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Basic information about the country:
Ethiopia is the only African country to have entered the 21st century without a
meaningful colonial past. Still it is one of the poorest countries in the world with an estimated
per capita income of just $203 (IMF 2007 cited by the Financial Standards Foundation). The
country’s economy is heavily dependent on agriculture (~45% according to the CIA World
Factbook) but the sector has been buffeted for decades by drought, poor cultivation practices,
and a border war with Eritrea. In 2001, Ethiopia qualified for debt relief under the Highly
Indebted Poor Countries (HIPC) initiative, and in 2005 the IMF voted to forgive Ethiopia's debt
to the body.
Under Ethiopia's constitution, the state owns all land, providing 99‐year leases. This
system continues to hamper growth in the industrial sector as entrepreneurs are unable to use
land as collateral for loans.
While measures have been taken to stimulate private sector enterprise (e.g. simplifying
red tape, clarifying the rules that govern business activities and shortening the time required in
obtaining required licenses), the government still maintains a major role in the economy.
Indeed, several sectors of the economy are reserved solely for the government. These include
among others electricity generation and distribution, postal services and weapons
manufacturing. Foreign firms are excluded from many sectors including banking, insurance,
broadcasting, high capacity air transportation, motels, saw mills, movie theatres, travel
agencies, domestic baked good, raw coffee export, retail and wholesale trade, brokerage
services and shipping.1
Freedom House classifies Ethiopia as “Partly Free” and gives the government a score of 5/7 to
reflect the lack of both political and civil liberties. Freedoms of the press and the judiciary are
provided in law but severely limited in practice.
Table 1: Ethiopia Statistics at a Glance
BBC

CIA World Factbook

Population

85.2 million (UN 2008)

85,237,338 (July, 2009 est.)

Area

1.13 million sq km (437,794 sq
mi)

1,127,127 sq km

Border Countries

Djibouti 349 km, Eritrea 912 km,
Kenya 861 km, Somalia 1,600 km,
Sudan 1,606 km

Coastline

0 km (landlocked)
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Financial Standards Forum (2008)
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BBC

Major Languages

Amharic, Oromo, Tigrinya,
Somali

Major Religion

Christianity, Islam

Life Expectancy

52 (men)
54 (women) (UN)

Main Exports –
Commodities

Coffee, hides, oilseeds,
beeswax, sugarcane

Main Exports – Partners

Currency

CIA World Factbook
Amarigna 32.7%, Oromigna
31.6%, Tigrigna 6.1%, Somaligna
6%, Guaragigna 3.5%, Sidamigna
3.5%, Hadiyigna 1.7%, other
14.8%, English
Christian 60.8% (Orthodox 50.6%,
Protestant 10.2%), Muslim 32.8%,
traditional 4.6%, other 1.8%
Total : 55.41
male: 52.92
fem: 57.97 (2009 est.)
Coffee, qat, gold, leather
products, live animals, oilseeds
Germany 8.2%, Saudi Arabia 7%,
US 6.9%, Djibouti 6.6%, China
6.5%, Italy 6.5%, Japan 5.9%,
Netherlands 4.8% (2007)

1 Birr = 100 cents

Exchange rates

Birr (ETB) per US dollar ‐ 9.57
(2008 est.), 8.96 (2007), 8.69
(2006), 8.68 (2005), 8.6356 (2004)

GDP

$25.08 bn (2008 est.)

GDP (PPP)

$66.29 bn (2008 est.)

GDP per capita (PPP)

$800 (2008 est.)

Real GDP growth rate

8.5% (2008 est.)

Inflation Rate

41% (2008 est.)

Banking System:
a) History
Modern banking in Ethiopia began in 1905 with the Bank of Abyssinia, a private company
controlled by the Bank of Egypt. In 1931 it was liquidated and replaced by the Bank of Ethiopia
which was the bank of issue until the Italian invasion of 1936. During the Italian occupation,
Bank of Italy banknotes formed the legal tender. Under the subsequent British occupation,
Ethiopia was briefly a part of the East Africa Currency Board.
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In 1943, the State Bank of Ethiopia was established, with 2 departments performing the
separate functions of an issuing bank and a commercial bank. In 1963, these functions were
formally separated and the National Bank of Ethiopia (the central and issuing bank) and the
Commercial Bank of Ethiopia were formed.2 In the period to 1974, several other financial
institutions emerged including the state‐owned:
 The Agricultural and Industrial Development Bank (established largely to finance state‐
owned enterprises)
 The Savings and Mortgage Corporation of Ethiopia
 The Imperial Savings and Home Ownership Public Association (which provided savings and
loan services)
Major private commercial institutions, many of which were foreign owned, included
 The Addis Ababa Bank
 The Banco di Napoli
 The Banco di Roma
In addition, there were several insurance companies.
The shift to Marxist government in 1975 brought several changes to the banking system,
and saw the nationalization of private banks and insurance companies. The major 3 commercial
banks were merged under the Addis Ababa Bank, and the National Bank of Ethiopia was given
oversight over all financial institutions. The Ethiopian Insurance Corporation incorporated all
the nationalized insurance companies and the new Housing and Savings Bank provided loans
for new home construction and home improvements.3
b) Current Conditions
The financial system of Ethiopia is very underdeveloped. There is no stock exchange and of the
eleven banks that exist, three are state owned and dominate the sector.4 There are no foreign
banks in the country, and the system remains isolated from the effects of globalization while
policy‐makers fear that liberalization will lead to loss of control over the economy. 5 The
government controls interest rates and sets them below the high inflation rate. Corruption,
though strictly sanctioned, remains a concern. Table 2 provides indicators of the ease of doing
business in Ethiopia.
Table 2: Business Climate of Ethiopia
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Mauri (1971)
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US Library of Congress

4

Financial Standards Forum (2008)
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Kiyota (2007)
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As stated above, the National Bank of Ethiopia is the country’s central bank. The state‐owned
Commercial Bank of Ethiopia is the largest bank in Ethiopia and controls ~2/3 of the assets of
the entire banking system. Kiyota (2007) describes the Ethiopian banking sector as ~88%
concentrated versus 59% for Kenya, 67% for Tanzania, 63% for Uganda, and 81% for sub‐
Saharan Africa as a whole. Table 3a summarizes the historical value of Ethiopian bank assets
and shows the power of the state‐owned banks in the sector, while Table 3b compares these
assets with GDP. Table 3c shows the breakdown of loans and deposits at Ethiopian banks.
Note: there is no explicit deposit insurance scheme in place in Ethiopia.

Table 3a: Value of Ethiopian Bank Assets

5

Source: Reproduced from Kiyota (2007) which gives sources as Annual Report of Individual
Banks
Table 3b: Ethiopian Bank Assets versus GDP

Sources: Assets ‐ National Bank of Ethiopia; GDP ‐ from 1999 through 2001, IMF Article IV
(2002). 1998 GDP is estimate from IMF Article IV growth rate of 6% between 1998 and 1999.
2002 through 2006, from IMF Statistical Appendix
Table 3c: Lending and Deposits at Ethiopian Banks (ETB mm)
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Table 4 shows the profitability of the Ethiopian Banks (measured by Return on Assets)
Table 4: ROA of Ethiopian Banks

Source: Reproduced from Kiyota (2007) which gives sources as Annual Report of Individual
Banks
Table 5 shows the pricing power of Ethiopian Banks (measured by Interest Rate Spreads)
Table 5: Interest Rate Spreads at Ethiopian Banks

Source: Reproduced from Kiyota (2007) which gives sources as Annual Report of Individual
Banks
Table 6 summarizes the reserve and liquidity position of Ethiopian banks
Table 6: Reserves and Liquidity at Ethiopian Banks (millions of Birr except for ratios)
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Source: Reproduced from National Bank of Ethiopia website
Insurance companies and other financial institutions
There are 10 insurance companies in Ethiopia (up from 9 in 2007), with about 200
branches across the country.6 Their branch network and capital position as of 2007 are
described in Table 7. The 10th company, Lion Insurance Company S.C., is not shown in the table
but operates in the country.
Table 7: Branches and Capital of Insurance Companies in Ethiopia (Capital in Millions of Birr)
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National Bank of Ethiopia, 2007/2008 Annual Report, Governor’s Speech
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Source: Reproduced from National Bank of Ethiopia Annual Report 2006/07
Central bank and its role in the economy:
The National Bank of Ethiopia has its website at www.nbe.gov.et/ and periodically makes
available to the public several statistical publications on macroeconomic factors in Ethiopia.
The inter‐bank money market is weak and few banks access the re‐discount window.
According to its website, the functions of the National Bank of Ethiopia are as follows:















Coins, prints and issues the legal tender currency, and regulates the country's money
supply
Regulates the applicable interest rate and other cost of money charges
Formulating implements and follows‐up the country's exchange rate policy, and
manages and administers the international reserves of the country
Licenses, supervises and regulates the operations of banks, insurance companies and
other financial institutions
Sets limits on gold and foreign exchange assets, which banks, and other financial
institutions authorized to deal in foreign exchange an hold in deposits
Sets limits on the net foreign exchange positions and terms, and the amount of external
indebtedness of banks and other financial institutions
Provides short and long term refinancing facilities to banks and other financial
institutions
Accepts deposit of any kind from foreign sources
Promotes and encourages the dissemination of banking and insurance services
throughout the country
Prepares periodic economic studies, together with forecasts of the balance of payments,
money supply, prices and other relevant statistical indicators of the Ethiopian economy
useful for analysis and for the formulation and determination by the Bank of monetary,
saving and exchange policies
Acts as banker, fiscal agent and financial advisor to the Government
Represents the country in international monetary institutions and acts consistently with
international monetary and banking agreements to which Ethiopia is a party
Exercises and performs such other powers and activities as central banks customarily
perform

The Central Bank has a monopoly on all foreign exchange transactions and supervises all foreign
exchange payments and remittances. The currency, the Birr, is not convertible. The government
carefully monitors and controls its movement and as a result, it trades in a very narrow range.
The Birr is widely considered to be overvalued particularly in light of Ethiopia’s high inflation
rate.
Government Bond Market
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The Treasury Bill market is the only active primary market in the country. Tenders are offered
periodically by the Central Bank. The government offers 28‐day, 91 day and 182‐day bills. A
sample of the amounts offered and yields on T‐Bills is shown in Table 8.
Table 8: Ethiopian Treasury Bill Market

Source: Reproduced from National Bank of Ethiopia report, The Monthly Macroeconomic
Indicators for the Month of March, 2008
Stock Market
No stock exchange exists
Other Types of Finance/Financial Market
Micro finance
The formal microfinance industry began in Ethiopia in 1994/1995 with the government’s the
Licensing and Supervision of Microfinance Institution Proclamation designed to encourage
Microfinance Institutions (MFIs) to extend credit to both the rural and urban poor of the
country. By 2005, there were 23 MFIs with almost 1 million clients.
Since the government prohibits any foreign national from providing banking services in
Ethiopia, MFIs in the country must be established as share companies with capital wholly
owned by Ethiopian Nationals or by organizations wholly owned and registered under the laws
with a head office in Ethiopia. This has led to lack of transparency in the sector since much of
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the initial capital comes from foreign donors who must enlist “nominal” shareholders to act as
fronts. (MFIs are licensed under the central bank). Gobezie (2005) notes,
These shareholders are precluded from selling or transferring their shares and
"voluntarily forsake" their claim on dividends, if any, declared by the MFI. Such
shareholders do not have a real stake in the organization and would be unlikely to lend
it support at a time of financial crisis.
Interest rates charged on loans are not fixed, but a minimum interest rate of 3% to depositors is
required by law, which sometimes discourages mobilization in hard‐to‐reach areas (where
administrative costs added to the cost of capital make investment too expensive). Such high
transactions costs mean that most MFIs operate in urban or semi‐urban areas, leaving the rural
poor underserved. On the other hand, MFIs are exempt from Income and Sales Tax on their
profits.
Other than the formally‐licensed MFIs, there are NGOs informally involved in the
delivery of microfinance. Their practices include subsidized interest rates, charity and lax
delinquency penalties, which Gobezie notes may undermine the health of the microfinance
industry as a whole.
Table 9 includes statistics on the microfinance institutions in Ethiopia.
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Table 9: Capital, Saving and Credit of Ethiopian Micro Finance Institutions as of June 30, 2007
(ETB ‘000)

Source: National Bank of Ethiopia Annual Report 2006/07
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