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Discussion held on the draft MFI
Business Proclamation

The National Bank of Ethiopia (NBE) held a half day discussion on Dec.15/08 with the Ethiopian Microfinance Institutions
(EMFI) on the new draft proclamation prepared by the Bank.

H.E.Ato Teklewold Atnafu, Governor of the National Bank of Ethiopia (NBE) after his welcoming speech said that, it is
decisive and compulsory for the governing body to set a new regulation and updating the existing one inline with the
dynamism of the sector.

The Bank arranged this discussion forum to enable EMFI, forward their views on the draft document and for its subse-
quent implementation, the Governor said. He also explained that, the Bank has looked in to national and international
experiences to make the draft proclamation more profound. In this regard, foreclosure law, tax treatment of MFI, penalty
on operation of MFI business without license, MFI liquidation process, purchase and sell of Gold and MFIs" upgrading to
commercial banks are among those incorporated in the new proclamation.

Dr. Wolday Ameha, Director of AEMFI noted that the draft proclamation has treated all important issues and concerns of
MFI, which is a great breakthrough. Various questions and opinions were raised by participants and replies were given by
the Governor.

Including the Director of AEMFI, 22 heads of MFI were in attendance. The proclamation becomes effective after the en-
dorsement by the House of Peoples’ Representatives and issued on the Negaret Gazette. Currently, 30 MFI are operating
through out the country.

Academy offered one month training

The Ethiopian Academy of Financial Studies (EAFS) under the auspices of the NBE, offered training on crime control, crime
investigation, research, domestic banking operations policies and procedures, international banking practices, insurance
principles and practices, NBE’s directives on foreign exchange during November 24, 2008- January 21, 2009. The profes-
sionals were drawn from various departments of the Federal Ethics and Anti-Corruption Commission (FEACC).

Ato Mesfin G/Sellassie, Director of the Academy told Birritu about the importance of the training that, since the commission
is engaged in tackling corruption and mal-practices in the country, it gives immense opportunities to the trainees to know
key operational activities in banks and insurance companies and possible rooms that lead to corruption.

Among the participants, Ato Berhanu Abate, investigation team leader and Ato Zeleke Assefa, advisor in the Department of
Corruption Protection, explained that the major activities of the Commission are educating and sensitizing the public about
the effect of corruption, ways of tackling and at the same time undertake professional investigation. Hence, knowing the
activities of the aforementioned institutions and likely treats they may face is vital while conducting anti-corruption studies
and investigations. 27 trainees attended the training.
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Determinants of Internacional Tourism Flows to Echiopia
By: Getachew Ahmed

1. Introduction

The World Tourism Organization (WTO) defines tourism as “the activities of
persons traveling to and staying in places outside their usual environment for
not more than one consecutive year”. International tourists are “tourists who
stay at least one night in a country where they are not residents”. From now on
when we talk about tourism we are talking about international tourism.

Worldwide, international tourism receipts are estimated at USD 680 billion in
2005. In absolute terms, international tourism receipts increased by USD 47
billion, an amount comparable to the receipts of the world’s second biggest
tourism earner, Spain, or to the combined receipts of the Caribbean, Central
America, South America and South Asia (WTO,2006).

According to the same source, Africa performed best of all regions in 2005, with an increase in arrivals
estimated at around 9% for the second consecutive year. Growth was about as strong in Sub-Saharan
Africa (9%) as in North Africa (8%). Algeria reported 17% more arrivals, while Morocco increased arrivals
by 7% and Tunisia by 6%. Among the Sub-Saharan destinations, particularly remarkable results were
reported by the Democratic Republic of Congo (103%), Swaziland (83%), Gambia (23%) and Senegal
(15%). Major destinations such as South Africa (10%), as well as the island destinations of Seychelles
(7%) and Mauritius (6%), all improved on their 2004 results. Kenya also reported strong growth (23%).

The main factors boosting tourism demand for African destinations are product improvement and
diversification. Investment in infrastructure has also been very positive, and enhanced cooperation between
the public and private sectors has helped to ensure increased benefits for all stakeholders.

Although the importance of tourism in the Ethiopian economy is widely recognized, little attention has been
given to explain systematically its determinants. Empirical studies in explaining the international demand
of tourism in Ethiopia are limited. The economic dimensions of tourism to Ethiopia and specifically the
determinants of the demand for Ethiopia as a tourist destination are neglected in the economic research
literature.

The objective of this study is to estimate the long run relationship between the foreign exchange earnings
from tourism and its determinants such as income of the tourist, relative prices (real effective exchange
rate), war and/or political instability, drought and market liberalization in the destination.

2. Tourism in Ethiopia: An overview

Tourism brings obvious economic benefits, with the two most important being the generation of foreign
exchange and the creation of jobs. Ethiopia is no special in this respect. As shown in the following figure,
overall, tourism has grown by 12.5% and 17.9% for the last fifteen years in terms of the number of arrivals
and the forex earnings from travel respectively. After mid 2002, both of these indicators surged scoring
17.3% and 37.3% growth rates. Despite its positive endowments and good growth in tourism over the past
fifteen years, it remains true that Ethiopia’s tourism potential is underutilized and underdeveloped.



BIRRITU 104

Figure 2:: Tourism arrivals and forex earning over time (1988-2005)
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Source: Ethiopian Tourism Commission
As the table below shows more than 31% of Ethiopia’s tourism arrivals come from Africa. The other share
of 26% of the total tourism arrivals come from Europe. America, Middle East and Asia contribute 15.4%,

12% and 6% respectively.

Figure 3: Share of Tourist Arrivals from Total
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3. Literature Review: The Demand Function of Tourism

According to the literature, the underlying theory that explains tourist flows between the origin and the
destination country is based on the demand function. The product resulting from the demand of tourism is
an aggregate amount of the individuals’ desire to travel within a specific time period and following this is
the foreign exchange earning flowing from travel services given to the tourists.

Classical economic theory implies that the major determinants of the demand for foreign tourism should
include: the price of tourist goods and services relative to the price of relevant substitutes, the incomes of
tourists and any other specific factors which may alter the tastes of travelers for tourism (Walsh, 1996).
Following this theory and the majority of empirical studies, the flows of tourism between the receiving and
the supplying countries can be specified by using the demand function of the type:
Q=f(Y,, P)

where Q stands for tourist consumption of tourism services in the receiving country, Y is income per capita
of the supplying country (country of origin of the tourist) as a measure of its purchasing power capacity,
and P is a relative price index to measure price levels between the origin and the destination countries.

6
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The income of the importer country is the primary factor that affects tourism demand. In fact, the larger the
purchasing power of the countries potential demanders, the more likely it is that their citizens can afford
to purchase a good or service from abroad, all other things being equal. The second important determinant
of the demand, in the model, for tourism is relative price between the receiving and the sending countries.
Price depends not only on the price of the good in the origin country but also on the exchange rate.

In developed countries, the determinants of tourism are income, price, exchange rate between the currencies
of the destination and origin country, transportation costs, and population (Naudé and Saayman:2004).
Naudé and Saayman reported that the traditional determinants of the so called “developed countries”
determinants such as income, price and cost of travel are not significant in explaining the demand for tourism
in developing countries as a tourism destination. Rather political stability, marketing and information,
drought, tourism infrastructure, the level of development in the destination are key determinants of tourism
flow to these countries. There is a wide variety of models in the tourism literature for estimating tourism
demand and forecasting some measures of tourism consumption in the destination country. Advanced
econometric techniques have recently been applied.

4. Specification of the Model

4.1 Variables of the Model: Tourism is a sector that involves a multiplicity of economic activities responding
to differentiated demands with specific characteristics at the national and international levels. The complexity
and interaction of the tourism activities justify its consideration as a special sector that integrates a set of
economic activities related mainly to traveling and accommodation services. The combination of demand
(travel decision) and supply (accommodation provision) characteristics at the national and international
levels creates some difficulties in modeling the tourism activity as a whole. However, the increasing
importance of the tourism sector in terms of its contribution to the national product, employment and the
balance of payments creates the need to investigate the determinants of tourism flows within a specific
country, and especially for countries having abundant potential of the tourism industry. This study models
the foreign demand for tourist services in Ethiopia in the same way as the demand for any other good or
service from abroad.
TR,=f(PY,RR,DD,DW,DM)

Where PY, is the the per capita income of the countries in the sample, RR is the real effective exchange rate.
DD,, DW, and DM, are dummies capturing drought , war and/or political instability and market liberalization
respectively.

Dependent Variable: The dependent variable in this study is the foreign exchange generated by this
sector. However, the variable selected as proxy for the dependent variable has some limitations and the
following three points should be noted. First, this variable includes all foreign exchange generated by all
types of tourists (business and recreation) and does not allow us to distinguish the impact of changes in
the explanatory variables on each type of traveler. Secondly, the data doesn’t allow us to separately see
tourism demand from each country of origin. Lastly, it is assumed that the receipts from tourist arrivals
of eleven countries which account about 70% of the total tourist arrivals determine the movement in the
changes of the total earnings from travel.

Independent Variables: We use real per capita income of the sending country (which also captures the
population factor) defined by the following ratio:
Y,.= NGDP, GDP deflator, ,.POP,

Where, NGDP is Gross Domestic Product at current market prices, GDP deflator is proxy for price level to
change nominal GDP to real GDP and POP is Population.

Another determinant of the demand for tourism is relative price between the receiving and the sending
countries. It is not just the prices in the destination country which are important but also, relative price
differences between the destination and the generating country. If prices in destination countries increase
by more than those of the generating country and, this is not (fully) compensated for by changes in
exchange rates then, the relative cost of travel abroad has clearly risen. For the purpose of this study real
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effective exchange rate (REER) is used to capture the influence of relative prices where increase in REER
indicates appreciation and decrease depreciation of the real effective exchange rate. Moreover, dummy war
(DW), dummy drought (DD) and dummy market (DM) which are expected to be relevant for the Ethiopian
case are included in the model.

The tourism demand function is estimated in log-log form so that the estimated coefficients can be
interpreted as elasticities. The basic framework for the tourism demand function is as follows:

InTR= B,+B,InPY+B,InRR+B,DD +B,DW + B,DM+ ¥

Where TR is foreign exchange earning generated from travel, PY is the per capita income of countries in
the sample, RR real effective exchange rate, DW is the dummy for war and /or political instability, DD is the
dummy for drought/famine, DM is the dummy variable used to capture liberalization.

The expected signs for the above variables are positive for per capita income (PY) and dummy market (DM)
where as negative for real effective exchange rate (RR), dummy variables of war and/or political instability
(DW) and drought (DD).

4.2. The Nature and Sources of Data

The paper applies annual data of 34 years (from 1973 to 2006). The paper analyses the determinant of
Ethiopian tourism based on the data of selected samples of eleven countries (France, Germany, India,
Italy, Japan, Kenya, Netherlands, Saudi Arbia Switzerland, UK and USA) which constitute more than 65%
of the total tourist arrivals. The data source on the arrivals of tourists by origin is Ethiopian Tourism
Commission.

Total travel earnings are taken as a dependent variable (TR) as there is no foreign exchange earning by
country of origin. The source of this data is the National Bank of Ethiopia (NBE), ERMPD data base. Data on
per capita income of countries calculated in such a way that the nominal GDP is divided by the GDP deflator
and then by their population to get the per capita income of each country. The sum of the per capita income
of these countries is taken as explanatory variable (PY). The source of these input data is International
Financial Statistics (IFS). Real Effective Exchange Rate is defined as the currencies of the respective
countries per birr which in effect imply appreciation of the currency is an increase in the magnitudes of
REER. The data source for this variable is National Bank of Ethiopia (NBE), ERMPD data base.

4.3. Time Series Properties of the Data

To estimate the long-run relationship of the variables of the model for the period 1973-2006, we tested the
behaviors of the variables over the time mentioned. The unit root characteristics of the data are examined.
To examine the uni-variate time-series of the data, Augmented Dickey-Fuller (ADF) unit root tests are
carried out on the series. Table 1 shows that the ADF tests statistics for all of the variables are stationary
in their first differences [I (1)].

Table 1: Results of the unit root tests on time series of tourism arrivals, per capita income and real
effective exchange rate.

Constant Trend and
Variables Level First diff. Level First diff.
InTR 0.316232 -3.374779** -3.763609** -3.44534**
InPY -0.969946 -4.195318* -3.298301*** -4.168817**
nRR -1.529194 -4.343404* -2.556102 -4.354794*

The stars *, ** and *** indicate rejection of the null hypothesis of a unit root at 1, 5 and 10 percent significance
levels.
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According to the ADF tests compared with the appropriate critical values in Table 1, the null hypothesis of
the unit root (no long run relationship between forex earning, per capita income and real effective exchange
rate) is rejected in favor of the alternative hypothesis. This means that the variables included in the models
are co-integrated. That is we can rely on our long-run estimated parameters since we don’t have the
problem of spurious regression.

1. Estimation of Elasticities and Interpretation of Results
The coefficients of those explanatory variables specified in logarithmic form may be interpreted as elasticities.

As can be seen, some dummy variables which were included in the hypothesis as outlined above have not
been included at this stage because they are found insignificant.

Long-run
LnTR= B, + B,nPY + B,nRR
LnTR= -18.69 + 3.02InPY - 0.86InRR
St. Error  (3.556) (0.433) (0.305)
T-stat: -5.256 6.982 -2.799

P-value (t-stat): (0.000) (0.000) (0.0087)

Adjusted R-squared: 0.8226 F-stat: 77.5451 [0.0000]
Heteroscedasticity Test: White’s stat=2.2569 [0.0762]
Normality Test: Jarque-Bera= 0.7656 [0.6819]

Consistent with previous studies on tourism demand, per capita income in our major trading partner
countries are positively related to the demand of tourism. As per capita income increases, demand for
tourism also increases, with elasticity greater than one. Moreover, these countries appear much more
sensitive to changes in their real per capita income levels (i.e. with an income elasticity value of 3.02) than
to real effective exchange rate movements in the long run (with price elasticity of 0.86) in the long run.

Short-run dynamics

Using the information provided by the unit root test of the error term of the long run estimates, an Error
Correction Model (ECM) is constructed to obtain the short-run elasticities. Modeling the short-run dynamics
will provide information concerning how adjustments are taking place among the variables, to restore
long-run equilibrium , in response to short-term disturbances in the demand for tourism in Ethiopia.

d(InTR)= B, + B,d(InPY) + DW + ECM(-1)

d(InTR)= 0.091+1.01d(InPY)- 0.23DW-0.26ECM(-1)

St. Error:  (0.0422) (0.4823) (0.0967) (0.0911)

T-stat: 2.164 2.102 -2.343 -2.881

P-value (t-stat) :( 0.039) (0.044) (0.026) (0.007)

Adjusted R-squared: 0.310804 F-stat: 5.8103[0.00308]

Heteroscedasticity Test: White’s stat=2.2569 [0.0762]
Obs*R-Squared=9.7667 [0.0821]

Normality Test: Jarque-Bera= 0.7656 [0.6819]

In the short run as expected, per capita income is positively related to tourism demand. A 1.0 percent
increase in the major trading partners’ income per capita raises tourism demand (earning from travel) by
about 1.0 percent (unitary elasticity). As we saw in the long run regression results, relative prices (real
effective exchange rate) were negatively associated with tourism demand. In the short run, there is no
significant relationship between price and the demand for tourism. This absence of relationships between
demand for tourism and relative price in the short run may have come from the nature of the data on the
latter. Firstly, the use of the REER index as a proxy for relative prices may distort results, given that it does
not truly capture relative tourism prices - a hotel price index would have been preferred. It may be argued
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these hotel prices are included in the CPI, but these prices might not have big weights in the calculation of
the CPI. It they were given greater weights in the calculation, and then the CPI would appropriately show
the movements in the hotel prices. The model also does not take into account transportation costs, such
as airfares, and substitution prices. These omitted variables could have had a significant influence on the
model. Unsurprisingly, years of wars and/or political instability deters somewhat tourism demand in the
short run.

The ECM term is significant and the negative coefficient guarantees that the series is not explosive and that
in the long-run, convergence is achieved. The coefficient of this term implies that a deviation from long-run
tourism demand in one period is corrected by around 26.2 percent in the next.

6. Concluding Remarks

The purpose of this study is to gain insight into the Ethiopian tourism industry and to estimate the long
run relationship and short-run dynamics between the foreign exchange earning from tourism and its
determinants such as income of the tourist, relative prices, war and/or political instability, drought and
market liberalization in the destination.

Tourism is clearly an important industry for Ethiopia, being the major foreign exchange earner for the
country. Co-integration and error correction techniques followed by ordinary least squares were used to
construct a tourism demand model for Ethiopia. In the long-run, the results suggest that income in our
major trading partner countries are positively related to the demand for tourism, with a long-run elasticity
of around 3.02 percent. As expected, an increase in relative prices decreases tourism demand. But in the
short run, while income per capita income is positively related to tourism demand, relative prices were
found to have an insignificant relationship between price and the demand for tourism. Years of wars and/or
political instability have been found to deter tourism demand in the short run.

7. Recommendation

a. The first suggestion is to make future research especially in the areas of tourism demand models
as a means to greater understanding of the industry. Demand models should explicitly attempt to
include developing nations to complement past knowledge about what drives tourism growth to the
most vulnerable destinations. More advanced statistical measures than those used here should be
employed, to more accurately capture the nature of any effect, and what sources contribute to that
effect. Finally, the above relationships should be examined in more detail on the scale of individual
countries, to see which areas are most prone to the demand and volatility in the industry.

b. Secondly, all policy initiatives must be directed to stimulating total foreign exchange earnings
from tourists and more specifically, to attempt to boost average expenditure per capita. Emphasis
should be given in accelerating overseas visitor per capita expenditures particularly in origins such
as the US, UK, France, Italy, Saudi Arabia, Kenya, India, Japan, Netherlands and Switzerland which
contribute much more to revenue than to numbers. National expenditure in terms of, for example
advertisement, should be directed accordingly.

c. Finally, as regards the supply conditions, the most favorable condition should be created in terms of
the number of standard hotels, airports etc. The more rooms, the higher the capacity, and therefore
the more competitive the country’s tourism sector. For instance, a certain volume of hotel rooms
may be necessary to convince airlines to establish routes as well as for justifying investment in
complementary infrastructure such as roads. Similarly, tourism marketing is also important to
capture the networks of tourist flows.

10
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The National Bank of Ethiopia Commitment
From the Ethics Office of the Bank

“The Bank recognizes its obligation to the Country, Government, staff, Financial sector, the community, and
other stakeholders to encourage and maintain the highest ethical standards. Therefore, ethical behavior and
leadership is expected of every employee at the Bank. This refers not only to knowledge about laws, rules, poli-
cies and procedures that are applicable to your job, but promoting the highest standards of professionalism and
ethical conduct throughout the Bank....Ethics go beyond the law and regulations.”

What is Ethics?
Ethics — the discipline dealing with good and bad, right and wrong or moral duty and obligation.
Ethics —a concept of right and wrong conduct.

“Ethics is knowing the difference between what you have a right to do and what is the right thing to do.”
-Potter Steward, former Supreme Court Justice

Some Ethics Terminology

Ethical principles — guides to moral behavior
Ethical relativism — Ethical principles are defined by
Periods of time in history

A society’s traditions

The special circumstances of the moment
Personal opinion

Thus there may be no universal set of ethics, but it is a universal human trait.

Ethical egoist—Person who puts his/her own selfish interests above all other considerations, denying the ethical
needs and beliefs of others

Ethics and Business
Business ethics —application of general ethical ideas to business behavior but NOT a special set of ethical ideas.

Ethical climate — Unspoken understanding among employees of what is and is not acceptable behavior....part of
corporate culture. Tone at the top must support ethical climate!
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Ethical charismatic leader — exhibits strong moral character and is capable of positively influencing
entire organization. Often seen as other-centered visionaries who bring out the best in others.

Ethics is more than compliance

Compliance is doing what you are required to do by laws or rules. It’s a baseline...the minimum.
Ethics is about doing what you should do because it is right.

Ethical Dilemmas
Ethical dilemmas — facing alternatives...each with compelling reasons for choosing.

Ask these questions:

Isitlegal?

Isitright?

Who will be impacted?

Does it fit the organization’s values?

How will | feel afterwards?

How will it look in the newspaper or other media?
Will it reflect poorly on the organization?

If you don’t know, ask somebody.

Challenges to Achieving Ethical Behavior

Recognizing there IS an ethical issue.

Figuring out the right thing to do.

Knowing the right thing to do and not having the courage to do it.

Realizing that doing the right thing many not always guarantee a “good” outcome in the short term.

What'’s the Point?
Basic assumption: Our Bank, staff and administration are ethical.

Someone who is basically unethical is probably not going to be swayed by any amount of ethics
“training”.

So why bother?
Justremember....
Compliance is about doing what you are required to do by laws or rules.

Ethics is about doing what you should do because it is right!

An ethical person chooses to do more than the law requires and less than the law allows.
-Christopher Stone
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Frequently asked questions (FAQ) about the activities of the Bank

Does NBE provide loan?

NBE as a central bank, does
provide loan to the government
and banks, not to individuals

and business entities.

What is the current deposit
interest rate?
NBE has set the minimum
saving and time deposit rates at
4%. But banks may pay higher
than this rate.

What is the lending rate of
Banks?
The fully

liberalised, and hence there is

lending rate is
no lower/upper lending limit
rate in the country. Each bank

determines the lending rates.

Can any one participate in the
auction of Treasury Bills?
Yes, with the minimum amount
of Birr 5000.

Can I get a foreign currency

to pay
subscriptions, health, etc?

for education,
All eligible individuals can
get foreign currency from
commercial banks for these

and other purposes.

How many banks, insurance
companies and microfinance
(MFTIs) organizations operate
in Ethiopia?

There are 8 private and 3
banks,

9 private and 1 government

government-owned

owned insurance companies,

10.

11.

12.

and 28 MFIs (as of October
2007).

What the
currency denominations?

Ethiopia has 1, 5, 10, 50 and
100 birr notes and a 1, 5, 10,

25, 50 cents coins.

are Ethiopian

Which commercial bank,
insurance company or MFIs
is trust worthy to deal with?
All are trust worthy and working
as per the close inspection and
guidance of NBE.

Who is illegible to engage
in the business of banks,
insurance and MFIs?

Only Ethiopians can own and

operate financial institutions.

Can 1
currency to birr in banks?
Yes.

exchange foreign

What are the major foreign
currencies that the country
uses?

US Dollar,
and Euro are vastly used in

Pound Sterling
Ethiopia. However, Banks in
Ethiopia transact in Japanese
Yen, Rand, Rupee, Swedish

Krona, etc.

Is the

to counterfeit, as

birr  vulnerable
other
currencies do?

All currencies are venerable to
counterfeit. Hence you need to
know your currency’s security
features in order to combat

counterfeit.
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13.

14.

15.

16.

What should I do, If I find a
counterfeit?
You should immediately report

the case to the police.

Can I use a credit card in
Ethiopia? Which types of
credit cards are used in the
country?

Yes.

give

But only few places
card services
Since 2006,
have also

credit

for customers.
Domestic  banks
started to issue credit cards and
one can use these credit cards.
In Ethiopia: American Express,
Master, Visa, Diners Club and
Cart Blanche, and Euro cards

are used.

Is it possible to transact in
foreign currency?

Only certified hotels, duty free
shops, immigration offices,
Civil Aviation Authority, and
airline ticket offices are entitled
to accept payments in foreign

currency.

Can 1 deposit a foreign
currency in my account?

All Ethiopian nationals living
and working abroad and non-
resident foreign nationals of
Ethiopian origin can open fixed
(time deposit), current and non-
repatriable Birr accounts in

commercial banks.



