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AYKA ADDIS 3

Textile & Investment (5

Ayka is vertically integrated textile manufacturer, covering
spinning, knitting, dyeing, garment and accessorize
production facilities located in Turkey. The same
construction of production is being implemented for AYKA
ADDIS TEXTILE AND INVESTMENT GROUP, Ethiopia too.
Our spinning Factory is built on 14,200 m2, knitting
Factory is built on 8,200 m2,Dyeing Factory is 18,150 m2
and Garment & Main Building is 30,000 m2.

Our spinning factory started production in 2008 and knitting
factory started production in 2009.

- Our Garment will be utilized
* with the most modern

~ machinery park to fulfill the
" needs of European market.

Tel. 251-116616951
Fax 251-116616952

w—— /|

“’;‘

i' F

i..r |
I




RS hert

@ |

AAEE2 P AT A7 1007 Yoot
%A PTHIE AR Rl

PPI>H 2002 LG 45

A Special Issue Magazine prepared
for the 100" year Anniversary of
Development Bank of Ethiopia

October 2009 No.45

PN hrkovs AOENNSPH:

CYINTPOPST VT Pl 18T
AT
1007 Yoo~ 19N N2 AL 0ot

oA T B TR e B A B

ov-A\7, 0 hPAm:
LLPT (L6
hOATI00 TP L
Al 921

AT 775 LAA
19 0.0f-

473707 PAVT
ANT>7 fionA\N

a-A1A(.
Nn0A
Nn0A
Nn0A
Nn0A
Nn0A
Nn0A

Ochés

Pové. T ¢
oo+ Pt 0.9f

naJ-oy.
Pht0=5%0e A% O7h

SN0T
TP1E Ol4y-

nJ’l
NS “71-27.° 0.1

2 0Yareey CONTENTS

a7 Pl havdnC G 3
A-NA(, aeAdh-t
Message from the Board Chairman

TNl avdOnt
The President’s message

PhTEL L AT 0Fh 8
av[w[T] av\ Ol

Pav 5 Gavi| ﬂ%\‘ 0

N2t 008 1ottt A0A0, avAdh-T

11
12

AT Q70 OA 5 ¢
100 9ot AN+ AICTT

ChACLL A“VE AT PHC WEPE
PCAG P79 TINGP Ch TP “1INC

Paste% e PCA O7h 14

PAACL P PACAS €79L O7h
PAACLL AT | LanToo ) 070

10

PHIC 174 “ING4. L QAANOLT ”7'7(]611

PACAST A7%0T¢ AT O7h

S



26

A A7 ARG E A% AR ADTTLEP

20

PACAST A7%0T¢ HCET PA @ A1A AT
ATV OTh h."7 AF A7 AMNCSD DGR A DS,
21 AR 7506 NGA 33
Ph 050 AT QO7h A0G 7Y,

49 a3

AATIANFT GA
A.n5 9y, A’V Q7h PaMNTe- AT
AIADFT eTCERT POt

AIA0 T
Q70 WIANT

PI°NCS C-bRLh AMANT
el VTR WAA RS
AN LCEAT 0

a6 a9

618 TINTRRC Statement of Loan Approvals,
Disbursements, Repayments
and Loan outstanding

A short history of

Development Bank of Ethiopia




At oAl 4770 CAFER e PTG 1950 WAr2AN7 PT SLLATCST
CAPXe ATV AT E- hawd-C NCL ANANL

eO70 e
nood~C; NCL:
N0, oo ont:

aa. ANP Ll L9 A A4S AU<7
AN Wl RTS09° AHY  HET
O Pl ARLITUCT oA PQTH-
Wl R0 0 AATUC AAAD-::

AT oPo- J41, Ut ”C
PALS  “MWNEPT  ADTLPeP  TIACT
eS0T o7 Adhé LV IHPTE Pt
T P4t oL LATA NG E PO At
AVT@:: QLY A79C Po1.84010- LB9°%
AAD ANcé0 TN W&Vt A9l ov-P
AN oY Lw- NN 0TPST L
ANAT RCa Tt (Fen "¢ (1P LLLEm- OA.
HCET U-A- NP7 P € 1184 AT EB. 257
LA

4. 03451 01T oI RAG

I would first like to congratulate all employees
of the Bank, past and present, and all those who
have worked hard for the commutation of this
occasion.

It is evident that developing countries are faced
with huge developmental needs, which require
a concerted effort against entrenched socio-
economic problems such as acute poverty. It
is equally evident that the long and arduous
struggle against poverty and the fetters of
underdevelopment in general necessitate not
only the dedication of all concerned but also a
set of carefully crafted strategies in all relevant
sectors.

One such key strategy of governments in
developing countries relates to the all-important
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financial sector, which plays a crucial role in the
commondriveforpoverty alleviationandenhanced
socio-economic transformation. The area has also
remained to be of special concern for long largely
because of the inherent structural problems of
developing economies and their characteristic
shortcomings like the dire need of strategic
projects for close financial and technical support.
A typical shortcoming of the embryonic markets
in underdeveloped economies is, therefore, that
most priority area projects of national significance
become unnecessarily starved of basic capital
and technical support, while it is unquestionably
true that it is exactly such strategic projects that
contribute substantially to the proper utilization
and exploitation of every nation’s comparative
advantages. This natural tendency of such
underdeveloped markets to focus on short-term
commercial objectives, led by the profit signal,
often works against socially and economically
profitable projects by constraining resource
flow. It is thus such grave market distortions and
resource allocation problems of underdeveloped
markets, commonly known as market failure,
which call for government intervention and the
crafting of a distinctive and appropriate solution
in the area of financial intermediation.

The Development Bank of Ethiopia is, therefore,
one such strategic government institution
established with the sole objective of correcting
and to the extent possible alleviating the resource
allocation bias of the market against strategic
projects. This is thus exactly why the Bank
is entrusted with the mandate of providing
medium and long-term credit together with close
professional support to the priority areas of the
economy by closely reading the strategic direction
of the country. Obviously, the contribution of
such specialized banks at this stage of national
economic development can only be described as
crucial and indispensable.

It is at the same time more than evident though
that such a huge responsibility and central role in
the drive for national economic developmental
requires a high-level of institutional organization
and preparedness. Although, it is understood
that the Bank had, in its long history, to contend
with difficult and at times untenable operating
environments, it is nonetheless equally true that it
cannot continue to function at the pace and level of




LTCNIA:: ALV PIGo- 9°0701T
N+CAN P27 Pm 4.M7 Ph.hT) AOPG
AL LPSTA:: NANVI® 4.7 Ph.hG 7Y
ao-r QAN+ AV oPT omi 7t
POTS P27 LCP-E (197 P07 Lwm-
W/l P h\amPAL PhLLELET Aot NF
Yo-:: (leoPr9° Q70 1PCOA- N7
aoow/l P PhAwiC LT Ao Th) I L
PLATT 07147 PNAMm oI 175
D AANTT AN (G ool
AT

AAD- ool 3P PhLLEET AP
naza- oOr 09°A0 oA oo 04
NIV o AN, CPT W75 CCP:
nr2Loo)t %497 K79C  ANTEENRP
TEENT 0l9° A700TCT PoL0mo-
LB Pm0T  RWIAINT  LUPGA::
NAUrI9° &CPe-1: AaTCeentT  $L9:
ATINNCT  PLCHE T havdC oL9°
ANVESRC ALTINET Po20mo- Ehihe

€96 PYE av)pshm-G oo PP AV
LANA:: ATV LCEIP NP ho7
AP PoUFACT O-Fhd2-L Pao-r V&T
Pavow 3P KLLBPT Ao-m- GA71PT

01724 oo OAMG 10

Ao NAS%A %A Hoo7S (N TAomo-
A%0 Q7 AADCOT o210 mdoLD-
Pfam  MMME 80 o7 Uo7
?4-£5770 U0 NA200 PaomPd® 505
NPT o NP9 CUNT AP P97
N07744A (HY A79C PLCPA7 Pneyrt
0211 e "7¢ AV P213-0
Po-m 3t v GA Ll PA:: AAHDYI®
P77 U0t QA0 Neomed® OA
Pl Mol G WG o MW7 NCES
CPTE Pl 1L COUIVTF @ aoPE
ALANNNTY o070 (0hA- AQ70 2477
oy LNLAN07 CTTHANG PO A LI
AdP9® NL.PL oom? N"1L:(L41 av @147
A7 PPN wINR ADAAY-::

Nooen,l.49° ANT0: -FAOD opdf T m77hl.m-
ool AL A“LTT VA ATRI1T W70
AN oo fF Qoo (190 ALLATU-
ANAD~::

A5 AV :

efficiency of the last century. The main reason for
this is of course the prevailing new environment
and increased thrust for fast development, which
demands an equally enhanced and commensurate
drive from the Bank. Hence, the success of the
organization in the current fast changing economic
environment can only be guaranteed by the extent
to which it makes itself relevant to the times
through complete organizational transformation.
Efforts should, therefore, continue to be made
to improve upon and tune and retune, as and
where necessary, the test results of the study on
Business Process Reengineering (BPR), which
was implemented recently.

Further, the need to meet the objectives of
organizational transformation becomes of
particular significance to the Bank because
of the mission critical role of efficient, up to
standard professional support to customers most
of which happen to be strategic investors. In
short, the required proficiency in project design,
project implementation and close technical and
managerial assistance to customers, which as a
rule should all be the whole marks of the new
Bank, can only be achieved through persistent
drive for change and the full implementation of
the objectives of organizational transformation.

The other equally importanta and associated
focal point of action for the new Bank, in the new
century, concerns the utilization of scarce financial
resources. This necessity basically emanates from
the fundamental role of efficient and optimal
utilization of available resources in promoting the
objective of institutional sustainability. A lotis also
expected from the Bank as regards the additional
and conspicuous need to improve return on assets
and asset quality in general. It is, therefore, hoped
that more stringent and concerted effort will be
made by management and employees at large in
the future, in order to ensure the optimal utilization
of resources at hand, while it goes without saying
that the government on its part will closely back
and support all efforts made in this direction and
ensure that the Bank is adequately funded and
capitalized for its objectives.

Finally, I would once again like to say happy
centenary to all those working hard for the
realization the Bank’s sacred mission.
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The President’s
Messdage

This is beyond doubt a momentous time in the history of
the Development Bank of Ethiopia. Indeed, very few local
organizations can claim such a very long and uninterrupted
service to the public. I am, therefore, honored to have this
opportunity and to congratulate past and present employees of
the Bank and all those who have worked hard to immortalize
this centenary. This, however, is not time for celebration
only, as it is also a time for stalk taking in preparation for
the challenges and opportunities of the new century.

The Development Bank of Ethiopia is truly a unique
organization with a very important mission. As a bank
established for the promotion of specific government
policy, its mission and specific objectives have always been
closely intertwined with the solemn objective of supporting
the socio-economic development of the country. It is thus
considered to be an organization with a singular role in
the government’s drive towards the national economic
development objective.

The Bank of course began very small and emerged to
its present position only lately. Its early predecessor is
considered to be “The Societe’ Nationale d’ Ethiope’ Pour
le Development de I’ Agriculture et du Commerce”, which
was established in 1909 during the era of Menelik II. The
Bank has clearly had its ups and downs like any other
public institution operating in a society under continuous
transformation. It has gone through various challenges
and change of forms since its establishment, including
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the frequent change of focus areas mainly on account of the
substantial socio-political transformations that the nation had to
go through in the last century. Whereas, such necessary changes
and alignments of institutional objectives with the times are to
be expected, it is nonetheless, true that these frequent changes
have also taxed the all-important institutional streamlining and
institution-building objective. The road traversed in the last
century has not, therefore, been all smooth and rosy nor has the
service provided by the Bank been without problem all along
this time.

An equally important and undeniable fact, however, is that the
DBE has also, during this same period, been instrumental in
the initiation and establishment of very important projects of
national importance. Its areas of venture have encompassed
almost all areas of development including the agricultural and
industrial sectors. The name of the Bank is thus justifiably
associated with huge plantation developments, textile
and cement industries, pharmaceuticals, manufacturing
establishments and countless small enterprises all over the
nation. The Bank has been and still continues to be the foremost
institution particularly as regards the financing and support of
strategic projects.

Notwithstanding the vital role it has played to date, a lot
more is expected of it in the future mainly because of the
enhanced and all-round national drive for fast socio-economic
transformation. This is in fact exactly why the Bank has been
making a serious effort, particularly in the last two years,
to undertake a comprehensive transformation program and
prepare for a growing and demanding role, i.e. the pursuit of
the prominent goal of effective and efficient service delivery to
its customers in general and strategic projects in particular.

Accordingly, the results of the study under Business Process
Reengineering, just implemented, are now being tested and
closely monitored. The findings of the test on the implemented
study results together with the opinions of various stakeholders
will then be used as an input for making the necessary
corrections before the successful completion of the change
movement is officially declared. This long-awaited outcome
of the study and the final institutional readiness for public
accountability will be completed at the end of this budget year. It
is strongly believed that the final process to be institutionalized
will not only bring about substantial transformation in service
delivery and customer satisfaction, but it will also contribute
significantly to the expansion of the Bank’s business and asset
quality improvement.

I would, therefore, want to call upon all employees of the Bank
to ensure that this promise to the public is fully upheld and to
rise in unison and face the challenges and opportunities of the
new century and millennium with new spirit.

Once again [ would like to say happy centenary to all employees
and to all those who value and cherish the Bank’s mission.
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Fiscal Loan Loan Collection Loan Fiscal year
year Approval Disbursement (Loan Repayment) Outstanding in E.C
1970/71 16,043 6,111 6,954 46,515 1963
1971/72 29,221 28,169 21,482 55,953 1964
1972/73 47,111 43,962 22,882 75,860 1965
1973/74 47,875 35,325 19,277 89,116 1966
1974/75 75,864 71,827 24,050 136,010 1967
1975/76 194,064 141,494 54,057 221,011 1968/69
1977 200,209 131,335 68,712 282,405 1969/70
1978 242,617 173,501 52,652 401,033 1970/71
1979/80 827,871 373,215 78,779 695,858 1971/72
1980/81 196,301 351,858 107,608 927,892 1973
1981/82 482,106 336,742 187,198 1,077,954 1974
1982/83 472,968 255,567 369,259 963,536 1975
1983/84 582,153 275,391 120,410 1,120,131 1976
1984/85 530,886 306,625 169,182 1,259,166 1977
1985/86 197,918 374,488 175,237 1,455,092 1978
1986/87 499,363 289,886 117,663 1,627,317 1979
1987/88 395,229 382,931 124,434 1,896,150 1980
1988/89 347,463 307,619 101,546 2,098,558 1981
1989/90 266,867 309,462 126,286 2,298,912 1982
1990/91 127,963 156,586 98,862 2,350,274 1983
1991/92 166,551 167,652 58,168 2,456,827 1984
1992/93 74,079 178,903 73,826 816,672 1985
1993/94 430,598 180,992 81,014 921,204 1986
1994/95 357,200 358,100 185,644 1,107,763 1987
1995/96 668,200 538,600 255,321 1,407,398 1988
1996/97 696,832 638,284 361,623 1,470,493 1989
1997/98 781,285 705,253 497,807 2,761,735 1990
1998/99 604,920 553,720 397,080 2,499,440 1991
1999/2000 356,800 456,960 411,100 2,783,500 1992
2000/01 212,940 227,680 350,800 2,911,130 1993
2001/02 127,337 111,292 242,472 2,976,787 1994
2002/03 120,866 69,177 266,290 2,996,380 1995
2003/04 434,215 294,896 230,309 4,331,088 1996
2004/05 777,510 575,651 323,318 4,911,826 1997
2005/06 1,667,314 649,335 582,883 5,376,466 1998
2006/07 3,325,033 792,607 764,785 5,865,468 1999
2007/08 1,856,746 904,477 606,848 6,357,967 2000
2008/09 2,783,842 1,304,040 655,906 7,508,725 2001
Total 21,222,360 13,059,713 8,391,724

Source: DBE annual report
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(‘000 Birr)

F;sec‘:l Agriculture Industry s(::Cife Total Flsic:‘a:ggar
1970/71 13,166 1,836 1,041 16,043 1963
1971/72 19,197 6,718 3,306 29,221 1964
1972/73 17,132 28,958 1,021 47,111 1965
1973/74 26,183 19,527 2,165 47,875 1966
1974/75 64,766 3,698 7,400 75,864 1967
1975/76 180,275 1,402 12,387 194,064 1968/69
1977 156,513 22,574 21,122 200,209 1969/70
1978 150,229 31,126 61,262 242,617 1970/71
1979/80 687,081 96,651 44,139 827,871 1971/72
1980/81 179,351 7,661 9,289 196,301 1973
1981/82 480,531 1,575 482,106 1974
1982/83 438,415 15,422 19,131 472,968 1975
1983/84 509,025 60,329 12,799 582,153 1976
1984/85 516,396 14,083 407 530,886 1977
1985/86 141,663 47,013 9,242 197,918 1978
1986/87 400,075 25,196 74,092 499,363 1979
1987/88 261,960 129,300 3,969 395,229 1980
1988/89 221,118 120,403 5,942 347,463 1981
1989/90 204,287 57,545 5,035 266,867 1982
1990/91 75,686 38,308 13,969 127,963 1983
1991/92 131,280 17,739 17,632 166,551 1984
1992/93 34,688 24,400 14,991 74,079 1985
1993/94 102,922 311,571 16,105 430,598 1986
1994/95 204,200 118,200 34,800 357,200 1987
1995/96 309,100 302,200 56,900 668,200 1988
1996/97 380,746 163,102 152,984 696,832 1989
1997/98 414,435 286,566 80,284 781,285 1990
1998/99 399,820 146,330 58,770 604,920 1991
1999/200 206,000 68,200 82,600 356,800 1992
2000/01 124,820 60,930 27,190 212,940 1993
2001/02 73,942 32,343 21,052 127,337 1994
2002/03 61,194 53,056 6,616 120,866 1995
2003/04 189,450 150,860 93,905 434,215 1996
2004/05 335,866 347,169 94,474 777,510 1997
2005/06 270,953 1,278,230 118,131 1,667,314 1998
2006/07 2,024,705 1,059,982 240,346 3,325,033 1999
2007/08 356,060 1,265,697 234,989 1,856,746 2000
2008/09 261,299 2,106,627 415,917 2,783,842 2001
Total 10,624,529 8,522,527 2,075,304 21,222,360
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Develeopement Bank of Ethiopia

Loan Approval by Sector

1970/71 - 2008/09
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(‘000 Birr)

F;‘se;?l Agriculture Industry sg:c;:re FIS;a:EYS =
1970/71 4,011 2,100 6,111 1963
1971/72 19,152 5,711 3,306 28,169 1964
1972/73 19,440 23,501 1,021 43,962 1965
1973/74 22,675 10,465 2,185 35,325 1966
1974/75 55,630 16,197 71,827 1967
1975/76 122,581 4,118 14,795 141,494 1968/69
1977 115,790 1,470 14,075 131,335 1969/70
1978 104,484 27,359 41,658 173,501 1970/71
1979/80 292,617 29,962 50,636 373,215 1971/72
1980/81 311,865 26,384 13,609 351,858 1973
1981/82 321,636 12,858 2,248 336,742 1974
1982/83 227,109 13,313 15,145 255,567 1975
1983/84 243,203 24,751 7,437 275,391 1976
1984/85 264,689 35,601 6,335 306,625 1977
1985/86 B38Yi 34,931 6,140 374,488 1978
1986/87 245,252 21,558 23,076 289,886 1979
1987/88 318,525 43,475 20,931 382,931 1980
1988/89 189,996 90,908 26,715 307,619 1981
1989/90 219,342 67,066 23,054 309,462 1982
1990/91 64,044 82,885 9,657 156,586 1983
1991/92 115,791 41,456 10,405 167,652 1984
1992/93 124,209 39,058 15,636 178,903 1985
1993/94 32,493 126,173 22,326 180,992 1986
1994/95 184,000 146,200 27,900 358,100 1987
1995/96 272,800 219,600 46,200 538,600 1988
1996/97 330,753 209,558 97,973 638,284 1989
1997/98 420,253 211,568 73,432 705,253 1990
1998/99 313,170 160,140 80,410 553,720 1991
1999/2000 232,500 147,300 77,160 456,960 1992
2000/01 108,000 86,680 33,000 227,680 1993
2001/02 58,860 37,517 14,915 111,292 1994
2002/03 40,368 18,747 10,062 69,177 1995
2003/04 110,851 110,661 73,384 294,896 1996
2004/05 301,964 208,515 65,172 575,651 1997
2005/06 301,085 212,568 135,682 649,335 1998
2006/07 492,561 82,176 217,870 792,607 1999
2007/08 473,147 238,379 192,951 904,477 2000
2008/09 268,063 721,325 314,652 1,304,040 2001
Total 7,676,326 3,592,234 1,791,153 13,059,713

Source DBE: Annual reports
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Loan Repayments (Collection) hy Sector

(‘000 Birr)

F;z:?I Agriculture Industry s(::c;::re Total F'sif‘a:;_’g ‘o
1970/71 4,834 2,100 20 6,954 1963
1971/72 10,839 7,396 3,247 21,482 1964
1972/73 16,582 3,801 2,499 22,882 1965
1973/74 17,691 1,391 195 19,277 1966
1974/75 22,305 1,634 111 24,050 1967
1975/76 49,731 2,946 1,380 54,057 1968/69
1977 63,438 2,476 2,798 68,712 1969/70
1978 33,639 5,317 13,696 52,652 1970/71
1979/80 55,790 10,588 12,401 78,779 1971/72
1980/81 91,956 10,110 5,542 107,608 1973
1981/82 174,349 7,589 5,260 187,198 1974
1982/83 341,932 6,854 20,473 369,259 1975
1983/84 104,466 12,428 3,516 120,410 1976
1984/85 140,374 13,164 15,644 169,182 1977
1985/86 143,446 16,789 15,002 175,237 1978
1986/87 87,432 22,163 8,068 117,663 1979
1987/88 92,196 29,000 3,238 124,434 1980
1988/89 85,935 10,411 5,200 101,546 1981
1989/90 101,318 12,832 12,136 126,286 1982
1990/91 73,816 16,015 9,031 98,862 1983
1991/92 44,862 4,582 8,724 58,168 1984
1992/93 41,896 15,287 16,643 73,826 1985
1993/94 18,694 35,826 26,494 81,014 1986
1994/95 128,886 47,632 9,126 185,644 1987
1995/96 158,566 76,118 20,637 255,321 1988
1996/97 268,370 72,831 20,422 361,623 1989
1997/98 330,906 121,149 45,752 497,807 1990
1998/99 205,220 146,033 45,827 397,080 1991
1999/2000 214,520 153,940 42,640 411,100 1992
2000/01 160,390 130,500 59,910 350,800 1993
2001/02 100,077 89,249 53,146 242,472 1994
2002/03 104,457 115,195 46,638 266,290 1995
2003/04 81,718 91,234 57,357 230,309 1996
2004/05 130,544 146,550 46,224 323,318 1997
2005/06 163,816 337,033 82,033 582,883 1998
2006/07 243,807 429,612 91,366 764,785 1999
2007/08 300,613 185,914 120,321 606,848 2000
2008/09 331,646 206,360 117,900 655,906 2001
Total 4,741,057 2,600,049 1,050,617 8,391,724

Source DBE: Annual reports
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Development Bank: of/ Ethiopia
Loan,outstanding by sector
19710/71:2008/05)

(‘000 Birr)
'3::: ! Agriculture Industry Buostil::; S Total Ii=rilsI<E:-a(I:Year
1970/71 22,381 21,785 2,349 46,515 1963
1971/72 31,004 20,175 4,774 55,953 1964
1972/73 34,306 38,801 2,753 75,860 1965
1973/74 50,529 37,518 1,069 89,116 1966
1974/75 70,317 64,741 952 136,010 1967
1975/76 143,182 53,865 23,964 221,011 1968/69
1977 193,995 52,991 35,419 282,405 1969/70
1978 264,250 75,304 61,479 401,033 1970/71
1979/80 496,641 97,186 102,031 695,858 1971/72
1980/81 715,020 106,926 105,946 927,892 1973
1981/82 861,073 113,160 103,721 1,077,954 1974
1982/83 746,661 118,729 98,146 963,536 1975
1983/84 886,079 131,906 102,146 1,120,131 1976
1984/85 1,011,024 155,089 93,053 1,259,166 1977
1985/86 1,197,672 173,230 84,190 1,455,092 1978
1986/87 1,355,493 172,625 99,199 1,627,317 1979
1987/88 1,582,835 185,761 127,554 1,896,150 1980
1988/89 1,693,778 270,028 134,752 2,098,558 1981
1989/90 1,821,642 331,174 146,096 2,298,912 1982
1990/91 1,814,211 389,609 146,454 2,350,274 1983
1991/92 1,879,884 429,584 147,359 2,456,827 1984
1992/93 218,769 450,705 147,198 816,672 1985
1993/94 239,213 542,489 139,502 921,204 1986
1994/95 297,184 650,099 160,480 1,107,763 1987
1995/96 409,643 806,608 191,147 1,407,398 1988
1996/97 485,363 715,392 269,738 1,470,493 1989
1997/98 721,350 1,623,392 416,993 2,761,735 1990
1998/99 897,150 1,126,600 475,690 2,499,440 1991
1999/100 999,020 1,228,500 555,980 2,783,500 1992
2000/01 1,029,820 1,314,410 566,900 2,911,130 1993
2001/02 1,052,462 1,358,881 565,444 2,976,787 1994
2002/03 1,046,212 1,381,026 569,142 2,996,380 1995
2003/04 895,082 2,788,745 647,260 4,331,088 1996
2004/05 1,169,920 3,016,497 725,410 4,911,826 1997
2005/06 1,432,723 3,170,943 772,800 5,376,466 1998
2006/07 1,781,311 3,111,013 973,143 5,865,468 1999
2007/08 2,149,061 3,083,890 1,125,016 6,357,967 2000
2008/09 2,217,707 3,880,297 1,410,722 7,508,725 2001

Source DBE: Annual reports

* Data upto 1996/97 is for principal outstanding lone while that of 1997/98 - 2008/09
include interest
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Development Bank Of Ethiopia
Loan outstanding by sector
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For the last 100 years, eight Development Bank’s
predecessors have appeared in Ethiopia. Each
generation of the Bank has taken different names at
different period of times, with slight changes of its
operational emphasis, without much divergence from
its major and consistent objective of contributing to
the Development efforts of the country.

THE SOCIETE’ NATIONALE
D’ETHIOPIE’ POUR LE DEVELOPMENT
DE I’AGRICULTURE ET DU COMMERCE

The history of development bank in Ethiopia goes
back to May 31, 1909 when the first attempts
of its kind known as “The Societe’ Nationale d’
Ethiopie’ Pour le Development de 1’ Agriculture et
du Commerce” was established with an authorized
capital of Birr 3,200,000 of which Birr 375,830, is
paid up in cash, while the remaining to be paid at a
request of the Board of Directors.

The Bank was established as private financial
institution, with seven share holders. Menelik II and
Etegi Taytu had been members of the share holders,
in order to make the bank strong and trustful.

The Bank was re-organized in 1928 as banking and
an industrial concern with 60% of its capital was
contributed by the French interest groups and the
remaining 40% by the Ethiopian Government.

The Bank was directed by Board of Directors which
had seven members, of which the managing director
and his deputy were elected by the Board. All of
them were an Ethiopian.

Its main objective was to support the country’s
development in agriculture and trade, make the
people self-sufficient and increase the Government
wealth. The Bank’s principal place of business was
in Addis Ababa with no branch but agent offices.

AGRICULTURE BANK OF EHTIOPIA

Agricultural Bank of Ethiopia was established on
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April 29, 1945 by Imperial proclamation No. 75 of
1945 with an authorized capital of 1,000,000 Maria
Theresa dollars out of which 30% was paid in cash,
the remaining was to be paid on the request made by
the Council of Directors, chaired by the Agriculture
Minister.

The Agricultural Bank was fully owned by the
Ethiopian Government. The Bank had its own
Council of Directors and managing director.

Its purpose was mainly, to assist small land holders
whose homes and farms were devastated during the
Italian occupation. Moreover, The Bank extended
its services to the industrial and commercial sectors
that were related to agriculture.

THE AGRICULTURAL AND
COMMERCIAL BANK OF ETHIOPIA

The Agricultural and Commercial Bank of Ethiopia
was established on September 30, 1949 by Imperial
Proclamation No. 110 of 1949. with more duties and
responsibilities over that of the Agricultural Bank
of Ethiopia

The change of the name was to indicate the Bank’s
engagement in financing agricultural as well
as commercial enterprises and transactions by
undertaking general banking services. The Bank
was authorized to undertake its books and accounts
being made available for inspection by the State
Bank of Ethiopia.

DEVELOPMENT BANK OF ETHIOPIA

The Agricultural and Commercial Bank of Ethiopia
went through some changes so as to give birth to
the former Development Bank of Ethiopia on March
1951 by Imperial Proclamation No 116 of 1951.

The Bank’s defined activities and its form was the
result of an agreement made with the International
Bank for Reconstruction and Development with an
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authorized capital of Ethiopian 13,000,000 dollars
composed.

Development Bank of Ethiopia was fully owned
by the Ethiopian government and got directives
from assigned Council of Directors. The Board
was chaired by president and his deputy. The
main objective of the Bank was to accelerate the
development of agriculture and industry sectors of
the country by initiating the investment of private
capital for productive purpose.

The Bank’s principal place of business was at Addis
Ababa with its well organized departments at the
Head Office and its six branches

THE ETHIOPIAN INVESTMENT
CORPORATION SHARE COMPANY

The Ethiopian Investment Corporation Share
Company was first established on August 1963
by the name called “Investment Bank of Ethiopia
Share Company”, in accordance with the Ethiopian
Commercial Code as a second development bank
in the Country and re-named as “The Ethiopian
Investment Corporation Share Company” with an
authorized and paid up capital of Birr 10 million that
had been raised to Birr 20 million after a year.

When the Bank was established first as a share
company, it acted primarily as an investment agency
of the Government with five Principal founders of
the state Departments.

The share company was getting directives from the
Board of Directors whose number was five which
later raised to seven with the President and his
deputy.

Its principal place of business was in Addis Ababa
with no branch but agencies at local and abroad.

The Share Company was engaged in financing
development projects in the agriculture, industrial,
and commercial sectors of the national economy.

AGRICULTURAL AND INDUSTRIAL
DEVELOPMENT BANK SHARE
COMPANY

Agricultural and Industrial Development Bank
Share Company was established on august 28, 1970
by the Decree No. 55 of 1970.
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The former Development Bank of Ethiopia and the
Ethiopian Investment Corporation Share Company
stated before, had been merged to form the Bank
with an authorized capital of Birr 100 million of
which Birr 53 million had been paid up in cash and
in kind.

When the Bank had been established as share
company, it was fully owned by the Ethiopian
Government with five share holders of the
Departments.

It was getting directives from the Board of Directors
consisting of 5 to 7 members appointed at the
general meeting of share holders. The Board in turn,
appointed the General Manager.

The Bank was financing all bankable activities to
all sectors of the economy by mobilizing significant
amount of lonable funds from domestic and foreign
sources. Its principal place of business was in Addis
Ababa and branches in all strategic towns of the

country.

AGRICULTURAL AND
DEVELOPMENT BANK

INDUSTRIAL

Agricultural and Industrial Development Bank
was re-established on March 29, 1979 by the
proclamation No. 110 of 1977 and Proclamation No.
158 of 1979 with an authorized paid up capital of
Birr 100,000,000..

The Bank was re-established by these proclamations
as a Public Financial Agency. Since then it had
been operating under the supervising authority of
the National Bank of Ethiopia without a board of
its own. The General Manager was appointed by
the Government up on the recommendation of the
Board of the Supervising Authority.

Its basic objective was accelerating the development
of the country by extending credits to the agricultural
and industrial as well as other sectors of the national
economy. The Bank’s business objective had been
changed mainly to finance the state farms and
industries as well as cooperatives.

Its head office was in Addis Ababa with branches in
all strategic areas of the country.

DEVELOPMENT BANK OF ETHIOPIA

Following the issuance of the 1991 new political
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and free economic policy, Development Bank of
Ethiopia has been re-established on September 19,
1994 by the No. 200 of 1994 and Proclamation
No. 25 of 1992 with an authorized capital of Birr
250,000,000, of which Birr 62,500,000 was paid in
cash and in kind.

Though the name of the Bank was changed to
Development Bank of Ethiopia, including the long
entrenched working system, its internal conditions
for the most part remained unchanged. Hence, in
order to adjust to new situations, the Bank has been
re-established on January 24, 2003 by Regulations
No. 83 of 2003 and again on May 24, 2005 by the
Amendment Regulations No. 116 of 2005 with an
authorized capital of Birr 600,000,000 of which Birr
480,000,000 as well as Birr 3,000,000,000 of which
Birr 1,800,000,000 have been paid up in cash and in
kind respectively.

Development Bank of Ethiopia is wholly owned

H
b e ]
L al

by the Ethiopian Government as an autonomous
institution with its own Board of Management
(BOM). BOM is the supervising authority, an
organ designated by the Prime Minister Office that
appoints two-third members and chairman of the
Management Board, while one-third of the Board
members are elected among the community of the
Bank by the workers themselves. The Board in turn
appoints the General Manager, by now the President
and their deputies of the Bank.

The current Development Bank of Ethiopia operates
to spur the national development agenda through
the provision of customer focused lending to viable
projects in line with the Government set priority
areas by mobilizing loanable fund from domestic
and foreign sources while ensuring its organizational
sustainability.

The Bank’s principal place of business is in Addis
Ababa with branches all over the county.

The Vision of Development Bank of Ethiopia has been articulated as
A World-class Project Financing Centre to Spur the National Development Agenda

The mission of the Bank has also been stated as the following

Development Bank of Ethiopia is a specialized Bank established to spur the national
development agenda. The Bank's focal point is the provision of customer focused
lending to viable projects in line with government priority areas by mobilizing funds from
domestic and foreign sources while ensuring its organizational sustainability.

Meanwhile, the interest of stakeholders is aimed to be served best through continuous
capacity building, and innovative human resource development. As desirable issues,
environmental protection and overall socic-economic development will also be the
concern of the Bank.

DBE's wvalues are beliefs which are upheld in common by its employees and
management to put them into practice. They are the cumulative effect of personal and
professional values which are shared and owned by all. Hence, the values are
expressed by the staff of the Bank as follows:

- We are customer oriented

Excellence is our distinguishing characteristic

Integrity is our priceless asset

Teamwork and innovation are the building blocks of our success

Environmental protection is one of the DBE's loaning criteria

- The Bank attaches high values to its employeas

- Commitment to organizational mission is our banner

- We rely on attitudinal change, ethics and improved work culture as a driving force for
the Bank's transformation.
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1.

INTRODUCTION

1.1 Overview of the Rural Sector

Like most developing countries, in Ethio-
pia, the Rural sector plays a decisive role
in the growth and development of the na-
tional economy. Agriculture is the domi-
nant economic activity of this sector that
accounts for nearly 50% of the GDP. About
85% of the country’s population, like in Ru-
ral areas whose main occupation is Rural
production.

The Rural sector is mainly characterized
by small holder production which accounts
for over 90% of the total cultivated and the
total food crop production (cereals, pulses
and oil seeds) in the country. Generally,
the small holder agriculture in Ethiopia: (a)
relies on rainfall, (b) found in marginal ar-
eas, i.e., dry lands, high lands, vulnerable
for degradation, (c) have weak resource
base, (d) have limited infrastructure to
support Rural development, (e) have no
adequate access to information generated
by research, (f) the production system is
driven by the multiple objectives of con-
sumption and production.

Thus, agriculture in this country is predom-
inantly of subsistence nature with produc-
tion of food as a primary activity. This sec-
tor has been performing poorly for the past
several years so that appropriate policies
have to be designed to keep food produc-
tion pace with population growth.

n addition to Rural production, the Rural
sector constitutes an emerging rural non-
farm activities. Even though reliable infor-
mation on rural non farm sector is scanty in
the country, these activities are becoming
important livelihood for sizeable portion of
the rural community. Situations reveal that
the number of persons engaged in non-
farm activities has been increasing over
the past years which could be attributed to
the growing population, land scarcity, low
capacity of the industrial sector to absorb
Rural labor, etc.
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Rural households, for the most part, face
seasonal income fluctuation due to lack of
awareness and absence of motivation to
save. In order to solve the problem, they
usually borrow from informal sources. The
credit needs of the rural poor are charac-
terized by the absence of any clear distinc-
tion between production and consumption
purposes but have a strong effect on pro-
ductivity. The needs are small but often
arise at unpredictable times and are usu-
ally of an emergent nature. Meeting these
credit needs as and when they arise in cru-
cial, if their perpetual dependence on the
informal credit sources is to be reduced.
It has, however, to be conceded that bor-
rowing from the informal agents is very
convenient, but the terms of lending are
stringent. The credit needs of the Rural
poor are at present only partially met by
the formal credit agencies and a maijority
of the rural poor are marginalized and con-
tinue to depend on the informal sources
of credit. Evolving efficient and dynamic
mechanisms for meeting the credit needs
of the rural poor seems a logical develop-
ment.

1.2 Conceptual Frame Work on

the Evolution of Rural Credit
System

a) Development thinking from 1950s until the

1980s was based on the assumption that
cheap and massive capital from interna-
tional development aid would accelerate

s A%l 0%h
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b)
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technological change to transform tradi-
tional agriculture, stimulate the increase
of agriculture credit to small farmers, a
dominant feature of donor and government
support to agriculture sector development
projects, opening of concessionaire redis-
count windows in central banks and im-
posing mandatory Rural lending quotas on
commercial banks.

However, donor support for directed Rural
credit reduced sharply during the 1980s
and 1990s mainly due to global market
liberalization as well as a loan repayment
and the dubious impact of cheap credit on
the increase of Rural production.

This means the performance of directed
Rural lending has been in general disap-
pointing and the provision of subsidized
lending resources to farmers has not com-
pensated for the adverse effects on farm
production of an unstable macroeconomic
environment, unfavorable Rural sector
policies and a repressed financial sector.
High lending administration costs, regu-
lated interest rates together with insuffi-
cient financial intermediation interest rate
margins and high loan defaults have un-
dermined the involved financial institutions
and many of the public Rural development
banks have been restructured or liquidated
in the course of the time.

In the 1990s multilateral finance and de-
velopment agencies and bilateral donors
have reduced sharply their support to Ru-
ral development banks and Rural lending.
Today, development aid is almost exclu-
sively focused on supporting NGO- and
grass root based micro finance institutions
(MFls), that grant mini loans to the working
poor usually for non-farm and rapid income
generating activities.

Most of these urban and Perry-urban MFls
have not yet reached self-sustainability
and are still heavily dependent for their op-
erations on outside subsidies.

Rural financial markets in developing
countries encompass a variety of actors;
restructured Rural development banks,
commercial banks, thrift institutions, sav-
ing and credit cooperatives, Rural and
community banks and other semi-formal
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financial intermediates.

Financial intermediation is defined as mo-
bilizing or accumulating funds and lending
out these resources constitutes their main
activity.

The change in approach from directed Ru-
ral credit towards Rural financial market
development has also given way to a much
broader view on the different financial ser-
vices that farm households require and on
financing the Rural economy. As a matter
of fact, Rural finance covers Rural savings
mobilization, grating of loans for viable on
farm, Rural finance covers Rural savings
mobilization, activities and providing other
essential financial services such as money
transfer.

Development of financial intermediation
and promotion of viable and sustainable
financial institutions are non-primary goals
in Rural financial market development.

1.3 Policy Framework

Effective and appropriate credit policies
in low income countries like Ethiopia are
very important instruments for increasing
investment capacity of the Rural poor for
increased employment and food produc-
tion thereby alleviating poverty, famine and
hunger particularly in the Rural sector.

In recent years, poverty alleviation has
been given top priority in the Rural Devel-
opment led Industrialization (ADLI) strat-
egy of the Federal Democratic Republic of
Ethiopia (FDRE).

Borrowing is the most common alternative
method, which is widely used by farmers
to acquire capital. Thus, borrowing means
the ability to command capital or services
currently for a promise to repay at some fu-
ture time. In terms of money, borrowing in-
volves obtaining a certain amount of funds
to be repaid as specified in the note.

Credit is viewed as vital input in growth
and development of the economy by solv-
ing the shortage of capital.

Rural credits are considered as very im-
portant means of increasing investment
capacity of farmers for increased employ-
ment and food production thereby alleviat-




It is legally registered and established in 1993 in accordance with the commercial code of Ethiopia with an
authorized and paid up capital US Dollar 10 million for the commencement of its operation. The company
is one of the subsidiaries of Endowment Fund For the Rehabilitation of Tigray (EFFORT) group.

Currently, the company has 345 employees. In the coming budget year, it will look for about 750 new
employees.

At this time, the company is executing its biggest expansion project which can lead to high level of
production capacity and value-added like finished leather for shoes and glove, shoes and glove to the world
market with almost 20% share to the domestic market. The total investment capital has reached about US
Dollar 30 million. The loan for the expansion project was provided by the Development Bank of Ethiopia.

The factory is located in Northern part of Ethiopia known as Wukro 45 kms far from the capital city of the
Tirgay region, Mekelle.

The factory uses state-of-the-art manufacturing machines and it has able to attract many technologists and
professionals with high profile who are fit-for-purpose of producing high standard products and exceeding
customer requirements.

MISSION
To provide best leather products fo the international market throngh maxinmm wtilization of the conntny's hides & skins with
continnons generation of wealth to the share bolders thereby contribute its share to the regional & national economy.
VISION
Branded footwear and glove to the international market by 2020
CORE VALUES
1. Customer first
2. Loyalty
3. Learning culture
4. Commitment
Product Categories
The up -to-date product ranges include:
Crust Leather (Sheep Crust: Upper, Glove/Garment,/Lining; Goat Crust Suede:
Upper/Garment/Lining: Hide Crust
v' Finished Leather: Sheep Finished(Upper/Glove/Garment Leather; Goat Finished:
Upper/Garment Leather; Hide (Full Aniline and Semi Aniline Finishes)
v" Shoe: Gent’s, Ladies, Safety shoes
v" Glove: Industrial Glove

Contact Address:
Sheba Tannery Private Limited Company
Head Office (Factory) Branch Office
Tel: +251-344-40-84-24 Tel: +251-155-51-33-35
+251-155-50-61-20
Fax: +251-344-40-84-23 Fax: +251-155-51-34-32
Bole Road, In front of Shoa Shopping Center,
P.O Box 25 P.O. Box 18313
Email: shebatannery@ethionet.et
Wukro, Tigray, Ethiopia Addis Ababa, Ethiopia

We are in a momentum of transformation!!!



ing poverty, famine and hunger particularly
in the Rural sector.

Thus, formulation of Rural credit policies
should aim at sustainable sources of cred-
its and their impact on Rural production,
and better outreach to increased number
of farmers.

Therefore, credit policies designed to im-
prove food production should be based on
the objectives of increasing household’s
income and improving the household’s
ability to save.

1.4 Demand for Rural Credits

The most important factors that cause de-
clining food self sufficiency is inadequate
or lack of investible fund and limited use of
yield increasing technologies.

Adequate supply of fund is the most im-
portant resource to purchase the inputs re-
quired in the process of Rural production.
Most of small farmers are facing difficulty of
virtual absence of own funds to meet cash
expenses for different farm operations as
well as for purchasing technological inputs.
The capital required to purchase and use
technologies may come from own sources
(savings) or from external sources which
may be obtained through borrowing.

It is clear that farmers need credit to solve
their shortage of capital required for pro-
duction and other purchases. Despite this
need, access to formal financial services
in very limited to a large part of the Rural
population. Low capacities of small farm-
ers to save and lack of market information
make it difficult for formal financial agen-
cies to fulfill the demand of farmers for
credits and to operate on a commercially
viable basis.

Bureaucratic procedures, relatively high
transaction costs excessive collateral &
security requirements poor customer ser-
vice, etc hamper the access of formal fi-
nancial services o the poor.

In conditions where investment in agricul-
ture is associated with high risk and the
risk-aversion policies of banks, farmers do
not in most cases meet the requirement of
banks.
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Farmers, for the most part, improved per-
sonal savings for re-investment. More-
over, the availability of credit can increase
the scope of employment opportunities in
the farm.

ECONOMIC ROLE OF
RURAL CREDITS

Credit is considered as one of the key
components of poverty reduction package
in Ethiopia. Despite the flow of substantial
volume of funds (loans) to the Rural sector by
formal financial institutions, they are often faced
with difficulties of credit delivery due to lack of
appropriate institutional support to reach small
farmers.

2.

On the whole, credit refers to having use of
or possession of goods or services without
immediate payment, which is taken on conditions
of, agreed, interest rate and an agreed period
of time. In other words, credit represents that
amount of investible fund, which a producer
cannot meet from his own resources to achieve
a target of production.

Most of the Rural population (of which the vast
majority belong to the small farmer group face
problems of low income and savings due to low
level of production. Malnutrition is a special
characteristic of Rural poor families, which
is the prime indicator of poverty. Improving
the capacity of the Rural poor towards better
income and employment is a key tool for poverty
alleviation. This can be best done through
adopting technologies and practices required to
raise employment, output and income.

The development and adoption of improved
farm technology is seen as a means for
increasing the productivity, output and income
of farmers. To this end, various measures
including research and development, extension
and training as well as provision of credit need
to be implemented to encourage the adoption of
improved technology.

Farm development involves adoption of
improved and efficient technology, which
demands credit facility to purchase the required
package of inputs and to make them available
at the right time. In this respect, shortage of
finance is considered to be one of the major
constraints impeding farm development. For this




reason, farm credits combined with dependable
input supply and training are the key factors in
fostering Rural development.

In Ethiopia, agriculture is the backbone of the
country’s economy. The small holder agriculture
dominates the overall national economy. Forthe
most part, peasant farmers often face scarcity
of capital due to low level of production.

In an effort to improve the production methods
and practices and for their day-to-day
subsistence activities, farmers require credit.
Rural credit is a key resource to stimulate the
growth and development of a farm business.
Among other things, credit has got the following
positive effects:

a) stimulates technology transfer,

b) increases production and productivity,

c) remove financial constraints and
encourages farmers to adopt suitable
Rural practices,

d) increases personal as well as national
income,

e) accelerates commercialization of the
Rural economy,

3.FINANCIAL MARKETS IN
ETHIOPIA

3.1 Structure of the Financial Sector

During the previous centrally planned
(command) economic system, the
Ethiopian financial sector comprised the
National Bank of Ethiopia (NBE - the
central bank), the Commercial Bank of
Ethiopia(CBE), Housingand Savings Bank
(HSB), Rural and Industrial Development
Bank (AIDB), the Ethiopian Insurance
Corporation (EIC) and the Pension and
Social Security Authority (PSSA). All of
them were state owned private financial
institutions were not allowed to operate.

f)

The change of government in May 1991
was followed by the introduction and
implementation of the Economic Reform
Program in 1992. The framework of the
measures taken under the reform program
include:

devaluation of the Birr
introduction of foreign exchange auction

restructuring and recapitalization of state
owned banks and insurance companies

issuing of proclamation No. 83/1994 on
the Licensing and Supervision of Banking
and Insurance Business which allowed
the establishment of private financial
institutions.

banks are allowed to set lending rates
freely

issuing of the proclamation for the
licensing and Supervision of Micro
financing Business.

Currently, the formal financial sector
consists of banking, insurance and non-
banking financial institutions. The Bank
system consists of one central bank,
the NBE, eight commercial banks one
development bank. The insurance system
consists of nine insurance companies
while the non-banking system comprises
sixteen micro financing institutions
(MFls).

The Development Bank of Ethiopia (DBE)
and Commercial Bank of Ethiopia (CBE)
are state owned banks largely engaged
in the provision of Rural credits. MFls
are non-bank financial institutions, which
have recently started to provide credits for
farm and non-farm activities in the Rural
sector. The credit services of other private
commercial banks are largely in favor of
urban areas.
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Table 1:

Name of the Financial Institution
I CENTRAL BANK

National Bank of Ethiopia
Il COMMERCIAL BANKS

1 Commercial Bank of Ethiopia

Construction & Business Bank

Dashen Bank S.C.

Awash International Bank S.C.

Bank of Abyssinia SC.

Wegagen Bank S.C.

United Bank S.C.

Ol N oo Al

Nib International Bank S.C.
] DEVELOPMENT BANK

Development Bank of Ethiopia

v INSURANCE COMPANIES

—

Ethiopian Insurance Corporation

National Insurance Company of Ethiopia

Awash Insurance Company S.C.

United Insurance Company S.C.

African Insurance Company S.C.

Nile Insurance Company S.C.

Nyala Insurance Company S.C.

Global Insurance Company S.C.

Ol NI oOojOa] Bl

Lion Insurance Company S.C.

-
o

Nib Insurance Company S.C.

vV MICRO FINANCING INSTITUTIONS
1 Amara Credit & Saving Institution S.C.

2 Gasha Micro-financing S.C.




Name of the Financial Institution

Omo Micro finances Institution S.C.

Oromia Credit & Saving S.C.

Specialized financial & promotional institution S.C.

Dedebit Credit & Saving Institution S.C.

Wisdom Micro-finance Institution S.C.

Aser Micro finances S.C.

Ol NI o]l A W

Sidama Micro finance Institution

10 Africa Village Micro-finance S.C.

1 Buussa Gonofaa Micro financial Institution
12 Peace Micro Financing Institution
13 Meket Micro financing Institution

14 Addis Credit & Saving Institution

15 Meklit Micro Financing Institution

16 Eshet Micro financing Institution

17 Wasasa MFI S.,C.

18 Beneshanghul & Gumuz MFI S.C.

19 Shashemene Iddir yeLimat Agar MF S.C.

20 Metebabe Micro Financing institution
21 Dire Micro Financing institution

22 Agar Micro Financing institution

23 Letta Micro Financing institution

34 Harbu Micro Financing institution

25 Ghion Micro Financing institution

26 Degaf Micro Financing institution

27 Harar Micro Financing institution

28 Lefayeda Micro Financing institution

29 Tesfa Micro Financing institution

30 Avfs Micro Financing institution

Source.: NBE, August 2009




Figure 1:

Structure and Flow of Rural Credits in Ethiopia

The Banking System Non-Banking
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Informal sources of credit may be classified
into unorganized and organized.

3.2 Sources of Credits

The major sources of Rural credits may
be classified into informal and formal
credit sources.

Unorganized Sources

- Local money lenders
3.2.1 Informal Sources of Finance

- Traders
The informgl finarllcial market, for the - Neighbors
most part, is outside the framework of _
national accounts and statistics so that - Friends
little is known of their nature structure and - Relatives

operation. However, the majority of the ]
Rural population is considered to be the Organized Sources
direct beneficiary of the informal credit -
sources.

Cooperative Savings and Credit
Associations (CSCA)

Rotating Savings and Credit
Associations (ROSCAs) such as “Iqub”

i. Classification of Informal Sources of -
Credit
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- Mutual Aid Financial Institutions
- |ddir
- Mahber, etc

- Non-Governmental Organizations
(NGOs)

3.2.2. Formal Services of Finance

Formal credit sources have got institu-
tional form and they are organized based
upon the economic policy of any country.

In most of developing countries formal

sources of Rural credit are:
- the banking system
- Rural finance corporations
- cooperative banks

Formal credit sources focus on production
credit with an emphasis on agriculture.
They discourage credit needs most notably
for consumption smoothing.

In Ethiopia, formal credit is provided by the
banking system which involves state and
private owned financial institutions. The
state financial institutions presently com-
prise the National Bank of Ethiopia (NBE)
- serving as the central bank of the country,
the Development Bank of Ethiopia (DBE),
the Commercial Bank of Ethiopia (CBE),
the Construction and Business Bank (CBB)
and the Ethiopian Insurance Corporation
(EIC).

Moreover, private commercial banks and
insurance companies have been coming
in the urban financial market following the
proclamation of the new economic policy.

3.3 Types and Purposes of Rural

Credits

In Ethiopia, types of credit are classified
into three categories depending upon the
period required to repay the loan and the
purpose for which the money is borrowed.
Time classification of credit is shown as fol-
lows:

months (one crop season) and are extend-
ed for:

fertilizer

selected seeds

- pesticides

- harvesting & transportation
- crop marketing

- operational costs

- working capital requirements of dairy,
fattening, etc.

- short-term loans are used to purchase
short-term assets are completely used
up during production.

3.3.2 Medium-term Loans:- are loans which

should be paid back within 5 years (which
can not be fully repaid in one year. Short-
term loans are extended for the purchase
of:

- Rural tools and implements
- farm machinery

- draft oxen

- dairy

- dairy cows

- poultry, etc.

3.3.3Long-term Loans:- are loans

which should be paid back within 5-15 or
20 years and is extended for:

- plantation development
- commercial farms
- irrigation development

- coffee hulling and pulping stations

real estate (farm buildings), etc.

4. RURAL CREDIT POLI-

CIES

Appropriate and carefully designed innovative
3.3.1Short-term Loans: are loans, credit policies and delivery mechanisms are
which should be paid, back within 12 considered to be very important means to ac-

7 o

nG ATYA- 0Fh 445 AR 4T T




celerate Rural development through increased of default and ensuring the safe return of

employment, output and income of Rural house- loans so as to keep it self in business by
holds. meeting its financial obligation. There are

. - different forms of collateral security includ-
4.1 Lending Policies ing mortgage, pledge and guarantee.

Rural credit policies are formulated based a) Mortgage

upon appropriate credit policy instruments
which consists of: Mortgage is used for immobile properties
including
a) debt/equity ratio/leverage/
(i) mortgage of leased land
b) interest rates
(ii) mortgage of building
c) collateral
(iii) mortgage of machinery and equipment
d) grace period
(iv)mortgage of premises, i.e., business,

e) loan repayment industrial, manufacturing or residential
. . remises.
4.1.1 Debt/equity (D/E) Ratio ¥
(leverage) b) Pledge
Equity refers to own capital or networth Pledge is often practiced in connection
while debt is the amount acquired through with movable properties including:

borrowing. Debt/equity ratio, which is also, (i) cattle

knows, as leverage is the most commonly

policy instrument used by lending banks. It (i) crops on farm
is expressed as the ratio of debt to equity
and is for the most part stipulated by banks.
Any lending agency or bank fixes its mini- (iv)aircraft, ship

mum d/e ratio on the basis of the associ-

ated risk with the rate of return and interest (V) marketable stocks
expenses.

(iii) vehicles

c) Guarantee

4.1.2 Interest Rates Reliance is made on the integrity of the
guaranteeing person government or non-
government institution and not on the
property of same because the Bank can
not have precedence over mortgaged
creditors. Some of the guarantees are:

The interest charged on loans represents an
essential element of the cost of capital. The
internal rate charged on borrowed funds in-
volves two parts; (l) the one that covers the
effects of inflation; and (ii) the one which is
the grain or income to the lender. This is (i) |ife insurance - insurance policy
the price the borrower pays for getting the

use of funds, plus an allowance for the risk (i) blocking of a deposit account
that the lender takes in case the loan might
not be repaid. In Ethiopia the minimum de-
posit interest rate is set by NBE. Market  (iv)merchandise treasury bills

lending rates are fixed by concerned Banks .
or MFls. (v) share certificate

(iii) government guarantee

4.1.3 Collateral 4.1.4. Grace Period

Collateral is any security offered as promise
of loan repayment to be given to a lender
upon borrower’s default. Lenders regard
collateral as a means of minimizing risk

12 LG AT 0%h 4. 45 AR b9
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Grace period involves the period from be-
ginning of operation up to the first maturity
of the loan. Any bank shall give its clients
maximum grace period depending upon

ko i



' Adama Spinning

I | .
| t.:

‘and exporting
]ym:n of different types

u’te of art spinning
sduce W%hh should

Addis Ababa, Ethiopia
Tel - OII-554-81-70/58/6I

Fax - Oll-554-8I-69/63
P.O.box-2I367

E-mail:- feleke.bekele@ethionet.et

Adama, Ethiopia
Tel-O22-11-93-95/022-11-94-54/85
022-1-184-77/67

Fax - 022-1I-94-76

P.O.Box- 1336
E-mail-adamaspf@ethionet.et




the nature of the project. a) integrity

4.1.5. Loan Repayment b) honesty

c) responsibility

d) dependability

The repayment period of loans will be de-
termined on the basis of the liquidity posi-
tion of each borrower and the economic life
of the investment. Repayment schedules
must be made flexible so that it should be
adjusted to borrowers cash flow pattern.

e) sincerity of the borrower.

4.2 Methods of Distributing Credits

In Ethiopia, the banking system usually uses
three main methods to reach borrowers.
These include direct lending, on lending
channels and group lending.

In addition to these credit policy instru-
ments some relevant lending principles
are used by banks as their guiding princi-

ples. These include; borrowers perceived
need, competence or repayment capacity
and personal character.

(a) Borrower’s perceived need

Borrowers have to be given on opportu-
nity to borrow for their perceived needs
because loans are more valuable when
they meet borrower’s need. The credit de-
livery system can focus on the needy part
of households through establishing clear
criteria for eligibility.

(b)Competence

Borrower’s competence refers to the re-
payment capacity which largely depends
on the profitability of the use of credit. This
is most helpful tool for estimating the po-
tential credit worthiness of borrowers.

In order to assess the borrower’s capabil-
ity in terms of repayment capacity, lenders
will asses the borrower’s past personal
and profit record, past prosperity, etc.

(c)Borrower’s Personal Character

n

Lenders need to know personal reputa-
tion of the borrower and his attitude to
the financial obligations. Lenders should
always relate credit with good personal
qualities of the borrower including;

LG AT 0%h 4. 45 AR b9
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4.2.1 Direct Lending

Through this method, credits are directly
provided to individual borrowers, private
limited companies, share companies, pub-
lic enterprises as long as they provide col-
lateral. Also, credits are provided to coop-
eratives upon presentation of legal status
and supporting letter from concerned or-
ganization.

4.2.2 On-lending Channels

Banks use on-lending channels such as
Farmers Service Cooperatives (FSCs),
Peasant Associations (Pas) and the like
to reach those borrowers (small farmers)
who are unable to provide sufficient collat-
eral.

4.2.3 Group Lending

Banks also exercise group lending system
in order to help target customers with weak
resource base. Group lending system en-
ables the target group to enhance their
joint liability, group solidarity and peoples
participation. The system became very
strong tool especially for micro-enterprise
financing schemes.

ko i



Figure 2:

The Credit Process in Formal Financial Institutions
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4.3 Determination of Credit Needs

of Borrowers

The amount and source of capital to be
used in farming depends on the size of the
farm business. As it has been discussed
earlier the capital required in the process
of Rural production may be obtained from
own savings or from borrowing.

Farmers should be convinced of the eco-
nomic benefits and wise-use of credits.
When farmers intend to acquire credit, they
must assess their requirements in terms
of;

a) how much to borrow
b) what costs to incur
¢) when and where to borrow

d) when to repay loans, etc.

Borrowers should consider some guiding
principles in use of credit which fall into re-

turns, repayment capacity, and risk bearing
ability of the borrower — which are referred
to as three R’s of credit.

4.3.1Returns

Returns refers to the ability of the farm
to produce sufficient income to repay the
loan with its interest which ensures that
returns are likely to exceed costs of the
investment, so that the investment, so
that the loan shows a profit.

A farmer should decide what future re-
turns he expects from the borrowed fund
and what future costs are likely to be.
Marginal analysis will be considered to
see whether the borrowed fund is prof-
itable or not. Profit will be maximized
when MR = MC.

For small farmers who use production
credit, the greatest quick return is usually
gained from short-term production credit
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for seasonal inputs like seed, fertilizer
feeds and sprays. Such types of loans
are called self-liquidating loans because
the return will be quick. Thus, loans for
operating expenses are considered as
self-liquidating.

4.3.2Repayment capacity:

(i)

(ii)

(iii)

(iv)

Repayment capacity refers to the
ability of the borrower to repay the
loan. Investment credit which will yield
sufficient profit will enable the farmer to
repay the loan.

Net income — family living expenses =
Surplus. The surplus is used to repay the
credit. Most farmers can easily repay the
principal and interest. However, some of
them find it hard to repay the principal.

Cash flow budgeting technique is
used to assess repayment capacity.
Good financial management improves
repayment capacity and the profitable use
of credit. The following will help farmers
improve their repayment capacity.

extending repayment
repayment period

time-long

planning repayments to coincide with
income

planning and to minimize

overhead costs

running

stressing enterprises with higher and
quickerincome-related to thisis maximum
use of self-liquidating loans.

4.3.2.1 Means of Strengthening Repayment

Capacity
building more owners equity or net worth
use more of self-liquidating loans

organize or operate farm business for
more income select enterprises capable
of increasing income

planning the repayment schedule
— harvest time and repayment of loans
should be linked.

4.3.2.2 Repayment Plan

a)

b)

16

lumpsum payment plan — pay at the
maturity at one time

amortized even payment plan — equal

LS AT 03 4. 45 AR 4T9°
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f)

installments paid by stage

amortized decreasing payment plan
- installment is decreasing from time
to time b/cs income is higher at the
beginning

quasi variable payment plan - the
installment payments are variable
depending on the variability of income.
The borrower has got options, there is
no rigidity

reserve payment plan - the borrower
is allowed to pay over and above the
given installment.

The payment will be adjusted in such a
way that the remaining balance will be
brought to the next time.

flexible payment plan - there is no
restriction to pay a specified amount
within a limited time until the loan is
due-any time till the due date.

4.3.3 Risk Bearing Ability

Risk bearing ability refers to the ability
to withstand variations in income.
Farmers are advised to adopt the
following measures to minimize risk:

minimizing family living expenses

selecting crops capable of giving stable
income

using combined crop-livestock
enterprises (mixed farming

ability to make and save money

ability to borrow in both good and bad
times

ability to increase owner equity -
increasing the asset structure of the
farm is the backbone of the risk bearing
ability of a farm is the backbone of the
risk bearing ability of a farmer because
borrowing ability depends so much on
assets available as security.

4.3.4 Credit Rating

Credit rating is related to the honesty
and integrity and history of satisfactory
loan repayment. A good credit rating is
developed over long period of time and
it makes easier to borrow in both good
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and bad times.

= Credit rating refers to good personal
character of the borrower.

4.3.5 Service Rating

=  Service rating refers to the lender and is
equally important. Just like borrowers
build credit rating over a period of time,
the lender will build service rating over a
period of time.

* In good service rating - the lender has
perfect knowledge of the individual and
the details of all the activities of crop and
livestock enterprises.

5. RURAL CREDIT OPERA-
TION AND RECOVERY
SITUATION

A close examination of Rural loan position and
the corresponding loan repayment performance
reveals that outstanding balance of Rural loans
grew during the years 1994 through 1999
following the corresponding increase of the
total outstanding loans. During 1994 fiscal
year, Rural loan in arrears accounted for about
22.4%, 73% and 49.4% of total outstanding

loans, outstanding Rural loans and total loan in
arrears respectively. After six years in 1999 the
share of Rural loan in arrears reached 58.4% of
the total outstanding loans and 64.4% of Rural
outstanding balance. This situation clearly
shows that loan collections from Rural loans are
worsening which requires the need for taking
appropriate actions by lenders.

Empirical evidence regarding the major factors
responsible for poor recovery performance in
Rural credit management is scanty. However,
available information from internal reports
of banks reveal that poor loan repayment
performance particularly in the Rural sector has
been attributed to the following major factors:

a) diversion of borrowed funds, i.e., used of
loans for activities other than the intended
purposes.

b) diversion of income - that part of income that
should have been used for loan repayment
may be used for expanding the business.
This can be termed as willful default.

c) unforeseen risks, i.e., crop failure, natural
hazard, economic conditions, etc.

d) unrealistic project feasibility and appraisal
studies.

e) management problem.

Figure 4:
Recovery Management Process in Banks
Tdenti Set-up Check Review
entify D Remedial >
Problem Unit Records Cash flow
- Review Policy Check extra csots/ Evaluate
Start Negotiation g benefits Collateral
Review suc- Design Strategic .
cess Factors [ alternatives T Tra;t;fs:ethe

G A7 A7h M"H@' n




- 0 TINAWRUSTTEsS
7222 ) ghare Compan

ug_mlns.m ago}nln
' n iernavionat .
Ne IL t_ Lu_ULLUlu
countries, and, thereny
generates foreian exch g
earnings tothe country.

'Z"'

el 011 1 9373339/9:
Fax 011 1 569320

E-Mail tinatlower@ethionetes




With the view of enhancing their loan collection
performance, banks must design appropriate
loan collection and follow-up mechanisms by
establishing efficient recovery management
system.

Atypical recovery management system in banks
is shown in the following flow chart:

5.1 Strategies to Reduce Lending
Risks

As the major portion of Rural credits are
extended to the Rural sector, the following
key strategies will help to make the lending
activity sustainable through reducing lending
risks. The following are the strategies
(abridged from the African Rural and Rural
Credit Association (AFRACA) news bulletin
October 2000)i.e.,

= collect information on the credit history and
credit worthiness of potential borrowers

= appraise loan repayment capacity of
applicants

= focus in zones that present low risks
= commence with small term loans

= adjust size and composition of joint liability
farmer groups according to local conditions.

= focus on adequate asset and loan portfolio
diversification

= use staff remuneration incentives to
encourage high lending productivity.

= use staff remuneration incentives to
encourage high lending productivity

= reward to good portfolio quality

= promote a good credit culture and discipline
through client education and moral
persuasion

= develop mutual trust between lender and
borrower by establishing and maintaining
close contacts between loan officers and
borrowers.

= provide borrowers with incentives that en-
courage good loan repayment behavior.

5.2 Strategies to reduce Rural

lending costs

Rising costs are the major elements of lend-
ing risks and, hence, financial institutions
have to be always alert on the situation and
they have to adopt appropriate strategies in
order to minimize lending costs. Some of
the strategies may include:

1. use a decentralized operational struc-
ture and employ mobile loan officers/
mobile branch offices.

2. delegate loan authority to field staff

3. recruit staff with solid background in
agronomy, farm management & Rural
economics.

4. provide adequate staff training and use
performance based incentives.

5. simplify lending procedures

6. screen potential clients and appraise
loans by collaborating with local organi-
zations and networks,

7. install integrated banking software to
produce accurate and timely accounts
and constitute an effective management
information system.

8. diversify loan portfolio to balance un
even staff workload due to Rural sea-
sonality.

MAJOR STRENGTHS
& WEAKNESSES

OF RURAL CREDIT
OPERATION

6.1 Strengths of Rural Credit

Programs

With the view to increase the productivity,
output and income of peasant farmers, the
use of modern farm inputs in Ethiopia came
into practice three decades ago. Consider-
ing the importance of expanding the use of
modern farm technologies the use of Rural
credits have started since 1970 together
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with the establishment of DBE (the former
AIDB)

Even though it has been able to serve little
portion of the peasant population (25%) the
efforts made to introduce modern farm in-
novations should not be over emphasized.

Moreover, considerable experience and
technical knowledge have been drawn
from these programs, such that the use of
new or improved technology increased the
demand for Rural credit.

Therefore, if the peasant sector is expect-
ed to grow in terms of output, income and
employment appropriate credit policies
should be formulated in order to serve the
vast majority of the peasant population.

6.2 Major Weaknesses

Though a lot has been done in the provi-
sion of Rural credits to the peasant sector
noticeable policy and institutional weak-
nesses have been observed. These in-
clude:

a) highly bureaucratic loan processing proce-
dure

b) untimely availability of inputs and limited
purposes of loans;

c) absence of specialized credit programs for
small farmers

d) limited or no access of farmers to formal
credit sources

e) inability of small farmers to deal directly
with formal credit sources

f) government Rural policy gave priority to
state farms and cooperatives

g) lack of viable farmers organizations

h) lack of knowledge of farmers about the
benefits of formal Rural credits and wrong
attitudes of farmers to their financial obliga-
tions

i) little resource base of small farmers which
results in lack of sufficient collateral

6.2.1 Loan Delinquencies

Loan delinquency refers to failure of
farmers to repay their debts on time or
to repay them at all. Loan delinquency
is a serious problem of Rural credit pro-
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grams because it results in a waste of
manpower, high administration costs
and slow turnover of resources.

Reasons for loan Delinquency

a) failure to use borrowed funds for pro-
ductive purposes.

b) crop failure, natural disasters of vari-
ous kinds and changes in economic
conditions followed by a drop in farm
prices.

¢) unrealistic project appraisal studies

d) willful default or refusal to repay -
which is not good character.

6.3 Elements of Rural Lending

Strategy

6.3.1 Careful project appraisal
and credit worthiness
analysis

® market study

selection of pilot area - select a geo-
graphical area where lending costs
and credit risks are not excessive

client selection

viable farmer clients
financial technologies
financial lending conditions
staff recruitment & training

°
°

°

°

°

® institutional, links
® group joint liability

e individual lending

e loan portfolio diversification
® |oan size and term lending
°

credit discipline

6.3.2 Support from the
Government

a) The Devt. of Rural Economy & Agricul-
ture

® put a national policy to encourage sus-
tainable Rural devt. and promote private
initiative in this sector.

® develop Rural infrastructure
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® encourage the devt. of the civil society
and the organization of the Rural sector

® organize extensive awareness campaign
on agri. & Rural devt. themes through the
media.

b) Devt. of decentralized financing systems
must be encouraged through

a) creating awareness among the Rural peo-
ple

b) the promotion of private initiatives

c) the devt. of Rural organizations.

d) specific investments for categories of un-
der privileged people such as the poor
and the women.

c) A sectoral Rural financing support policy
must be put in place

® the policy must be based on consider-
ations of the needs and limitations of the
various Rural financing partners.

® it must propose a national development
plan and a plan for Rural financing coordi-
nation comprising of regulations and sup-
port measures as well other things that
accompany the sector

® it must allow them to mobilize and coordi-
nate the efforts of donors.

6.4 Challenges of Rural
Credits

a. Shortage of loanable fund to address the
growing demand

b. Limited capacity for smaller MGls in expand-
ing outreach to new areas

c. Weak linkage between MFls and banks

d. Poor saving culture — (like depositing in the
morning and withdrawing in the afternoon

e. Undeveloped credit culture — belief that credit
should be donation

f. Growing drop out rate due to poor group for-
mation and preparation

g. High illiteracy lends making training and
awareness very costly

h. Lack of adequate information for loan pro-
cessing

i. Absence of bank branch network and hence
high travel cost

j- Involvement in several credit programs by cli-
ents leading to the case of borrowing form
XMFI to repay Y MFI.

k. HIV/AIDS & other related problems

The major challenges of rural/microfinance
institutions can be summed to the concept of
“Critical microfinance Triangle” /Z|eller and
Mayer (2002), which requires the need for any
MFUI to manage simultaneously the problem of
outreach, financial sustainability and impact as
shown below

Out reach to the poor

Institutional
Innovation

Financial Impact

a. Out reach — reaching the poor in terms of both
number and depth

b. Financial sustainability- meeting operating
and financial costs over the long — term

c. Impact — having observable effect upon cli-
ents’ quality of life

Based on this concept, MFls should be able to:

» Choose their target clients — ensure large
number of target clients are reached using
cost-effective means

» Develop range of products that could meet
clients’ needs

» Set simple and standard loan procedures
* Reduce transaction and supervision costs
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7. MEASURES FOR
SUCCESSFUL RURAL
CREDIT DELIVERY
SYSTEM

Those who are involved in the operation of Rural
credits and the formulation of credit programs for
the poor farm households should be acquainted
with the most important factors associated with
Rural credit delivery system. Formulation of
Rural credit policies should aim at institutional
growth, increased volume of Rural credits, their
impact on Rural production and better outreach
to increased number of beneficiaries.

Therefore, the following policy instruments are
required for an efficient Rural credit services to
small farm households:

a. increase the supply of loanable fund

b. targeting
need

loans for borrowers perceived

. flexible interest rate
. group lending

c
d

e. people’s participation

f. linking savings with credit
g

. linkage of formal and informal financial agen-
cies

h. suitable loan repayment schedule
i. reduction of lending risk
simplified loan processing

7.1Increase the Supply of Loan-
able fund

Attracting funds from various sources will
help:

(i) to meet the increased demand of large
number of households for credits

(i) to meet the growing credit needs of clients
as a result of growing socio-economic de-
velopment needs; and

(iii) to diversify the lender’s credit services
7.2Targeting loans for Borrowers
Perceived Need

* borrowers should be given the opportunity
to borrow for their perceived needs, be-
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cause loans are more valuable when they
meet borrower’s need.

* most needy households could be verified
by
(i) establishing clear criteria for eligibility

(ii) giving priority to women
7.3 Flexible Interest Rate

» changing positive real interest rates to cov-
er lending costs, inflation, etc.

» the problem of most farm households in ac-
cess to credit but not the level of interest
rates charged

» interest rate policy must be flexible enough
to adjust to changes in cost & inflation

7.4Group Lending

* group lending programs are popular and
interesting financial innovations in many
developing countries. Borrowers are or-
ganized into small homogeneous groups
which facilitate group solidarity, joint liability
and participatory interaction.

» group lending helps to have low cost of
lending and high rate of recovery.

» the following conditions may suit the provi-
sion of loans to successful group;

(i) group members be homogeneous with re-
spect to economic criteria

(ii) some group-specific capital is created by
the members of the groups usually contigu-
ous land holdings will satisfy this require-
ment

(iii) group membership is small enough to be
consistent with the group-specific capital
requirements

(iv) very small amounts of loans given without
any collateral

(v) loans are repayable frequently, e.g weekly,
fortnight

(vi) eligibility for a subsequent loan depends
upon repayment of the first loan

(vii) close supervision of credit by the group and
the lender

(viii)joint liability is assigned to all members -
collective borrower responsibility
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(ix) compulsory and voluntary savings to
minimize risk.

7.5People’s Participation

* people’s participation is essential to help
farmers acquire the capacity for managing
their own development on a sustainable
basis. People’s participation involves:

(i) raisingthesocialandpolitical consciousness
of the newly organized groups - it improves
self-reliance

(ii) focus increasingly on women

(iii) encourage their participatory involvement
in planning, implementing and monitoring
social and physical infrastructure projects.

7.6Linking Savings with Credit

* linking savings and credit is a significant
clement in improving ability to achieve self-
sustainability.

* access to deposit linkage of savings and
credit is the main instrument for depositing
idle group funds which will increase the
supply of loanable fund.

7.7 Linkage of Formal and Informal
Sectors

+ strong linkage of formal and informal
financial markets will have the following
advantages:

(i) savings in other sectors could be lent in
more productive Rural sector

(i) there can be a better allocation of financial
resources to where there is strong demand

(iii) lenders in the informal markets can begin
to adopt some of the practices of the
formal financial markets such as accepting
deposits and raising additional capital
outside the family enterprise.

7.8 Suitable Loan Repayment
Schedule

* in order to effectively minimize the
vulnerability of poor farmers, the credit
delivery system should be innovative
to better act against natural as well as
manmade disasters. The following are

more effective ways of minimizing risks:

(i) permit financial institutions to diversify their
financial services rather than focusing on a
particular enterprise or sector:

(i) developing viable grass-root units in the
forms of groups to promote group solidarity
- to facilitate participatory decision making
& management process - to confront
collectively and stimulate peer pressure
upon individual defaulters.

(iii) setting-up various special funds to protect
them against external shocks and natural
disasters.

A central Fund - involves various forms of
contributions from group members -

* is managed by the group and consists of

» group fund

+ emergency fund

» obligatory welfare fund - esp. for schooling
fund -

« disaster to withstand natural

disaster

* Special savings or investment fund - is a
voluntary

savings contribution made by members
usually each week

* managed by the group
» used to finance joint enterprises

7.9 Simplified Loan Processing
Procedures
» efficient Rural credit program should involve

the following most important credit delivery
mechanisms:

(i) efficient loan processing
(ii) stimulating of voluntary savings; and
(iii) effective loan collection mechanisms

e the time required to process a loan should
be short so that borrowers can obtain the
loan on time.

e as regards bank credits, a better efficiency
of loan processing may be achieved by
adopting an incentive program for bank
employees.
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8.INNOVATIONS TO
ADDRESS RURAL
FINANCE CHALENGES

The following key innovative approaches are
effective tools for addressing rural finance
challenges:

a. Firm vision/mission to reach the poor — in-
creasing outreach with the ultimate goal of
reaching large number of clients and poverty
reduction

b. Simple and innovative products, i.e. develop-
ment of demand driven financial products

c. Cost effective MFI for attaining operational &
financial sustainability — control over ad-
ministrative expenses and effective use of
resources

d. Diversified funding sources

e. Standardized & Simple delivery procedures
methodology

f. Linkage of MFls & banks

g. Continuous institutional capacity of MFls so
as to address:

+ Good governance

* Human resource development

+ Portfolio quality improvement

* MIS strengthening

* Loanable fund/savings mobilization

* Quick information on repayment & default

h. Flexible loan terms & conditions, e.g. suit-
able loan repayment schedule tailored to the
client’s cash flow

i. Close & frequent monitoring & follow up

j- Appropriate & standard criteria (ratios) for
measuring MFIs’ performance
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9. CONCLUSION

e |n most of low income countries, the majority of
small farm household have limited or no access
to formal credit sources due to lack of adequate
and suitable collateral.

e The credit needs of the rural poor are small
which imply high cost of loan processing and
risks for banks. Moreover absence of link-
ages between credit and savings, absence of
capable financial/intermediaries, low level of
people’s participation, limited capital formation
in the Rural sector are major problems associ-
ated with the provision of Rural credit services.

e [f the Rural sector is required to grow in terms
of output, income and employment, most of
the constrains associated with the credit poli-
cies and related institutional services should be
given due consideration.

e Appropriate sets of policies for efficient credit
service will act as the best instruments to:

a) increase food production and household in-
come

b) increase purchasing power by stabilizing food
prices

c¢) improve the household’s ability to adjust its pat-
tern of consumption and investment with period
of credit and savings

e Those who are involved in the operation of Ru-
ral credits and designing credit programs for
poor farmers should be aquatinted with the ma-
jor factors associated with Rural credit delivery
system.

e In this context, the Rural community should
be encouraged to form small homogeneous
groups which ensure people’s participation fo-
cusing largely on women. Strengthening links
between credit and savings will help to mobi-
lize idle fund and increase the supply of fund
so that for formal credit sources will become
self-sustainable. Moreover, linkage of credit
with savings encourages capital formation in
the Rural sector.

e Finally, people’s participation, linkage of credit
with savings and effective loan administration
mechanisms and loan collection procedures
minimize administrative costs and lending risks
and encourage capital formation for alleviating
poverty and fostering development in the Rural
sector.
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€ement Commodity Study

Cement industry is one of the
major determinants of economic
growth for the country, especially
for developing countries. Cement
is by far the most important
construction material in Ethiopia
accounting for about 90% of the
gross value of production of non
metallic building materials. In
addition to its high significance in
construction sector, the booming
of building and construction
in all corridors of the country
has created crucial shortage or
unsatisfied demand and resulted
in high price increase in Ethiopia.
To mitigate this problem and
to maintain the momentum of
the economic development of
the country, the government of
Ethiopia has given due attention
for establishment of cement
factory and encouraged private
investors to engage in the sector

Abstract

by providing various incentives.
In line with the government
strategy, Development Bank
of Ethiopia had studied cement
production commodity. The main
objective of the study is to enable
all working units, involving in
credit delivery process, to make
informed decision by availing
the raw material requirement,
productionprocessandtechnology
options, marketing situation,
organization and manpower
requirement, socioeconomic and
environmental consideration,
major problems and risk factor,
and opportunity and threat of the
commodity. The finding of the
study resulted with the following
remarks. Regarding raw materials,
the assessment has shown that the
availability of raw materials for
the production of cement such
as gypsum, kaolin, clay/shale,

sand stone, coal, iron ore and
pumice widely in Ethiopia. The
marketing study indicated that the
existence of unsatisfied demand
of cement in the country until
the projection year of 2017/18.
This invites for the establishment
of new cement factories and for
expansion of the existing ones.
There are also export potential
markets in Djibouti, Somalia,
Sudan and other middle-east
countries so long as Ethiopian
producers are capable to produce
cement at a least cost to afford
stiff competition from others
neighboring countries like Kenya,
Eritrea and Egypt. Finally, the
study concluded that financing of
the cement production projects is
very rewarding for the Bank since
the potential and market prospect
of cement in Ethiopia is very
dependable.

Cut Flower Production
Commodity Study Abstract

The production of flower in
Ethiopia is young; it is becoming
one the major foreign currency
contributor to the country beyond
employing large number of
workers. In project financing
process the knowledge concerning
the market condition and its
arrangement, the organizational
and management structure, skilled
and casual labor availability and
its price, the environmental and
the socio economic impact of the
product to be financed and the
assessment of the parameters and
coefficients used to estimated cost
of projects have to be undertaken

deeply and thoroughly to be used
by the appropriate organs of the
Bank. In cut flower commodity
study to accomplish the afore
mentioned objective  primary
data from flower growers; and
secondary data from the concerned
government  institutions  and
internet sources are collected
and analyzed using descriptive
statistics that the production
and consumption of flowers is
expanding all over the world where
the formeris gaining importance in
developing countries due to their
cost advantage while the latter is
culture in western world and also

s A%l 0%h

has gained importance in eastern
part of the world, particularly
Japan. The prospect of the sub
sector depends on its capacity to
produce quality flowers as per the
market requirement with efficient
techniques of production and
corporate social responsibility.
Hence, the Bank has to duly
advise, follow up and monitor
its existing clients to produce
in sustainable way, and the
extending of new loans has to be
taken in caution for projects that
lead the market in quality, cost
and sustainability.
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ROLES PLAYED BY DBE IN SUPPORTING
ETHIOPIA’S ECONOMIC DEVELOPMENT
ABSTRACT

Development banks (DBs) are very important
financial agencies established so as to alleviate
the market failure in the provision of long-term
finance.

In Ethiopia, the Development Bank of Ethiopia
(DBE) was established 100 years ago with main
objectives of speeding up the process of development
by channeling long-term finance to priority sectors.
The Bank has continued to provide its services
in different regimes taking different forms and
objectives.

Since its establishment, the Bank has been providing
development credits to small, medium and large-

scale development projects in various sectors of the
country’s economy. On top of this, it has extensive
experience in mobilizing financial resources from
domestic and foreign sources through borrowings or
in the form of time deposits.

The paper briefly portrays the contents of the
proposed paper that attempts to review DBE’s past
and current operations and performance, its credit
policies and loan delivery mechanisms, its roles
and contributions as well as its forward plan in line
with the socio-economic development strategy of
the Federal Government. Once the review report is
finalized, power point report will be prepared for
presentation at the planned Workshop.

Mobile Phone Assembliing
Study Abstract

Ethiopia, one of the world’s poorest and least-
wired nations, wants to expand information and
coverage to the
entire country. The Ethiopian Telecommunication
Corporation (ETC), the country’s sole state-owned
technologies
provider, has been undertaking a big network
expansion program aimed at enabling the rural
population to have better access to mobile telephone
services. To meet this objectives the establishment
of Mobile Phone Assembling in Ethiopia is very
important to accomplish the objective of government
to expand the mobile phone network coverage in the
entire country so as to reach the vast majority of the
population. This would enable the population to have
greater access to market socio-economic and agro-
climatic information. In line with this Development
Bank of Ethiopia (DBE) had thoroughly analyzed
the market, input requirement and other technical
and engineering information related with mobile

communication technologies

information and communication
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phone assembling. In the commodity study of
mobile phone the study team has made an attempt
to relate the demand and supply projections with
that of ETC’s approaches. The study shows an
existence of huge potential demand for mobile
phones in Ethiopia by using Chain-Ratio Method.
Chain Ratio Method applies a series of factors
for developing demand forecasts in which the
quantitative impact of each factor is layered upon
another in a structured, analytical approach. There is
an ever increasing number mobile phone subscriber
over time. The study also shows almost the entire
consumption needs of the country’s population for
these products have been satisfied through imports.
This situation calls for an establishment of mobile
phone assembling and manufacturing in Ethiopia.
Hence the study concluded the Development bank
of Ethiopia can support through providing the
necessary credit and technical services to investors
of mobile phone assembling projects.




FINISHED LEATHER COMMODITY
STUDY ABSTRACT

Finished leather Commodity Study was undertaken
to enable the various Processes of the Bank make
informed decisions. Judgmental Sampling Technique
was used to take samples of companies engaged in
finished leather production and Descriptive Statistics
was utilized to analyze and interpret the data. The
study found out that Ethiopia is among the leading
nations in terms of the number of livestock resources
in Africa and the world. These high potential
resources offer a strong base for finished leather and
leather products. The sub sector is constrained by low
off-take ratio, low level of production of hides and
skins reach at modern tanneries, and excess soaking
capacity of existing tanneries relative to hides and
skins available to them, among others. To alleviate
these problems, the Government established Leather

and Leather Products Technology Institute aimed at
producing skilled labour force, undertaking Research
and Development (R&D), rendering consultancy
and technical services to stakeholders in the leather
sector. The Development Bank of Ethiopia also
provides financial and technical support for such
government priority sectors. Furthermore, the study
revealed the existence of significant demand-supply
gap of finished leather until the projected year of
2018. The demand emanates from both domestic
as well as export markets. The export market
opportunities include Common Market for Eastern
and Southern Africa (COMESA), European Market
under the initiative of Every thing But Arms (EBA)
and USA markets under the initiative of African
Growth and Opportunity Act (AGOA).
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NATI ONAL CEMENTSHARE COMPANY
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NCSC being one among few
which are expecied to enhance
the production of cement in
{ the country and contribute to
® X the economic development of
N |53 e il the country
=y IS
;3 e B "‘m Commutted to serve iib;i
= cusfomers by providing
. :é quality cement and related

""1 o — consiruction material with
v Ty 'E , l compellive price.
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Tel: 00 251 11 372 2219/20 Tel: 00 251 25 111 3176
Fax: 00 251 11 320 1174 Fax: 00 251 25 111 8941
P.O. Box 3344 Code 1250 P.O. Box 94
Addis Ababa, Ethiopia Dire Dawa, Ethiopia

E-mail: ethio_cement@yahoo.com
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