Welcome!” as if at the sight of the
New Year, as it were, in flesh. And
there often was one such or a token
[of the flesh] of the New Year: a bunch
of Adey flowers, this time, in the form
of drawings/colorings of flowers, not
necessarily of the distinctly rich yellow
Adey but a drawing of flowers all the
same. Paper drawings had to take the
place of the bunch of Adey flowers of
old, perhaps, due to the later’s paucity.
Perhaps, someone thought sketches
would be just as good besides teaching
children how to draw and present the
fruits of their brow to kith and kin and

Foint of view
neighbors, who gave them some coins.

The kids reminded me of my own
childhood; but it was the dove that
made me reflect on the religious and
calendric roots of the Ethiopian arch-
holiday. For, while I had sold my share
of drawings decades ago, but I didn't
know then that I was playing the role
of the dove, which, after the Flood,
returns with an olive brach to the
Patriarch Noah (Gen. 8:1).

Just as the new earth after the Flood
marked a fresh start for humanity,
punctuated with a new covenant by
God not to ever destroy earthly life
that way again, a new cycle of seasons
followed the end of rainy one, as a new
Ethiopian calendar year kicked off.
The unique Ethiopian calendar system




begins at the beginning, God'’s first day
of creation, according to scholars of
the Ethiopian Orthodox Church, such
as the late Alegga Ayalew Tamiru.
Aleqga says, the Ethiopian calendar
calculates the entire period since
the creation of the world, both the
Era of Judgment (BC) and the Era of
Mercy or the Christian Era. Therefore,
according to the Ethiopian calendar
and thought, Christ was born 5500
years after the creation of the world.
And 2009 years have passed since the
birth of the Christ with the 2010th year
commencing on 11 Sept 2017. The
5500 years of Adam’s suffering came
to an end with the birth of God from
our Lady the Blessed Virgin Mary, his
crucification, death and resurrection
to the salvation of man — hence, the
name, Era of Mercy. The total age of
the world covers 7509 years with the
7510th commencing this Ethiopian
year.

At the heart of the Ethiopian calendar
are its Scriptures, which scholars say
have been kept intact and differed in
number of canonical books as well as
in the contents of each, particularly,
the chronology of the descendants
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of Adam. Therefore, the Ethiopian
calendar system differs in its hours,
days, months and years. It starts at
the first chapter of Genesis, which says
in the beginning God created heaven
and earth.

I took another brief look at the dove
on the drawing and noted at once how
sketch was quite unlike the bunch of
Adey flowers and the dove it tried to
render and how deeply entwined with
both. For, the bunch of Adey flowers, as
much as the kid’s too carefully penciled
portraits, heralded the advent of a
new year. And the dove on the paper
presented to me on New Year's Day
pointed to the end of the rainy season,
were reminiscent of the clear skies
of old, those that followed the Flood,
which were all signs of good tiding for
the Patriarch Noah.

Just as the first day of the new year was
the closest to the last day of the old
one, the kids reminded me of my own
childhood and the continued tradition
of kids offering presents and blessing
the grownups, while the images in the
drawings brought to life bygone events
such as the Flood.
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CRE Earlier Branchers

Some of the Earlier Branches of the Commercial Bank of Ethiopia Opened
In Different Regions of the Country
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