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Editors’ Note

Esteemed readers, hear we are with the 114" issue of Birritu. In this issue of

Birritu we have the usual columns with various topics of Interest.

» Three news items

e H.E Ato Teklewold Atnafu. Governor of NBE presented the
Bank’s 2012/13 plan to the parliament

e NBE awarded a core banking solution project to an Indian Fi-
nancial Technology Firm

e Briefing held on Ethiopian check standardization project
» One research Paper:

e Seven questions on monetary fransmission in low-income coun-

tries

» Three educational and informative items

e Update on Ethiopia’s macroeconomic and financial sector
development.

e The year 2012
e A Thing to Learn (UK Bank Boss Urges Bankers
to Learn from Olympic Athletes)

> Two items in the miscellany section

o ?JhL AL TPOT
e Mark Twain Quotes P
»

We hope that you will enjoy this issue of Birritu and find the items included
informative. As your feedbacks and comments are crucial inputs, keep for-
warding your comments and suggestions.

For your feedbacks, use the following:

Birritu Editorial Office ——

Tel. +251 11517 54 76
+251 115 53 00 40

P.O.Box 5550

Addis Ababa, Ethiopia




BIRRITU NEWS

H.E Ato Teklewold Atnafu, Governor
of the NBE presented the Bank's
2012/13 annual work plan to
the Budget and Finance Standing
Committee of the House of Peoples’
Representatives on 30" October
2012. The preparation of the
2012/13 plan among other things
took into consideration the country’s

five year Growth and Transformation
Plan (GTP).

In his presentation, the Governor
mentioned that special emphasis
will be given and most of the Bank’s
efforts will be geared towards
maintaining price and exchange rate
stability, bringing inflation down to a
single digit and achieving high and
sustained economic growth.

When responding to one of the
|| questions raised by the Standing
| Committee, the Governor said that

H.E The Governor Presented the Bank’s
2012/13 Plan to the Parliament

due to efforts being exerted,
it has been possible to
reduce the annual inflation
to 19 percent at the end of
September 2012 from 40
percent last year. However,
due to imported inflation
and especially due to
increasing fuel prices in
the international market,
bringing down inflation to
single digit was not possible.

He remarked that the
Bank will continue to use
all the available monetary
instruments along with fiscal
and administrative measures
to  control inflationary
pressure. Besides, high growth in the country’s
GDP is expected to contribute a lot in maintaining

price stability in 2012/13.

NBE Awarded a Core Banking
Solution Project to an Indian
Financial Technology Firm

NBE has awarded a core banking solution
project to Polaris Financial Technology Limited,
an Indian financial technology firm in a signing
ceremony held on October 5, 2012 at the Head
Office of NBE. It has been disclosed that the
project costs $3.4 million and is scheduled to be
completed within nine months.

The contract was signed by Ato Yemane Yosef,
Vice Governor of Corporate Services at the
NBE and Mr. K. Srinivasen representative of the
company in the presence of First Secretary of the
Indian Embassy and representatives from Ernst




&Young, Polaris and Information Newtwork
Security Agency(INSA).

As disclosed by NBE, the old system could not
completely interface with the national payment
system (NPS) and had trouble in managing the
currency reserves, government accounts and
processing the new bank reporting system. The
new system to be installed by Polaris called,
Intellect, is found to be a proper solution.

The new solution acquired by the NBE, besides
interfacing with the national payment system will
assist the management of the country’s foreign
currency reserves, gold reserves, payment and
settlement of government accounts and issuance
of currency. The new system will also interface
with the bank’s procurement, human resource
and swift tfransaction systems.

As indicated during the signing ceremony,
the agreement consists of service packages.
Accordingly, Polaris is expected to provide three
year service free of charge and additional four
years with payment.

.

Briefing Held on
Ethiopian Check
Standardization Project

Consultants from Bankable Frontier
Association (BFA) briefed delegates
from commercial banks and the NBE
on Ethiopian check standardization
project being undertaken by the NBE
with technical assistance from the

World Bank.

On the briefing session held on
October 19/2012, the consultants
explained the standards of check
currently in operation in the country
and the much improved standards the
project sought to introduce at the end
of the project period. They expressed
their strong conviction that a much
improved check standard will become
part of the modern payments system in
Ethiopia within a short period of time.

According to BFA  consultants,
among the outcomes of the project,
introducing check imaging systems
or check truncation solution enables
faster yet more cost effective payment
processing with enhanced security
system and it is expected to be a major
leap in the country’s check transaction
process.
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IMF Research Bulletin

Seven Questions on Monetary
Transmission in Low- income Countries

(By Prachi Mishra and Peter Montiel

There are strong a priori reasons
for believing that the monetary
transmission mechanism in
low-income  countries  (LICs) s
fundamentally different from that in
economies with more sophisticated
financial systems. A review of the
existing literature also  suggests
little confidence in the strength of
monetary transmission in low-income
countries. It is important to distinguish
between the “facts on the ground”
and “methodological deficiencies”
explanations for the absence of
evidence for strong  monetary
transmission. There is evidence
that “facts on the ground” are an
important part of the story. If this
conjecture is correct, the stabilization
challenge in developing countries
is acute indeed, and identifying the
means of enhancing the effectiveness
of monetary policy in such countries
is an important challenge. This piece
addresses the main questions in the
literature onthe monetary transmission
mechanisms in low-income countries.

Question 1: What are the assumptions
underlying the discussion of monetary
transmission in advanced countries?

As argued in Mishra, Montiel, and
Spilimbergo (2012), the conventional

1 Peter Montiel is a professor at Williams
college

description of monetary transmission relies
on effective arbitrage along several margins:
between different domestic short-term securities,
between domestic short term and long-
term securities, between long-term securities
and equities, between domestic and foreign
securities, and between domestic financial
and real assets. A discussion on monetary
transmission is therefore clearly intended to
apply to an economy with a highly developed
and competitive financial system.

As such, it implicitly assumes the following
institutional setup, which is typically taken for
granted in discussions of monetary transmission
in advanced countries:

1. A strong institutional environment, so
that loan  contracts are protected and
financial intermediation is conducted
through formal financial markets.

2. An independent central bank.

3. A well-functioning and highly liquid
interbank market for reserves.

4. A well-functioning and highly liquid
secondary market for government
securities  with a broad range of
maturities.

5. Well-functioning and highly liquid
markets for equities and real estate.

6. A high degree of international capital
mobility.

7. Afloating exchange rate.



Question 2: Do we expect monetary transmission
in a low-income country context to be different
from what we are familiar with in industrial
countries?

Yes. There are strong a priori reasons for
believing that the monetary transmission
mechanism in low-income countries (LICs) is
fundamentally different from that in economies
with more sophisticated financial systems. First,
the complete absence or poor development
of domestic securities markets suggests that
both the short-run and long-run interest rate
channels should be weak. Second, small and
illiquid markets for assets such as equities and
real estate would tend to weaken the asset
channel. Third, in countries that are imperfectly
integrated with international financial markets
and tend to maintain relatively fixed exchange
rates, the exchange rate channel would tend to
be completely absent, or relatively weak.

Question 3: Which channel of monetary
transmission, if any, is likely to be at play in low-
income countries?

In general, the financial structure of low-
income countries should lead us to expect the
interest rate, asset, and exchange rate channels
to be weak or non existent in such countries.
By a process of elimination, the bank lending
channel remains the most viable general mode
for monetary transmission in LICs.

Question 4: What conditions would determine
the strength of the bank-lending channels? Are
these conditions likely to hold in LICs?

The relevant properties of the bank lending
channel concern two links in the causal chain
from monetary policy actions to aggregate
demand: that between monetary policy actions
and the availability and cost of bank credit,
and that between the availability and cost of
bank credit and aggregate demand. When the
formal financial sector is small, as is true in
the vast majority of low-income countries, the
second of these links is likely to be weak. But
the link between monetary policy actions and

A

the availability and cost of bank credit
may be weak as well. Specifically, the
literature suggests that bank-lending
channels may be undermined by two
factors:

(i) i the banking industry s
noncompetitive, changes in banks’
costs of funds may be reflected in
bank profit margins, rather than in the
supply of bank lending.

(i) If a poor institutional environment
increases the cost of bank lending,
banks may conduct lending activity in
a manner that weakens the effects of
monetary policy actions on the supply
of loans.

Question 5: Is there any cross-
country evidence on the strength and
reliability of the bank-lending channel
in LICs?

Mishra, Montiel, and Spilimbergo
(2012) examine broad cross-country
differences in the links between
central bank policy actions and
bank lending rates by computing
some simple correlations among
the relevant financial variables in
advanced, emerging, and low-
income economies. They focus on
the association between central bank
policy rates and money market rates,
as well as that between money market
rates and bank lending rates. In doing
so, they seek to unearth suggestive
empirical regularities, rather than to
identify specific causal relationships.
They find a much weaker link between
the policy instrument and market
rates in LICs than for advanced and
emerging economies, both in the
short and in the long run. The short-
term partial correlation  between
money market rates and lending rates
is also significantly weaker among

LICs than among either advanced .S,

or emerging economies, and while’
differences in long-term effects are
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not as pronounced, they remain
weaker in low-income countries.
Most importantly, changes in money
market rates explain a much smaller
proportion of the variance in lending
rates in low-income countries than
in either advanced or emerging
economies.

Question 6: What does the country-
specific  evidence on  monetary
transmission in LICs suggest?

There is indeed a large VAR-based
empirical literature examining the
effects of monetary policy innovations
(as measured through a variety of
monetary policy variables including,
but not limited to, policy interest rates)
on aggregate demand (as indicated
by the behavior of output and/or
prices) in a large number of individual
LICs. This literature does not restrict
the specific channels through which
monetary policy may affect aggregate
demand. Mishra and Montiel (2012)
conclude that it is very hard to come
away from their review of the evidence
with much confidence in the strength
of monetary transmission in low-
income countries. They fail to uncover
any instances in which more than
one careful study confirmed results
for the effects of monetary shocks on
aggregate demand that are similar
to the consensus effects in the United
States or other advanced countries.
The question is how to interpret this
state of affairs. As suggested by Egert
and Macdonald (2009) (for the case
of transition economies in Central
and Eastern Europe),

it is likely to reflect some combination
of the “facts on the ground” and

shortcomings in the empirical methods that
have been applied to this issue.

We suspect, however, that “facts on the ground”
may indeed be an important part of the story. The
failure of a wide range of empirical approaches
to yield consistent and convincing evidence of
effective monetary transmission in low-income
countries, and that the strongest evidence for
effective monetary transmission has arisen for
relatively prosperous and more institutionally-
developed countries such as some Central
and Eastern European transition economies (at
least in the later stages of their transition) and
countries such as Morocco and Tunisia, make
us doubt whether methodological shortcomings
are the whole story.

Question 7: So, what are the policy implications?

We interpret the evidence in Mishra, Montiel,
and Spilimbergo (2012), as well as that of the
broader VAR based literature, as creating a strong
presumption that in the financial environment
that tends to characterize many LICs, monetary
policy is likely to have both weak and unreliable
effects on aggregate demand. If this is true, the
stabilization challenge in developing countries
is acute indeed, and identifying the means of
enhancing the effectiveness of monetary policy
in such countries is an important challenge.

When domestic monetary policy is weak and
unreliable activist policy is less desirable, and the
adoption of policy regimes that raise the stakes
associated with attaining publicly- announced
monetary objectives should be postponed or
their design should be modified to take the
uncertainty about monetary policy effects into
account. In addition, weak and unreliable
monetary transmission diminishes arguments
for floating exchange rates as well as for capital
account restrictions under fixed exchange rates.

[ NL NN
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Update On Ethiopia’s Macroeconomic and
Financial Sector Development

World Economic Growth and
Prospects

According to the World Economic Outlook
(October 2012) the recovery continues, but it
has weakened. Relative to April 2012 World
economic forecasts, forecasts for 2013 growth
have been revised from 2.0 percent down to
1.5 percent for advanced economies, and from
6.0 percent down to 5.6 percent for emerging
market and developing economies. The forces
behind this slow growth prospect are fiscal
consolidation and a still-weak financial system

in advanced economies.

The accommodative monetary policy of most
central banks to maintain very low policy rates
and a special favor aimed at decreasing rates
in particular markets and helping particular
categories of borrowers in these countries is
expected to pull up growth. A general feeling of

uncertainty; however seems to be at work.

Llow growth and uncertainty in advanced
economies are affecting emerging market and
developing economies, through both trade
and financial channels, adding to homegrown

weaknesses.

According to IMF regional outlook for Sub-
Saharan Africa (October 2012) Economic
conditions in sub-Saharan Africa have remained
generally robust against the backdrop of a

sluggish global economy. Most low-income

countries continue to grow. The
near-term outlook for sub-Saharan
African remains broadly positive, and
growth is projected at 5'/, percent a
year in 2012-13. Strong domestic
demand, including from investment,
is exacted to support growth in
many low-income countries, while
a weak external environment will be
a drag on growth in middle-income
countries with significant trade links
to Europe. With global commodity
prices projected to remain soft
and domestic climatic conditions
improving, inflation is expected to
decline to around 8 percent in 2012,
and about 7 percent in 2013. The
recent surge in international cereal
prices is likely to exacerbate food
insecurity in some places, and could

be a threat to inflation if it intensifies.

World Inflation

According to the FAO food price Index
(FFPI), which measures the monthly
change in international prices of a
basket of food commodities, global
foods prices in November 2012 hos;'

went down by 1.5 percent from the |
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previous month and the lowest since
June 2012. This was mostly due to
declining meat and cereal prices.
FAO price index for cereal food
and meat products is down by 1.5

percent and 0.7 percent, respectively
from October 2012.

Euro area annual inflation was 2.6
percent in September 2012. A year
earlier the rate was 3.0 percent.
Monthly inflation was 0.7 percent
in September 2012. The main
components with the highest annual
rates in  September 2012 were
transport (4.1 percent) and alcohol
and tobacco (4.0 percent), while the
lowest annual rates were observed
for communications (-3.3 percent),
education (0.5 percent), household
equipment and recreation and

culture (Both 1.1 percent).

Similarly, the year-on-year inflation
rate in United States increased for
a second month to 2.0 percent in
September 2012 compared to 1.7
percent for the previous month. This
was mostly the result of an increase in
the gasoline index, which rose to 7.0
percentin September after increasing
9.0 percent in August. However, in
the United Kingdom, year-on-year
CPl inflation rate slightly down to 2.2
percent in September 2012 from 2.5
percent during the preceding month.
The largest downward pressures
behind the change in the CPI rate
came from the housing and housing

service sector.

The monthly inflation rate in the emerging
economies such as China and India exhibited
different movement in November 2012. China’s
consumer price index grew to 2 percent in
November from October 1.7 percent. The
decline gives Beijing more room to cut interest
rates or boost spending to reverse the country’s
deepest slowdown sine the 2008 global crisis.
The food prices went up to 2.5 percent down

from the previous month’s 3.4 percent.

In contfest, Indian inflation accelerated to
12-month highin Novemberafterthe government
raised subsidized fuel prices, limiting room for an
interest-rate cut by the central bank to revive the
economy. The consumer price index marginally
rose to 9.9 percent in November 2012 as
compared to a year earlier, after climbing 9.75
percent in the previous month on account of a

sharp increase in price and beverage.

Inflation Development in East
Africa

Inflationary pressure in East African countries
showed continuous decline for the last seven to
eight moths except Sudan’s inflation rate stays

atop at 40 percent.

Tanzania’s year-on-year inflation rate slowed
for eleventh consecutive months in November
as food and non-alcoholic beverages declined.
The rate fell to 12.1 percent in November 2012
from 12.9 percent in October. Food and Non
alcoholic beverages inflation rate has decreased
to 13.7 in November 2012 from 14.9 percent
recorded in October 2012.



In Kenya, year-on-year inflation continued
to decelerate for twelfth straight month in
November 2012 to 3.25 percent from 4.41
percent in October 2012. The last time inflation
stood below 10 percent level was in February
2011 which stood at 6.54 percent. However, the
food and nonalcoholic drinks index increased by
0.29 percent between September and August,
due to continued price reductions in several
food products such as tomato, Milk, potatoes,

and maize.

Similarly, the annual headline inflation rate
in Uganda witnessed a seven month straight
slowdown in Septemberto 5.4 percentfrom 11.9
percent recorded in August 2012. The reduction
was attributed to a decline in both core inflation
and food inflation which declined to 4.8 percent
and 6.3 percent from their respective rate 11.4

percent and 12.8 percent respectively.

Year on year inflation in Uganda rose for the first
time in eight month in November, quickening
to 4.9 percent from 4.5 percent after consumer
price index increased 0.5 percent month - on -

month.

Implications on the Ethiopian
Economy

Like the development in global food price,
domestic headline and food inflation in Ethiopia
witnessed a fall in November 2012. According to
FAQO’s December 2011 crop prospect and food
situation report for 2012, crop prospects are

favorable in main cropping areas of Ethiopia.

The Construction of condominium and low cost
houses in conjunction with expansion of cement

factories have showed a slight decline in the

.

housing and construction prices,
which have the biggest share in non-
food component, and will help to

slow down non-food inflation.

Import and distribution of imported
food items such as wheat, sugar and
edible oil will narrow the gap between
demand and supply for major food
items and will have a great role in

stabilizing food inflation.

The slow down in the price of
exportable items such as coffee may
contribute to lower export growth in
contrast to the projected plan. The
ongoing austerity measures in some
advanced European countries due
to the growing public debt may also
affect our exports, remittance inflows
and loans and grants from these

countries.

Performance
of financial
Institutions

Financial stability and
soundness

All financial soundness indicators
have shown that the financial system

of the country is in good health.

In general, access to finance is
improving, but remained low. By
September 2012,  commercial 11
bank branches numbered 1,257,

compared to 941 a year ago.

Accordingly, population per bank
branch has decreased from 85,016 1%
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last year first quarter to 63,644 by
the end of September 2012. During
the period, the number of deposit
accounts and borrowers increased
from 5.5 million and 95,014 to 7.1
million and 112,793, respectively.

Banks continued to record high
profits. At the end of the fiscal year
2011/12, their average RoA and
RoC stood at 3.9% and 55.69%,

respectively.

Banks were also well capitalized. The
banking sector by end of June 2012
reported CAR of 13.41% which was
well above the regulatory requirement
of 8%. The quality of assets that the
banks carry in their balance sheets
was high as depicted by NPLs ratio of
1.36%.

Banking industry as a whole has been
adequately liquid with liquidity ratio of
26.66% compared to 20% statutory
requirements.  Balance sheets of

banks are also expanding.

By end of November 2012, total
Deposit mobilized by commercial
banks increased by 29.4 percent on
annual basis and reached Birr 199.7
billion. Demand deposits covered
48.3 percent of the total deposit.
On the other hand, the share of time

. deposit surged to 6.4 percent.

Loan collected by commercial banks including
DBE witnessed a 16.4 percent growth and
reached Birr 17.1 billion during the five months
of 2012/13. Thus, outstanding loans and
advances at the close of the period depicted a

14.8 percent annual increase.

All commercial banks including DBE disbursed
fresh loans to the tune of Birr 18.4 billion during
the five months of 2012/13, showing a 9.2
percent annual slowdown. At the same time
CBE’s share in total disbursement has reached
41.0 percent. The share of new loan disbursed to
public enterprises was 25.4 percent while that of
the private sector loan (including cooperatives)

stood at 74.6 percent.

The insurance industry is also sound and
stable. Particularly the general insurance business
has been profitable and attractive during fiscal
year 2011/12 largely because of introduction of
compulsory third party insurance. Total premium
production of the industry for the year ended
June 30, 2012 registered 53.7% growth over
the same period last year. Thus, net income for
the year also went up by 62.7% recording RoE
of 35% and RoA of 8%. Solvency ratio, major
indicator of the insurance industry’s health, as at
June 30, 2012, was 120% which exceeded the
acceptable standard of 115%.

However, indicators for net trade debtors and
liquidity were on negative side. Net trade debtors’
to equity ratio stood at 57%, which should have
not exceeded the 50% threshold while current
ratio of recorded 100% which is lower than
the standard rate of at least 150%. These two
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ratios call for closer regulation and
supervision of the industry. The NBE
has already addressed the issue of
growing net debtors by introducing
“no premium no cover” close
in the new Insurance Business
Proclamation No. 746/2012. The
stress in liquidity appears moderate
and manageable. Meanwhile, life
insurance business remained very

low and undeveloped.

Insurance branch to population
ratio as at June 30, 2012 improved
to 334,608 from 361,683 a year
earlier. At Birr 44.2 per capita,
insurance premium remained very
low and reflected in insurance
premium per GDP of only 0.58%.

Micro-finance sector was sound
in fiscal year ended June 2012.
As at June 30, 2012, the capital
adequacy ratio of the microfinance
sector stood at 37.3 % (well above
the minimum target of 12%) while
the NPLs ratio of at 3.3% was within
the target of <5%. MFIs are also
providing financial services to 2.9

million clients.

The payments system has
been operating smoothly, yet cash

remained predominantly important

means of transaction. Thus NBE has provided
sufficient bank notes and coins in desired
denomination to meet the transaction demand
of the economy. Efforts are underway to
standardize checks, establish national switch
and encourage all banks to install core banking

system.

In respect to development in the
Treasury Bills market, during the five
months of the current fiscal year 2012/13, the
amount of T-bills offered to the weekly auction
market was Birr 48.5 billion, 37 percent lower
than the same period last year. However, the
demand for the T-bills went up by 40.5 percent
to Birr 48.7 billion. The amount of T-bills sold
reached Birr 48.7 billion, 51.4 percent higher

than last year same period.

On annual basis, outstanding T-bills went up by
65.6 percent to Birr 21.5 billion at the end of
November 2012, of which non-bank institutions
held 87 percent and commercial banks the

remaining 13 percent



Branch Net -Work for banking sector By Region
As at January 2013

No

Name of
Bank

Region

Gam-
bela

Ben
Shan-
gul

Hare-
rie

Afare

So-

malia

Dire
Dewa

Ti-
graye

Soutern

NN

Ama-
hara

mia

Oro- Total

Bank’s
Share

Public banks

Commercial
Bank of
Ethiopia

55

102

124

132

220 675

44.15

Develop-
ment Bank of
Ethiopia

32

2.09

Constriction
& Busines
Bank

34

91

5.95

Sub Total

62

119

143

167

254 798

52.19

Private banks

Awash
International

bank

56

27

98

6.41

2.2

Dashen Bank

15

49

94

CAIES

2.3

Bank of Abys-
sinia

12

32

67

4.38

2.4

Wegagen
Bank

33

67

4.38

2.5

United Bank

40

70

4.58

2.6

Nib Interna-
tional Bank

40

66

4.32

2.7

Coopera-
tive Bank of
Oromia

48

59

3.86

2.8

Lion Interna-
tional Bank

20

43

2.81

2.9

Oromia
International
Bank

33

50

3.27

2.10

Zemen Bank

0.46

2.11

Bunna
International
Bank

29

1.90

2.12

Berhan Inter-
nationl Bank

20

1.32

2,13

Abay Bank

25

44

2.88

2.14

Addis Inter-
national Bank
S.C.

0.52

2.15

Debub
Global Bank
S.C.

0.59

Sub Total

47

88

335

167 731

47.81

Grand Total

166

231

502

42111529

100.00

Region’s
Share

0.52

0.72

0.78

0.72

2.16

1.44

7.33

10.86

15.11

32.83

2753 | 1

00

[tem

Year

2004

2005

2006

2007

2008

2009

2010 | 2011

Number of Banks

10

10

13

15 16

Number of Branches

358

390

421

495

562

636

680 973

15




BIRRITU No 114

The year 2012

The 114 issue of Birritu comes at the beginning of the New Year, 2013. so, obviously it
would be interesting to look back as to what happened in the past one year. The editors of
quarterly Birritu would like to share a few developments with our esteemed reaaders during
the year just ended.

A Year of Prosperity?

What do you think of the year 20122 In a general glimpse was it good, bad or in between?
Don’t forget to look back two or three years preceding 2012 before saying what you have
to say.

Please compare your answer with The Spectator, the U.K’s well known English Magazine
(Friday 21 Dec, 2012).

Why 2012 was the best year ever

Never in the history of the world has there been less hunger, less disease and more prosperity

It may not feel like it, but 2012 has been the greatest year in the
history of the world. That sounds like an extravagant claim, but it
is borne out by evidence. Never has there been less hunger, less
disease or more prosperity. The West remains in the economic
doldrums, but most developing countries are charging ahead,
and people are being lifted out of poverty at the fastest rate ever
recorded. The death toll inflicted by war and natural disasters is
also mercifully low. We are living in a golden age.

Ethiopian Airlines - Bringing fhe
Dreamliner to Africa
AFRICA'S booming

aviation industry reached
another  landmark in
August when Ethiopian
Airlines became the first

carrier outside Japan to

operate the Boeing 787

Dreamliner (pictured), a




state-of-the-artpassengeriet. Theintroductionofthe 78 7to Africanskiescouldtransformthenature
of air travel across the continent—and even worldwide. (The Economist, 3" September 2012)
As the first airline outside Japan to own Boeing 787 Dreamliner, Ethiopian Airlines has an
impressive business record despite the global economic crisis. Growing 20 to 30% a year

for the past seven years, the airlines’ strategic plan is to carry 18 million passengers a year

by 2025.(CNN, September 3, 2012)

Top banking scandals 2012

Standard Chartered scandal

o

The UK-based bank, Standard Chartered, has now paid a total of $674m (£419m) to US
regulators and authorities for illegally hiding transactions with Iran and other countries under
US sanctions.

The New York State Department of Financial Services (DFS), one of the regulators that issued
the fines, said the bank laundered as much as $250bn (£161bn) for nearly a decade

The New York State DFS says Standard Chartered spent the best part of 10 years, from 2001
to 2010, hiding billions of Iranian financial deals.

The dollar transactions originated and terminated in European banks in the UK and the
Middle East, and were cleared through its New York branch, the complaint said.

In a statement following the fines, the bank said the US Treasury Department’s Office of

Foreign Assets Control (OFAC) found that only $133m worth of transactions were found to 17
be in violation of sanctions laws between 2001 and 2007, and that the bank had now carried
out a “comprehensive review and upgrade” of its compliance systems and procedures since
then.
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Barclays Libor scandal

Regulators in the US and UK fined
Barclays £290m  ($450m) for
attempting to rig Libor and Euribor,
the interest rates at which banks
lend to each other, which underpin
trillions of pounds worth of financial
transactions.

Staff did this over a number of years,
trying to raise them for profit and
then, during the financial crisis,
lowering them to hide the level to

which Barclays was under financial
stress. (BBC News)

The LIBOR (London Inter-bank
Offered Rate) index is the most
important set of numbers in the
global financial system. Used as a
benchmark for interest rates around
the world, it's assembled by asking a
panel of big banks to estimate what
it would cost them to borrow money

today, if they had to. Hundreds of trillions of
dollars in derivatives, corporate loans, and
mortgages are pegged to these rates. Yet we now
know that for years LIBOR rates were rigged.
Barclays has agreed to pay nearly half a billion
dollars to regulators for its manipulations, and a
host of other big banks are under investigation
for similar misdeeds. (Wikipedia The Free
Encyclopedia)

The LIBOR-rigging was likely not limited to
Barclays. The Economist reports that “as many
as 20 big banks have been named in various
investigations for lawsuits alleging that LIBOR
was rigged.” These include U.S. banks, such
as JP Morgan Chase, Bank of America, and
Citigroup; German financial institution Deutsche
Bank; the United Kingdom’s HSBC; and Royal
Bank of Scotland.



.

HSBC has confirmed it is to pay US authorities $1.9bn in a seftlement, the largest paid in
such a case.

It was fined for money laundering activities tied to drug cartels in Mexico and terror-linked
groups in Saudi Arabia.

HSBC scandal

HSBC's chief executive, Stuart Gulliver, has described the US money laundering scandal
as “shameful and embarrassing” as the bank revealed the episode would cost it at least

$700m (£444m).

Mr Gulliver’s apology followed a damning report by the US Senate that slammed HSBC for
letting clients shift funds from dangerous and secretive countries. The HSBC chief said the
$700m provision was the bank’s “best estimate” of the cost of the scandal, but admitted
the number could be “significantly larger”. (The Telegraph, Monday 24 December 2012)

The settlement is the third time in a decade that HSBC has been penalized for lax controls and
ordered by US authorities to better monitor suspicious transactions.

Free Water

A man wanted to buy fire insurance for his wooden leg, so he asked around.
The first company offered $10000. The next offered $8000. However, the last one only of-
fered $1000.

The man was very curious, so he asked why it was so low.

The agent said, ‘You will have a ready supply of water near your wooden leg, so if you let it

get burnt it would be your own fault.’
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@O AFRICAN BANKER il
D@ AWARDS

List of all winners from the African Banker Awards 2012

African Bank of the Year
Ecobank (ETI), Togo

African Banker of the Year
OlusegunAgbaije, Managing Director, Guaranty Trust Bank, Nigeria

Central Bank Governor of the Year
HE Mustapha KamelNabli, Central Bank Governor, Tunisia

Finance Minister of the Year

HE KerfallaYansané, Minister of Finance, Guinea

Best Regional Bank in Africa

Attijariwafa Bank, Morocco - North Africa
BGFI, Gabon - Central Africa
Bank of Kigali, Rwanda - East Africa
Access Bank, Nigeria - West Africa
BCI, Mozambique - Southern Africa

Best Retail Bank in Africa

Coris Bank International, Burkina Faso

Investment Bank of the Year

Renaissance Capital

Award for Innovation in Banking
Equity Bank, Kenya

Socially Responsible Bank of the Year
BMCE Bank Group, Morocco

Award for Financial Inclusion

BanquePopulaire, Morocco




.

Deal of the Year

Jinchuan's Acquisition of Metorex - Standard Bank Group

Bond Deal of the Year
Republic of Senegal: Sovereign Bond Issue - Standard Chartered Bank

Investment Fund/Private Equity Fund of the Year
Citadel Capital, Egypt

Lifetime Achievement Award
Arnold Ekpe, CEO, Ecobank (ETI), Togo

African Banker Icon
Dr EleniGabre-Mahdin, Founder and CEO, Ethiopia Commodities Exchange

The African Banker Awards are organized by African Banker magazine, IC Events and
Business in Africa Events. Itis a landmark event that celebrates excellence and best practices

in African banking and finance.

LX LN L2
7N NN\

Financial Planner

Someone told his three sons when he sent them to university:

'l feel it's my duty to provide you with the best possible education, and you
do not owe me anything for that. However, | want you to appreciate it; as
a token, please put $1,000 each of you into my coffin when | die.’ And so it
happened.

The sons became a doctor, a lawyer, and a financial planner, each very
successful financially.

When they had to see their father in the coffin one day, they remembered his

wish.
First it was the doctor who put ten $I00 bills onto the chest of the deceased.
Than came the lawyer, who put a $1,000 bill there. —_—

Finally, it was the heart-broken financial planner’'s turn. He dipped into his

pocket, took out his cheque book, wrote a cheque for $3,000, put it into his
father’'s coffin, and took the $2,000 cash.
N




BIRRITU No 114

HOW WAS ETHIOPIA DOING IN 2012

Ethiopia December inflation
falls yr/yr, at lowest for 2012

ADDIS ABABA, Jan 9 (Reuters)
- Ethiopian inflation dropped in
December to 12.9 percent year-on-
year, its lowest rate of 2012, official
data showed.

The government had targeted single-
digit inflation in 2012, something it
now hopes to achieve this year.

Inflation, which has been billed by
the IMF as the country’s biggest
economic challenge, peaked at
36.3 percent last February, and
has steadily declined due to rising
agricultural output and government
subsidies on a number of food items.

Food price inflation fell to 11.8
percent year-on-year in December,
down from 13.4 percent in
November. The non-food inflation
rate also dropped to 14.6 percent
in December from 19.4 percent the
previous month.

The International Monetary Fund
has said inflation is the biggest
challenge facing policymakers in
the Horn of Africa country, which
has however registered one of the
world’s highest economic growth
rates for the last few years.

Ethiopia’s economy is expected
to maintain a growth rate of 11
percent in 2012/2013, the seventh
consecutive fiscal year of growth,
according to senior officials.

World Bank Group: Ethiopia Economic
Update - Overcoming Inflation,
Raising Competitiveness

ADDIS ABABA, December 13, 2012-Over the
past decade, the Ethiopian economy has been
growing at twice the rate of the Africa region,
averaging, 10.6 percent GDP growth per year
between 2004 and 2011 compared to 5.2
percent in Sub-Saharan Africa, according to a
new report by the World Bank.

This impressive economic growth mainly
aftributes to agricultural modernization, the
development of new export sectors, strong
global commodity demand, and government-
led development investments.

“Two and a half million people in Ethiopia have
been lifted out of poverty over the past five years
as a result of strong economic growth, bringing
the poverty rate down from 38.7 percent to 29.6
percent between 2004/05 and 2010/11”,says
Guang Zhe Chen, World Bank Country Director
for Ethiopia. “The Government target to reduce
poverty to 22.2 percent by 2014/15 is ambitious
but attainable.”

“Ethiopia follows a strategy of increasing exports
to facilitate growth. This is appropriate given
the limited size of the domestic market and it
is consistent with the development experience
of some of the recently successful countries,
particularly in East Asia”, says Michael Geiger,
the Bank’s Country Economist for Ethiopia and
one of the lead authors of the report. “Growth
of goods exports has mainly been driven by
volume growth across a variety of product
groups, implying that Ethiopia is increasingly
diversifying its export base.”



Ten African countries with high
consumption growth potential

Rank Country

Nigeria

Ethiopia

DRC

Kenya

Tanzania

Egypt

Sudan

Uganda

Ol 0| N|[O| U | W[IN| -

Burkina Faso

[EEY
o

Mozambique

The increasing spending power of African
consumers has been covered extensively
by How we made it in Africa. Rising incomes
has attracted investment from many consumer-
facing multinationals such as  supermarket
chains and mobile phone operators.

Rand Merchant Bank (RMB), in a recent report
entitted ‘Where to Invest in Africa’, says that
consumer goods companies should look at the
following factors when deciding where their
goods should go: population size; forecast
population growth rates; forecast per capita
GDP growth rates; and urbanization growth
rates.

By combining these variables into a single
measure, RMB has created a ranking index
of the countries with the best outlook for
consumer goods. “This index provides us
with a gauge of which countries rank the
highest when all four measures are taken into
account. Nigeria, Ethiopia, the Democratic
Republic of Congo, Kenya and Tanzania have
the most favorable macroeconomic backdrops
for consumption growth.”

The report notes that although
Africa is an important market
for consumer goods from a
macroeconomic perspective,
companies need to remember
that each country is different.
“Ethiopia, for instance, has a large
population and a decent market
size, but it would probably not offer
a concentration of high-income
earners for high-end retailers.”

Source: How we made it in Africa
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A THING TO

UK Bank Boss Urges
Bankers To Learn From
Olympic Athletes

U.K. bankers can “learn a thing or
two” about fair play and motivations
from the nation’s Olympic athletes
and volunteers, said Bank of England
Governor Sir Mervyn King , follow-
ing a series of high-profile financial
scandals that have tarnished the rep-
utation of Britain’s banking industry.

According to the country’s central
banker, in an op-ed piece for the
Mail, the success of the nation’s
Olympians, coupled with the pride of
the 10,000 volunteers at the games,
demonstrated that “motivation does
not come from financial incentives
alone,” but rather through “passion
and commitment” to prove them-
selves as the best.

The financial sector, as such, “has
done us all a disservice in promoting
the belief that massive financial com-
pensation is necessary to motivate
individual,” said King, who also cas-
tigated bankers for creating “the illu-
sion that it was possible to become a
millionaire overnight by buying and
selling pieces of paper.”

“Motivation is more than mere mon-
ey,” he said “Over the years, the peo-
ple who have impressed me most in
business have been those motivated
primarily by the desire to show that
their products are the best.”

“By being passionate about what they
produce, and the customers whom
they serve, they achieve success,
and, in so doing, they make money,

LEARN

almost as a by-product. There is no substitute
for passion and commitment to one’s sport or
business,” King added.

The central banker’s statement come just as
the country continues to come to terms with the
most recent scandal involving Standard Char-
tered and an alleged $250 billion in financial
mis-dealings with the Iranian government.

Another British bank Barclays was also forced
to pay a $453 million fine for manipulating the
Libor interbank lending rates, while HSBC has
been implicated in a money-laundering scandal
for drug cartels and terrorist groups.

Consequently, King now believes that future
bank reforms must focus on changing bankers
mindsets from “making money in the short term”
to “building businesses to serve their customers’
interests over the longer term.”

“For many years, our financial sector sustained
the illusion that it was possible to become a mil-
lionaire overnight by buying and selling pieces
of paper. But we have seen how paper fortunes
in financial markets can disappear overnight.”

“Things need to change,” King said. “The Gov-
ernment’s plans to build a wall between banks’
risky trading on one side, and their lending to
businesses and families on the other, will help.
As will the injection of new competition into our
banking system,” he noted.

But despite these changes, the Bank of England
governor warned that the U.K. economy was still
struggling to recover from the global financial
crisis; and said that the Olympic Games could
not mask the “underlying economic situation we
face.”

Cont. to P31
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the MAN

Samuel Langhorne Clemens (November 30, 1835 — April 21, 1910), known by his pen
name Mark Twain, was an American author and humorist. He achieved great success as a
writer and public speaker. His wit and satire earned praise from critics and peers, and he

was a friend to presidents, artists, industrialists, and European Royalty.

Here we tip you with some of Mark Twain’s Quotes. Hope you will enjoy them as they are

very closely representing our daily life:

Today, Nothing, Happen
Apparently there is nothing that cannot happen today.

Anything, Anger, Harm

Anger is an acid that can do more harm to the vessel in which it is stored than to anything
on which it is.

Yourself, Find, Side

Whenever you find yourself on the side of the majority, it is time to pause and reflect.

Courage, Fear, Absence

Courage is resistance to fear, mastery of fear, not absence of fear.

Person, Over, Read

A person who won't read has no advantage over one who can't read.

Truth, Anything, Remember

If you tell the truth, you don’t have to remember anything.
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Truth, Stranger, Fiction

Truth is stranger than fiction, but it is because Fiction is obliged to stick to possibilities;
Truth isn't.

Done, Giving, Smoking

Giving up smoking is the easiest thing in the world. | know because I've done it thousands
of times.

Kindness, Language, Hear

Kindness is the language which the deaf can hear and the blind can see.

Liar, Himself, Truthful

A man is never more truthful than when he acknowledges himself a liar.

Country, Government, Deserves

Patriotism is supporting your country all the time, and your government when it deserves it.

[NL NN

A Banker Decided to Get his First Tailor Made Suit

A young banker decided to get his first tailor made suit. So he went to
the finest tailor in town and got measured for a suit. A week later he
went in for his first fitting. He put on the suit and he looked stunning,
he felt that in this suit he can do business.

As he was preening himself in front of the mirror he reached down
to put his hands in the pockets and to his surprise he noticed that
there were no pockets. He mentioned this to the tailor who asked him,
"Didn’t you tell me you were a banker?

The young man answered, Yes, | did.

p— To this the tailor said, Who ever heard of a banker with his hands in
his own pockets?




A

“At home, unlike the Olympians who have thrilled us, our economy is not at full fitness right
now,” said King. “But if we have learnt anything from the past fortnight, it is that commit-
ment and hard work over a long period are necessary for eventual success.”

A Thing to... Cont. from P24

“Competition benefits us all — in the world trading system and our own economy as well
as in sport. Now is the time to start fraining for the economic marathon — and to follow the
example of Team GB in our everyday lives.”

Source: Economy Watch NL 13 August 2012

A Funny Way To Find You Have Lost Your Job

A fire alarm, in a large office building, rang at 4pm when almost all
of the company's 500 employees were at work. As usual in such
circumstances the entire office was evacuated within 3 minutes and
every employee gathered outside. Nothing happened for ten minutes
or so and there was no evidence of a fire.

Then the firms Security Officer made an announcement:
'Dear employees,

With melting heart | am making this announcement that for many
of you will be your last fire evacuation drill. Due to the recession
the company are laying off almost fifty percent of staff. When you
move back into the building some of you will discover that your
swipe pass card will no longer give you access to the office. If you
are among those laid off, go home and all your belongings will be
couriered to you tomorrow. The management took this approach
to save on overloading the email system with layoff notifications
and goodbye messages and also to avoid any violent outbursts
inside the office. Hope you have a nice career ahead ... please move
forward and try your swipe card.’ ==
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