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Editors’ Note

the 123rd issue of Birritu which consists of relevant and
timely topics.

Dear esteemed readers, we are happy to meet you with

In the News and Information section, there is a news that
deals with the establishment of deposit insurance fund,
which is an independent entity and new for the country.

The topic selected for research article is “Empirical
Investigation of Government Revenue and Expenditure
Nexus in Ethiopia: Implication for Fiscal Sustainability”. The
Educational and Informative Article contains two interviews,
about secondary bond markets and banking on technology.
There is also the Miscellany section which contains short
fiction.

Dear readers, your feedbacks and comments are invaluable
for enriching the next issue of Birritu. Please keep forwarding
your comments and suggestions.

Birritu Editorial Offfice
Tel +251 115 175107
+251 115 530040
P.0.BOX 5550
www.nbe.gov.et
Addis Ababa, Ethiopia
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Ato Tiruneh Mitafa, Vice Governor of Fmanaal Institutions Supervision Cluster at National Bank of Ethiopia

ETHIOPIA TO ESTABLISH DEPOSIT
INSURANCE FUND

by Mesfin Demisse

|
Addis Ababa

eposit Insurance Fund, which is
Da deposit insurance scheme that
protects depositors at commercial
banks, is on the way of establishment,
the National Bank of Ethiopia (NBE)
disclosed. A discussion with commercial

banks' Presidents was held on the draft
regulation to establish the fund.

During the discussion, which was held
on December 22, 2016 at the National
Bank of Ethiopia, Ato Tiruneh Mitafa
Vice Governor of Financial Institutions
Supervision Cluster noted that one of the
profound duties of commercial banks is
risk management, and deposit insurance
will enhance their risk mitigation capacity.

The new institution will make account holders at the
commercial banks feel more secure and encourage the
public to save. As a result, it will create conducive financial
atmosphere for commercial banks and hence it willincrease
their deposit mobilization effort, Ato Tiruneh added.

The Vice Governor indicated that the new institution will
be an independent entity and accountable to the Prime
Minister office but, it will closely work with the National

Bank of Ethiopia.

"...the new institution will be

an independent entity and
accountable to the Prime Minister
office but, it will closely work with
the National Bank of Ethiopia..."
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deposit insurance

is essential to
strengthen the
country’s financial
system by ensuring
it safety, soundness
and stability.
Furthermore, it
provides consumer
protection for small
depositors, promptly
addresses most
vulnerable class of
the society; preserves
confidence in
banking system and
increase deposits
base.

residents of all commercal banks have attended the half day meeting

Ato Solomon Desta, Bank Supervision Director
at National Bank of Ethiopia, on his part said that
profund study had been conducted since 2010
together with World Bank experts to establish
the institution. During the study, lessons were
drawn from Kenya and Tanzania and adopted to
the financial platform of the country, Solomon
added.

W/O Kibre Moges, Legal Service Director at the
National Bank of Ethiopia, on her part marked
that though there is a delay in establishing the
fund, its importance is unquestionable and all
commercial banks have to be committed to the
realization of the institution/fund.

According to the draft regulation, deposit
insurance is essential to strengthen the country’s
financial system by ensuring it safety, soundness
and stability. Furthermore, it provides consumer
protection for small depositors, promptly
addresses most vulnerable class of the society;
preserves confidence in banking system and
increase deposits base. Deposit insurance will
further reduce contagion effects and bank runs,
thereby preventing collective failure of banks.

Presidents of all commercial banks have
participated in this half day meeting and
forwarded their comments on the draft

regulation.
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ABSTRACT

Various hypotheses have been put forward to explain the relationship
between government revenue and expenditure namely: the revenue-
spend hypothesis which postulates a unidirectional causality running
from government revenue to expenditure; the spend-revenue
hypothesis takes the reverse causal relation of the first hypothesis, with
government revenue responding to the prior changes in government
spending; the fiscal synchronization hypothesis suggests bidirectional
or feedback causality relationship as decisions are jointly made on
government revenue and expenditure; and the institutional separation
or fiscal neutrality hypothesis argues no causality link between the fiscal
variables as judgments on government spending and revenue are made
independent of each other. This study attempted to empirically verify
the alternatives hypotheses on government revenue and expenditure
nexus in the case of Ethiopia during 1981-2015. The empirical analysis
employed Engle-Granger cointegration technique and granger causality
test within Error Correction Modeling (ECM) framework using annual
time series data. The empirical findings provided evidences for long-run
relationship between the two fiscal variables with positive unidirectional
causality link that runs from government revenue to public expenditure.
The result lends support for the revenue-spend hypothesis; implying
that the increase in government revenue induces a rise in public
expenditure. The policy implication of the empirical findings is that
the fiscal policies targeted on raising government revenue alone could
not be effective in improving the fiscal deficits as this would also lead
to higher government expenditure increases and thereby worsen the
fiscal position. Therefore, the policy recommendation relies on that the
fiscal policies undertaken towards stimulating government revenues
should be accompanied with strong expenditure management and
control measures to ensure fiscal sustainability.
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l. Introduction

Ethiopia, like many other developing countries,
has experienced a consistent surplus of public
expenditure over the revenue; leading the
government running persistent budget deficit.
The government has faced challenge in raising
sufficient revenues to advance the socio-
economic development of the country. On the
other hand, a reduction in public spending is not
an option as unemployment and poverty are key
economic problems of the country and hence,
public expenditure has been found determinant
to the economic growth and welfare of the
country.

The fiscal operation of a government is basically
a concept in duality. On the one hand, the
provision of goods and services invariably entails
a commitment of government expenditures.
On the other hand, government has to raise
revenues in order to meet its expenditure
requirements. Thus, public expenditure and
revenue describe the gamut of the government
fiscal operations. When fiscal out-turns manifest
deficits, public borrowing from domestic and
external sources becomes inevitable. However,
such supplementary instruments of deficit
financing in the long run may lead to external
debt sustainability problem, inflationary situation
and crowding out of private investment and
hence, hindering the growth of a country.

Therefore, fiscal policy entails an appropriate
alignment in government revenue and
expenditure and is of crucial importance in
promoting price stability and sustainable growth
in output, and employment. It is one of the
macroeconomic policy instruments that can
be used to control the short-run fluctuations in
output, income and employment in order to
move an economy to its potential level. Indeed,
the good understanding on government revenue
and expenditure relationship is of essential for
appreciating the consequences of unsustainable
fiscal deficits as well as addressing such

imbalance. It might contribute to the formulation
of specific fiscal policies with regard to deficits
management and fiscal sustainability especially
for countries running a large fiscal imbalance.

However, the relationship between government
revenue and expenditure has been the debates,
over the years, among economists and policy
analysts. Four major hypotheses have been
developed from the debates, namely: the
revenue-spend hypothesis which postulates that
spending adjusts to the level of revenue, thus a
unidirectional causality running from revenue to
spending; the spend-revenue hypothesis argues
that changes in spending result in changes
in revenue hence a unidirectional causality
running from spending to revenue; the fiscal
synchronization hypothesis posits a bidirectional
causality between government revenue and
spending as the revenue and spending decisions
inform each other;and theinstitutional separation
or fiscal neutrality hypothesis argues that
government spending and revenue decisions are
made independent of each other, hence there is
no causality between the two fiscal variables’.

The hypotheses have attracted a lot of interest
in empirical studies in different countries, given
the policy relevance particularly with respect to
budget deficit. However, the empirical findings
of these studies vary from country to country
and within a country in support of the alternative
hypothesis. For instance, the studies by Samuel
(2015), Emelogu and Uche (2010) and Muhammad,
Syed, Amber and Tanzeel (2011)for Ghana, Nigeria
and Pakistan respectively found empirical
evidences for unidirectional causality link running
from government revenue to expenditure in
support of the revenue-spend hypothesis. The
spend-revenue hypothesis is also supported via
empirical studies by Benjamin and Francis (2008)
for Ghana, Harrison (2014) for Nigeria and Niaz
Hussain Ghumro (2014) for Pakistan. The empirical

"See section three of this paper for more concepts about the alternative
hypothesis on causality link between government revenue and
expenditure.




findings of Wisdom (2014) and Samson and
Emmanuel (2012) suggest the interdependence
or bidirectional causality relationship between
government revenue and spending in support of
the fiscal synchronization hypothesis for Ghana
and Nigeria respectively. In contrast, Mathew
(2013) and Victoria and Primrose (2014)found
evidences for institutional separation hypothesis
or the independence of government revenue
and expenditure in Nigeria and Zimbabwe
respectively?.

Wolde-Rufael(2008) also found mixed result from
his cross country analysis on causality relationship
between governmentrevenue and expenditurein
thirteen (73) African countries including Ethiopia.
His empirical evidences suggest unidirectional
causality running from government revenue
to expenditure for Ethiopia, Ghana, Kenya, Mali,
Nigeria and Zambia; and from government
expenditure to revenue only for Burkina Faso;
bidirectional causality between government
expenditure and revenue for Mauritius, Swaziland
and Zimbabwe and no causality in any direction
between the fiscal variables for Botswanag,
Burundi and Rwanda (cited in Emelogu and Uche
(2010) and Samuel (2015)).

This lack of consensus in the findings of the
empirical studies on the relationship between
government revenue and expenditure has
motivated this paper to re-examine the issue
in the case of Ethiopia using cointegration
technique and granger causality test within Error
Correction Modeling (ECM) framework. Therefore,
the objective of this study is to empirically
investigate the alternative hypotheses on
government revenue and expenditure nexus
in Ethiopia during the period 7987-2015. The
paper differs from the earlier study of the kind
for Ethiopia with respect to the methodology to
be used and the time period to be covered in the
empirical analysis®. The evidence from empirical

2 The methodology used and the findings of empirical studies on
government revenue and expenditure nexus are briefly discussed in
section three of this paper.

*Wolde-Rufael (2008) employed a modified version of granger causality

Research Article

investigation has important policy implications
for fiscal sustainability.

The paper is arranged as follows. The next section
presents an overview on government revenue
and expenditure performancein Ethiopia. Section
three briefly reviews the related theory and
empirical evidences on government revenue-
expenditure nexus. Methodology and data
sources are illustrated in section four. Section five
presents the empirical results and analysis. The
last section concludes the study.

. Fiscal Sector Development in
Ethiopia (1991/92-2014/15)

The fiscal policy pursued in Ethiopia has focused
on increasing tax revenue through strengthening
tax administration and enforcement. In the long
run, covering the national expenditures from
domestic resource has been the central objective
of the fiscal policy. On the expenditure side, the
policy focuses on investing on growth enhancing
and pro-poor sectors and development projects
that are given priority in the overall development
polices and strategies of the country. The
fiscal policy has generally aimed at enhancing
domestic revenue mobilization, particularly from
taxes to meet the country’s expenditure needs,
while ensuring fiscal sustainability and playing a
role in price stability and promoting growth.

As an integral part of the general economic
reform, the government of Ethiopia has launched
a sequence of tax policy and administration
reforms since 1992. In particular, the government
since 2003 has undertaken comprehensive
and intensive tax reforms aimed at further
broadening the tax base and improve customs
and tax administration. Table 2.1 below presents
the fiscal sector development in Ethiopia during
1991/92-2014/15.

test developed by Toda and Yamamoto (1995) which does not require
test for cointegration whereas this study is going to apply Engle
Granger cointegration technique and Granger causality test within
Error Correction Modeling (ECM) framework in addition to Granger

causality test.
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Table 2.1: Public Finance Development in Ethiopia (in % of GDP)

Government Revenues Government Expenditures Fiscal Balance
Tax Non- Domestic% Total Total © Before After
Revenue : Tax ‘@ Revenue : Grants : Revenues : ¢ Grant : Grant
Fy : Current Capital Expenditures
1 2 0 3 1 4=2+43 %1 5 1 6=4+5 7 Y 9=7+8 1 10=4-9 | 11=6-9
1991/92 63 23 86 21 5 ' 5 5 -5.6
1992/93 ) 9.6 1.4
1993/94 8.8 2.5 11.2 2.8
1994/95 92 48 14.1 2.7
1995/96 00 48 14.8 2.3
1996/97 04 49 15.3 2.9
1997/98 95 56 15.1 2.1
1998/99 9.1 66 15.8 2.7
1999/00 93 55 14.8 23
2000/01 T 41 15.1 3.9
2001/02 1.9 38 158 37
2002/03 13 48 16.1 3.0
2003/04 126 34 16.0 4.7
2004/05 1.8 30 14.8 4.3
2005/06 10.9 15.0 2.9
2006/07 10.2 12.8 4.5
2007/08 9.7 12.1 4.0
2008/09 87 12.1 4.4
2009/10 11.4 14.2 3.3
2010/11 11.7 13.7 3.3
2011712 11.6 13.9 1.7
2012/13 12.5 14.6 1.5
2013/14 12.6 13.8 1.1
2014/15 13.4: 15.1¢ 1.1: :

Source: Own Computation using fiscal and GDP data collected from MoFEC

The available statistics shows that the tax revenue
as a proportion of GDP increased steadily from an
all-time low level of 6.3 percentin 1991/92t0 10.4
percent in 1996/97. Over the same period, the
revenue from non-tax sources rose and reached
as high as 5 percent of GDP from 2.3 percent of
GDP while grant disbursements improved from
2.1 percent of GDP to about 3 percent of GDP.
As a result, total revenue soared continuously
from the lowest level of 10.7 percent of GDP in
1991/92 to 18.2 percent of GDP in 1996/97.0n
the expenditure side, total government spending
as a share of GDP frequently fluctuated from year

to year and increased to 19.5 percent from 16.3
percent, with greater but decreasing share of
total spending being devoted to the recurrent
expenditures against the increasing share of
capital expenditures. Consequently, the overall
fiscal deficit measured in GDP ratio narrowed
significantly from 5.6 percent in 1991/92 to 1.2
percent in 1996/97, reflecting the commitment
of the government towards increasing domestic
revenue mobilization.

the border conflict with Eretria

eroded the government’s major strides in fiscal

However,
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management before the outbreak of the war.
Aggregate expenditure increased significantly
from 19.5 percent of GDP in 1996/97 to 26
percent of GDP in 1999/00 as the recurrent
expenditure accelerated from about 11.2 percent
of GDP to 20.8 percent of GDP against the decline
in capital expenditure from 8.3 percent of GDP
to 5.2 percent of GDP during the same period. In
contrary, total revenue as a percentage of GDP
fluctuated over the same period and fell to 17
percent in 1999/00 from 18.2 percent in 1996/97.
As a result, the budget deficit as a proportion of
GDP widened increasingly from year to year and
stood at 9 percent in 1999/00 from 1.2 percent in
1996/97.

Since the end of the war, the government has
begun to address some of the fundamental
problems that underlie the fiscal system and it
has turned its attention to revenue enhancing
measures. Tax administration has been
strengthened with new legislation and measures
effective in 20014 The government’s tax reforms
are delivering an increase in tax revenue from
9.3 percent of GDP in 1999/00 to 11 percent
of GDP in 2000/01. During the same period,
grant disbursement also increased more than
double from 2.3 percent of GDP to 4.7 percent
of GDP, resulting in a rise in total revenue from
17 percent of GDP in 1999/00 to 19 percent of
GDP in 2000/01. Following the cessation of the
war, the government reduced its spending from
26 percent of GDP in 1999/00 to 23.4 percent
of GDP in 2000/01 as the recurrent expenditure
declined significantly compared to the increase
in capital spending. As a result, the overall
fiscal deficit narrowed from 9 per cent of GDP

4 The reform has initiated more new income taxes since 2001. For
instance, it has introduced a withholding tax at 3 percent on imported
goods and 2 percent on the gross amount of the payment made by
organizations as a credit against the income tax of the recipients. A 5
percent of withholding tax has also levied on the amount of deposit
interest income payment or credited. Capital gained though transfer
(sale or gift) of certain investment property has also been payable at 15
percent for building held for business, factory and office and 30 percent
for shares of companies. Tax administration has been strengthened with
legislation approved to introduce the Taxpayer Identification Number
(TIN) to reinforce the collection power of revenue agencies, and a tax
reform implementation task force was also established.

in 1999/00 to 4.4 percent of GDP in 2000/01,
reflecting the improved revenue situation and
tighter expenditure control.

The government has continued accelerating the
pace of tax reform program in 2001/02 in view
of improving the tax revenue position. However,
the tax revenue to GDP ratio improved only by 1
percentage point to 12 percent in 2001/02 from
11 percent in 2000/01. As the revenues from both
non-taxand grant declined in 2001/02, aggregate
revenue in percentage of GDP improved just
to 19.5 percent in 2001/02 from 19 percent in
2000/01. In contrary, aggregate expenditure
rose to 26.8 percent of GDP in 2001/02from 23.4
percent of GDP in 2000/01 mainly due to the
increase in capital expenditure. Consequently,
the overall fiscal deficit widened to 7.3 percent
of GDP in 2001/02from 4.4 percent of GDP in the
previous year.
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Fig 2.1: Trends in Government Revenues, Expenditure and Fiscal Balance (in % of GDP)

35
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Source: Own Computation and Drawing using fiscal and GDP data collected from MoFED

The government has launched the significant
element of tax reforms since 2003 to broaden
taxation and enhance the level of tax revenue
mobilization. Among others, the tax reform
program has introduced value added tax (VAT)
in place of sales tax since January 2003. Unlike
the sales tax, VAT has been imposed on services
in addition to locally produced and imported
goods. The reform has also introduced a new
turnover tax (TOT) since January 2003 as an
equalization of tax imposed on transactions
made by persons not registered for VAT. Despite
these measures, the tax revenue-to-GDP ratio
has generally declined from 11.3 percent in
2002/03 to 8.7 percent in 2008/09, resulting in a 4
percentage point reduction in domestic revenue.
Total revenue as a share of GDP also fell from 19.1
percent in 2002/03 to 16.5 percent in 2008/09,
despite the increase in grant disbursement from
3 percent to 4.4 percent. Aggregate expenditure
hit pick at 28.2 percent of GDP in 2002/03,
although sharply descended from year to year
to 17.4 percent of GDP in 2008/09 mainly due
to faster fall in current expenditure than capital
spending over the same period. As a result, the
overall fiscal deficit narrowed significantly from
6.8 percent of GDP in 2002/03 to the smallest level
of about 1 percent of GDP in 2008/09. However,

the fiscal deficit before grants in 2008/09 stood
at 5.3 percent GDP, signifying the significance of
grants on fiscal position. The fiscal decision on
expenditure control and greater inflow of grants
accounted for the adjustment in fiscal position.

The government has made major institutional
reform in 2008/09 in attempt to improve the
tax administration. Before July2008, the tax
administration was under three separate
institutions — Ministry of Revenue, Ethiopian
Customs Authority and Federal Inland Revenue
Authority. However, these institutions were
inefficientin servicedelivery dueto organizational
structure and unnecessary and complicated
procedures and lack of efficient system to control
tax evasion and contraband trades. The reform
was intended to address these constraints and
these institutions were merged in 2008 in to the
current single and large institute - the Ethiopian
Revenues and Customs Authority (ERCA)>.

Following the establishment of ERCA, the tax
revenue as a share of GDP recovered and rose

° The Ethiopian Revenues and Customs Authority (ERCA) is the body
responsible for collecting revenue from customs duties and domestic
taxes as well as protecting the society from adverse effects of smuggling.
It seizes and takes legal action on the people and vehicles involved in the
act of smuggling while it facilitates the legitimate movement of goods
and people across the border.




from 8.7 percent in 2008/09 to 11.4 percent in
2009/10. However, total revenue to GDP ratio in
2009/10 improved only by 1 percentage point to
17.5 percent, as a result of slashed down in grant
and non-tax revenues. The government focused
more on capital spending and increased it to 10.4
percent of GDP in 2009/10 from 9.2 percent of
GDP in the year before compared to the increase
in current expenditure. As result, aggregate
spending in 2009/10 depicted a 1.4 percentage
point increase over the preceding year. As the
increase in total expenditure was more than the
revenue, the overall fiscal deficit widened slightly
to 1.3 percent of GDP in 2009/10 from its lowest
position in 2008/09. Although the tax-to-GDP
ratio improved slightly and remained nearly
constant in the next two years, total revenue in
GDP ratio fell to 17 percent in 2010/11 and 15.6
percent in 2011/12, reflecting the slowdown
of non-tax revenue and grants respectively.
Similarly, aggregate expenditure declined from
18.8 percent of GDP in 2009/10 to 16.8 percent of
GDP in 2011/12. Consequently, the overall fiscal
deficit to GDP ratio still remained at low level
during 2009/10-2011/12.

In 2012/13, the government continued in
pursuing prudent fiscal policy which has been
well coordinated with monetary policy to
combat the unprecedented high inflation that
the country experienced in the past few years.
And the government continued strengthening
of tax administration and enforcement aimed
at improving tax revenue mobilization. Tax
revenue collection has been improving owing
to vigorous tax reform measures, improved
tax administration trade facilitation effort. As
a proportion of GDP, tax revenue increased
from 11.6 percent in 2011/12 to 12.5 percent
in 2012/13 and further rose to a record level,
standing at 13.4 percent in 2014/15. Howevetr,
total revenue improved marginally to 16.1
percent of GDP in 2012/13 from 15.6 percent of
GDP in 2011/12. Though declined to 15 percent
of GDP in 2013/14,the revenue to GDP ratio

Research Article

rose again to 16.1 percent of GDP in 2014/15.
On the expenditure side, government spending
remains tilted in favor of capital expenditure,
although declined over the same period against
the upward trend of current expenditure. As a
proportion of GDP, total government spending
increased from 16.8 percent in 2011/12 to 18.1
percent in 2012/13 (owing to higher capital
spending) and then, fell slightly to 17.5 percent
in 2013/14 (wholly on account of lower capital
expenditure) and finally increased to 18.6
percent in 2014/15 (mainly due to the rise in
current expenditure). As a result, the overall
fiscal deficit increased from 1.2 percent of GDP
in 2011/12 to 2 percent of GDP in 2012/13
and further widened to 2.5 percent of GDP in
2014/15.

The strong fiscal management particularly the
measures taken towards improving tax revenue
mobilization and expenditure control relative
to GDP growth have led to improvement in the
overall fiscal position. This has been evidenced
by the fact that the fiscal deficit in GDP ratio has
generally declined and remained within a low
level of range (Table 2.1 and Fig 2.1).

Ill. Government Revenue and
Expenditure Nexus: Theory
and Evidences

The causality between government expenditures
and revenues has important public policy
implications because the controls of the size
of the government and budget deficits are
dependent on the relationship between these
variables. Within the public finance literature, it
is often assumed that a government determines
both revenue and expenditure in the ways
that maximize the social welfare of the society.
However, four alternative hypotheses have been
advanced to ascertain the nature of causality
relationship between these two fiscal variables in
the budgetary process.

The first hypothesis is known as the revenue-
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spend hypothesis which postulates a causal
relation running from government revenue to
spending, implying that public spending adjusts
in response to changes in government revenues.
This hypothesis was initially formulated by
Friedman (1978) and Buchanan and Wagner
(1978), but these authors differed in their
perspectives. Friedman argues that changes
in government revenues lead to changes in
government expenditures, thereby having a
positive relationship, in contrast to a negative
causal relationship assumption of Buchanan and
Wagner. According to Friedman, raising revenue
will only lead to increase in expenditure, resulting
in the inability to reduce budget deficits. Cutting
revenue is, therefore, the appropriate remedy
to budget deficits. On the contrary, Buchanan
and Wagner propose an increase in revenue as
remedy to deficit budgets. Their point of view is
that with a cut in revenue, the public will perceive
that the cost of government programs has fallen.
As a result they will demand for more programs
from the government which if undertaken will
result in increasing in government spending.
Higher budget deficits will then be realized
since tax revenue will decline and government
spending will increase (Samson, 2014).

The second view - the spend-revenue hypothesis-
rests on the reverse causal relation, suggesting
that government spends first and then increases
revenues as necessary to finance its expenditures.
It is characterized by unidirectional causality
running from public expenditure to government
revenue. As proposed by Peacock and Wiseman
(1961, 1979), a severe crisis such as natural,
economic or political crises compel governments
toincreaserevenue.The upshotis that some ofthe
revenue increases, originally justified by the crisis
situation, will eventually become permanent. Put
differently, temporary increases in government
expenditures due to economic and political crises
can lead to permanent increases in government
revenues, particularly from taxation; this is often
called the “displacement effect” (Matthew, 2013).

The fiscal synchronization, the third hypothesis
of government revenue and expenditure nexus,
mediates both extremes, a situation where the
motivations to raise revenue and spending
are determined simultaneously. It suggests
bidirectional or feedback causality between
government revenue and expenditure. The
hypothesis, associated with Musgrave (1966)
and Meltzer and Richard (1981), postulated that
a government takes decisions about its revenue
and expenditure simultaneously and changes
occur concurrently (Emelogu and Uche, 2010).

In contrast to the above hypotheses, the
fourth hypothesis, the institutional separate
or fiscal neutrality, proposed by Baghestani
and McNown (1994), believe that none of the
above hypotheses describes the relationship
between government revenues and expenditure.
The hypothesis emphasizes the possibility of
independent determination of government
revenue and expenditure due to institutional
separation of allocation and taxation functions
of a government. The lack of causality link
between government revenue and expenditure
is due to “many important actors with divergent
interests and agendas” and to the fact that the
disagreement between parties or groups in
the decision-making process is a cause for the
growing pattern of public debt. The greater the
conflict among the interest groups, the more
difficult it is to enact deficit-reducing measures.
Therefore, this view precludes unidirectional
causation from revenue to spending or from
spending to revenue. As there is no causality
relationship between the two fiscal variables, it
is possible to manipulate government revenue or
expenditure or both in order to reduce a budget
deficit, but this may lead to further worsening
of the deficit if government expenditure grows
relatively faster than government revenue (Moses
0.2013).

The empirical studies to validity these hypotheses
are extensive for several developing and
developed economies. However, the studies have
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mixed results that vary from country to country
and within the same country. Various empirical
studies found evidences for unidirectional
causality  relationship  from  government
revenue to expenditure as well as bidirectional
linkage between these fiscal variables whereas
other studies claim unilateral causality from
government expenditure to Very
few studies found result for independence of
government revenue and expenditure from each
other.

revenue.

Forinstance, Eitaand Mbazima (2008) investigated
the causal relationship between government
revenue and expenditure for Namibia over the
period during 1977-2007 using Granger causality
test through cointegrated Vector Autoregressive
(VAR) framework. The results show unidirectional
causality that runs from government revenue
to expenditure, in support of the revenue-
spending hypothesis. Rethabile (2012) employed
the Johansen cointegration procedure and Error
Correction Model (ECM) based Granger causality
test to ascertain the causality relationship
between government revenue and spending in
Lesotho during 1991-2009. The results suggest
a long run relationship between the two fiscal
variables with unidirectional causality from
government revenue to expenditure. Moreover,
unilateral causality runs from government
revenue to the recurrent expenditure whereas
no causality relationship between government
revenue and capital expenditure.

By means of Granger-causality test and ECM
approach, Francisco, Joao and Boubacar (2004)
empirically examined the temporal causality
and long run relationship between government
revenues and expenditures for Guinea-Bissau
over the period 1981-2002. While government
revenues and expenditures exhibit long run
relationship, unilateral causality runs from
government expenditures to revenues.

Maranga (2013) conducted test for causality
relationship between government expenditure

and revenue in Kenya using monthly time series
data for the period September 1999-June 2013.
The study applied bound test approach to
cointegration, Autoregressive Distributed Lag
(ARDL) and causality test technique. The results
suggested bidirectional causality relationship
between government revenue and expenditure
in Kenya. Morekwa, Moses and Niek (2007)
investigated the nexus between government
expenditure and revenue in South Africa
through the Johansen cointegration test and
VAR approach using monthly data for the period
October 1994-June 2004. The empirical findings
suggest the long run and bidirectional causality
relationship between government revenue and
expenditure.

Samuel (2015) investigated the causal
relationship between government revenue and
expenditure for Ghana during the period 7980-
2013. While the results of Granger causality
test suggests unidirectional causality running
from government revenue to expenditure, the
estimated VAR models show very strong long
and short run relationship between government
revenue and expenditure. Within Engle-Granger
bivariate cointegration and Error Correction
Model framework, Benjamin and Francis (2008)
also found cointegrated relationship between
government revenues and expenditure in Ghana
during 1983-2007. The evidence from ECM
supports the revenue-spend hypothesis in the
short run while the spend-revenue hypothesis in
the long run. Using bound test for cointegration
and ARDL technique, Wisdom (2014) obtained
different results for government revenue and
expenditure linkage in Ghana for the period
1986-2012.The empirical analysis provided
evidence for cointegration relationship between
government revenue and expenditure with
bidirectional causality relationship between the
two fiscal variables.

Various empirical works found diverse results for
government revenue and expenditure nexus for
Nigeria. For instance, Emelogu and Uche (2010)
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empirically examined the relationship between
government revenue and spending in the period
1970-2007 using annual time series data and
Engel-Granger two-step technique, Johansen
cointegration method and Granger causality test
within the ECM framework. Empirical findings
of the study indicate the long-run relationship
between the two variables with unidirectional
causality link from government revenue
to expenditure. Using the same approach,
Mathew (2013 )however, found different results,
confirming the non-existence of cointegration
and long run causality relationship between
government revenue and expenditure during the
period 1961-2010. The evidence lends support to
the institutional separation or fiscal neutrality
hypothesis.

Using Granger causality test through cointegrated
VAR method, Samson and Emmanuel (2012) also
studied the relationship between government
revenue and expenditure for Nigeria during 1961-
2010. The results indicate the interdependence
or bidirectional causality relationship between
government revenue and expenditure. Damian
and Harrison (2014) obtained different results for
the relationship between Nigerian government
revenue and expenditure in the period 1970-
2011by applying co-integration test and VAR
modeling approach. The overall results confirmed
cointegration relationship between the fiscal
variables with unidirectional causality link
running from public spending to government
revenue.

Omo and Taofik (2012) examined the long-run
relationships and dynamic interactions between
governmentrevenuesandexpendituresinNigeria
over the period 1970-2008 through adopting
bound test and ARDL techniques. The findings
are evident for unilateral causality running
from government revenues to expenditures,
confirming the revenue-spend hypothesis.

OmoandBaba(2013)investigated the relationship
between government revenue and expenditure
in Nigeria and Ghana using Engle-Granger two-
step methodology. The estimated models for
government revenue and expenditure in the two
countries reveal bidirectional causality between
government revenue and expenditure in support
of the fiscal synchronization hypothesis.

Victoria and Primrose (2014) investigated the
nature of relationship between government
expenditure and
during the multicurrency period. The analysis

revenue in Zimbabwe
employed monthly time series data covering
the period 2010-2012 and Grange causality and
cointergration tests. The results of this study
confirm the independence of government

revenue and expenditure from each other.

There are also several other empirical studies that
investigate the causality relationship between
government revenue and expenditure for various
countries. Table 3.1 reported the methodology
used, the period covered and the findings of
some of these studies.
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Table 3.1: Empirical findings on government expenditure and revenues nexus for different countries

Country &

- No. Authors Periods Methodology Findings
- Muhammad, Syed,  Pakistan idirectional lity fi
1. i AmberandTanzeel Granger causality test  Unidirectional causality from government
o (2011) £ 1979-2010 H . revenue to expenditure
. . Pakistan . . S .
P NiazHussainGhumro : cointegration and error- : unidirectional causality from government
) (2014) 1979-2012 correction methodology : expenditures to revenues
3 Yousef and : Iran : ?sggi?‘tt:ig;?oipﬁ?slfh i bidirectional causality between government
i7" Mohammad (2011) ‘ 9 ’ ‘ revenue and expenditure
1963-2007 and causality test
4 Abbas Ali Rezaei : Iran ARDL Approach i unidirectional causality from government
i 1(2015) ‘ 1978-2012 PP { revenue to expenditure
: Banu and Erdal ‘ Turkey Jan ‘ Granger causality test ¢ .. . .
5 (2013) ;  and generalized impulse unidirectional causality from government
: 2004-Sept 2010 : response method : revenue to expenditure
6 Eyup DOGAN (2013) : Turkey : ;c:)gargiﬂ gﬁ?t(;e,gfg:rn - unidirectional causality from government
1924-2011 causality tests revenue to expenditure
7 Ravinthirakumaran  SriLanka 1977- Ez:petsgcr)ant'&ggzl?namr  bidirectional causality between government
) (2011) 2009 framework 9 revenue and expenditure
S Jordan . T .
8 Hussein Ali Al-Zeaud i Granger causality test | bidirectional causality between government
ST (2012) : 1990-2011 : based on VEC Models i revenue and expenditure
9. Abdulla S. Al-Khulaifi Qatar - Engle-Granger and - unidirectional causality from government
’ (2012) 1980-2011 Granger causality tests revenue to expenditure
10, Christian and : Greece : ;oharg;ip] gﬁl(;\tggftl:rn i unidirectional causality from government
¢ 7" Dimitrios (2013) : - approe 9 ¢ spending to revenues
1833-2009 causality tests
: 1  Yashobanta and India 1970-2008 : Granger causality test  bidirectional causality between central
* i Smruti (2012) based on VECM government revenue and expenditure
12 Khalid (2005) 5. Arabia : S:&Z;?i%;atte'gtnﬁiﬁ:ﬁ]nger - bidirectional causality between government
' 1964-2001 ECM framework revenue and expenditure
13 %;r:zr:;r\lﬂc?ﬁf;za“ Malaysia { VECM and Granger i bidirectional causality between government
T (2000) ) 1960-1997 ! causality ¢ spending and revenues
: JakaSriyana (2009) | Indonesia Cointegration and ' unidirectional lity fi
4. : ' Vector Error Correction YN irectiona causa ity from government
o - 1970-2007 " Model i revenue to expenditure

Source: The research papers by the Authors

These studies also illustrate the variety of results
on causality relationship between government
revenue and expenditure in different countries
and within a country; in partly due to the
differences in methodology used; lag length
specification, data sets and time periods analyzed.
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IV. Methodology and Data Sources

The earlier empirical studies on government revenue and expenditure nexus for different countries
employed the concept of Granger causality based on Error Correction Model (ECM). According to
Granger (1969), when a variable X is caused by Y if X is better predicted from the past values of ¥ and X
together rather than from the past values of X alone. Therefore, the causality link between X and Y can be
unidirectional from Y to X (Y—X) or from X to ¥ (X—Y). The relationship between X and Y can also be
bidirectional or feedback (X<«»Y) or no causality relationship between X and Y. This paper also adopted
the Granger causality technique to investigate the relationship between government revenue and
expenditure in Ethiopia during the period /987-2015 based on the equations specified as follow:

RGREVL» = 0 + Z?:I BliRGREVL'—i + Z?:l yliRGEXPt—i + P (41)

RGEXPL» = o + Z’i’lzl BZiRGEXPL'—i + Z?:l yZiRGREVt—i + 'uL' .......................................................... (42)

Where: RGREV = real government revenue;
RGEXP, = real government expenditure;
a1, @y, P1i, B2; Y1: and y,;= parameters to be estimated;
veandy, = white noise error terms

The null hypothesis in equation (4.1) is that RGEXP does not cause RGREV, that is y4;= 0 for all i. For
equation (4.2) the null hypothesis is RGREV does not cause RGEXP, or y,; = 0 for all i. Therefore, four
alternative pattern of causality link can be distinguished from equations (4.1) and (4.2).If the null
hypothesis in equation (4./) but not in equation (4.2) is rejected, that isy;; # 0 and y,; = 0 for all i,
unidirectional causality runs from government expenditure to revenue. Ifyy; = 0 and y,;# 0 for all i, the
reverse for unidirectional causality holds. There exist a bidirectional causality relationship between
government revenue and expenditure if both of the null hypotheses are rejected, that is yq;# 0 andy,;#0
for all i. One can also conclude that there is no causality between government revenue and expenditure,
ify,;= Oandy,;= Ofor all 1.

However, this simple Granger causality test technique is valid only for stationary series / (0). If the time-
series variables included in a regression are / (/) and cointegrated, the simple Granger causality test
should not be used. Instead, Engle and Granger (/987) provide a more comprehensive procedure known
as Error Correction Model (ECM) for causality test. The ECM incorporates both the residual series (in
one period lag after it is derived from the cointegrating equations (4.1) and (4.2)) and the variables in first
difference (stationary).Therefore, the ECMs to test the causality link between government revenue and
expenditure are specified as follow:

AInRGREV, = oy + Y™, Bi;AINRGREV,_; + Y™y y1,AINRGEXP,_; + N1 ECTyo—1 + Virroooeeooeeeeeeeenee, 4.3)

AINRGEXP, = a + Y1y By AINRGEXP;,_; + Y7 y2,AINRGREV, _; + N3 ECTyy g + fhy .. evvvvvevverrevaerenn(44)




Where A denotes tirst difference and ECTs are
error correction terms representing the residual
series derived from equations (4.1) and (4.2).
From equation(4.3), the null hypothesis that
AlnRGEXP.does not Granger cause AInRGREV;
either  the
ofAInGEXP (y; s)are jointly significant, or if the

is rejected if coefficients
coefficient of error correction term (7n,;) is
significant. If the coefficient of ECTy,_;(n,,)is
significant, the null hypothesis of no long-run
equilibrium relationship is rejected. Likewise,
from equation (4.4), the null hypothesis that
AINRGREYV does not Granger cause AInRGEXP
is rejected if either the
ofAInGREV (y,,;s) are jointly significant, or if the

coefficients

coefficient of the error correction term (1,;) is
significant. If the coefficient of ECT,,_;(n,,) is
significant, the null hypothesis of no long-run
equilibrium relationship is rejected. One can
interpret the changes of lagged independent
variables in equations (4.3) and (4.4) as the
short-run causal impacts on the dependent
variable while the coefficient of error correction
terms represent the speed of adjustments of
government revenue and expenditure towards
their respective long-run equilibrium.

The analysis of this study utilized annual
time series data of government revenue and
expenditure which are collected from the
Ministry of Finance and Cooperation (MoFEC).
Annual time series data for GDP deflator is also
gathered from the same source and used to
convert the time series data of both government
revenue and expenditure from nominal into real
values. The empirical analysis covered the period
1981-2015.

V. Empirical Results and Analysis

As noted in contemporary econometric analysis,
the issues of stationary, cointegration and Error
Correction Model (ECM) mechanism have been
considered when dealing with models involving
time series data. Stationary assures non-spurious
model estimates; cointegration  captures
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equilibrium or long-run relationship between
(co-integrating) variables; and error correction
mechanismisameansofreconciling the short-run
behavior of economic variables with their long-
run behavior. Tests for stationary usually precede
tests for cointegration; and cointegration may be
said to provide the theoretical underpinning for
error-correction mechanism.

5.1. Unit Roots

In empirical studies, Augmented Dickey-Fuller
(ADF) unit root test technique s normally used to
examine the unit root characteristic of time series
variables. This study also employed this approach
(ADF) to determine the stationary property as
well as the order of integration of the time-series
data of government revenue and expenditure.
Table 5.1 presents the ADF unit root test results.

Table 5.1: ADF Unit Root Test Results

: At Levels First Differences Orderof
' ADF  PValue ADF  PValue  'Megraton .
i Variables : : H
: Test : Test

Stat . Stat
(LNRGREV = 0.6537  0.9890 ' -4.2949  0.0020 I01)
(LnRGEXP  1.7550 09994 | -3.6836 0.0418 I01)

Source: Own Computation

Based on the ADF test statistics, the time series
data of both variables are non-stationary in
level data but, become stationary in their first
difference data which means the time series data
of government revenue and expenditure are
integrated of order one, i.e., I (1).

5.2. Cointegration Test

Two or more variables are said to be cointegrated
if they share a common trend. In other words,
the series are linked by long-run equilibrium
relationship from which they can deviate in the
short-run but they must return in the long-run,
i.e. they exhibit the same stochastic trend.
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Before going to investigate the long run
relationship between government
and expenditure, the cointegration regression
equations (4.1) and (4.2) are estimated using
Ordinary Least Square (OLS) method. The residual
series are then derived from both cointegration
regression results and tested for stationary
using the ADF unit root test technique to

revenue

determine whether the variables in question are
cointegrated or moving together in a common
trend over time. If the residuals series in level data
are stationary, 1(0), it implies that government
revenue and expenditure are cointegrated or
have a long run relationship between each other.
Table 5.2 displays the results of cointegration
regressions and the residuals unit root test.

Table 5.2: Cointegration Regressions and Residual Unit Root Test Results

Residuals Unit Root Test Results
Results of Cointegration Regressions ADF Statistic Critical Value
: g ¢ Orderof
At Level (1 percent) Integration ;

: Equation 4.1- Dependent Variable: INnRGREV

INRGREV = 0.1076 + 1.1370InRGREV/(-1) - 0.1401InRGEXP(-1)
; -4.4366

t-statistic  (0.3109) (4.5677) (-0.5040) -3.6616 1(0)
: (0.0014)

R-square = 0.9519 Adj R2 = 0.948 F-statc = 305.5 Prob(F-sta) = 0.00 DW=1.38
Equation 4.2 - Dependent Variable: InRGEXP
INRGEXP = 0.6286 + 0.2084InRGEXP(-1) + 0.7233InRGREV/(-1)
-4.7841
‘t-statistic  (2.2338)  (0.9221) (3.5742) -3.6537 1(0)
: (0.0005)

 R-square =0.9600 Adj R2 = 0.957F-stat = 372.2 Prob(F-stat) = 0.000 DW=1.54

Source: Own Computation

Figures in parenthesis under ADF Statistic are P-values

The results of cointegration regressions
in Table 5.2 suggest that the direction of
causality link runs from government revenue
to expenditure but not vice versa. In equation
4.1, the result for government expenditure
(INRGEXP) is statistically insignificant in
affecting the level of government revenue. The
estimated coefficient of government revenue
(INRGREV) in equation 4.2 regression is positive
and statistically significant at 1 percent level,
implying the level of governmentrevenueinthe
previous year positively affects the aggregate
government expenditure in the current year.
The ADF unit root test also confirmed that the
residuals series obtained from the long run
cointegration regression equations (4.1) and
(4.2) are stationary in level data, /(0); signifying

a long-run relationship between government
revenue and expenditure.

5.3. Granger Causality Test

The results for long run relationship between
government revenue and expenditure are
confirmed through the conduct of granger
causality test where the null hypothesis that
government revenue does not cause expenditure
is rejected while the null hypothesis that
government expenditure does not granger cause
revenue is not rejected. Therefore, there exists
unidirectional causality effect from government
revenue on government expenditure. Table 5.3
reports the results of granger causality test.
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Table 5.3: Granger Causality Test Results

. Decision
Null Hypothesis (Ho) © Obs : F-Statistic @ Prob.
: Reject the null hypothesis. There is
causality from InRGREV to InRGEXP
InRGREV does not Granger Cause INnRGEXP 34 127748 . 0.0012%

""""""""""""""""""""""""""""""""""""""""""""""""""""""""""" Fail to reject the null hypothesis.
There is no causality from InRGEXP to
InRGEXP does not Granger Cause INnRGREV 0.2541 0.6178 : InRGREV

Source: Own Computation

* Rejection of the null hypothesis

Both cointegration regression and causality  5.4. Error-Correction Models
test results provide evidences for long run
relationship between the two fiscal variables as
well as causality link running from government
revenue to expenditure. The results imply that the
higher government revenue leads to increasing
government spending.

Since the time series data for both government
revenue and expenditure are stationary
and integrated of the same order, I(1) and
cointergrated to each other, the short and long
run relationship between the two fiscal variables
can be empirically examined via the conduct of
Granger causality test within the Error Correction
Modeling framework specified in equation (4.3)
and (4.4). Table 5.4 reports the estimated results.
Table 5.4: Error Correction Models Results

Independent Dependent Variables
Variables 5 AInRGREV, AInRGEXP,

Constant 0.0859 -0.0071
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, (07268) e t02516)

-0.5699 0.3337
AInRGEXP,_, : 3
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, (0.2638) A7

-0.5699 0.7595
AInRGREV,_, §
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, (-0.2638) e (33460

0.8410 f
ECTy

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, (-:04115) e

-0.9454
ECT,,_, z
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, (24998
0.3326 :
0.2636
4.8184 :
0.0076
Durbin-Watson stat 1.5971 :

Source: Own Computation
Figures in parenthesis are t-statistics. * and ** indicate statistically significant at 1 and 5 percent level respectively
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From the estimates of equation (4.3) as shown in
the second column of Table 5.4, all the parameter
estimates are not statistically significant at the
conventional 1 percent or 5 percent level. This
implies that public expenditure does not cause
government revenue in both long and short run.
In contrary, the parameter estimates associated
with lagged change in government revenue and
error correction term in the third column of Table
5.4 are statistically significant at 1 percent and 5
percent levels respectively. The results suggest
that government revenue Granger causes
governments spending in the long and short-
run. All in all, the estimated Error Correction
Models for both government revenue and
expenditure provide evidences for unidirectional
causality impact only from government revenue
on government expenditure with no feedback
effect. Therefore, the result lends support for
the revenue-spend hypothesis, implying that
changesin governmentrevenue induce a positive
changes in public expenditure but not vice versa.
The result is consistent with the findings of
Wolde-Rufael (2008) and several other studies for
different developing countries.

VI. Conclusion

Theoretical literature has developed four
alternatives hypotheses to describe the nature
of causal relationship between government
revenues and expenditures. The
spend hypothesis  postulates unidirectional
causality running from government revenue to
expenditure against the spend-revenue hypothesis
which assumes totally the reverse causal relation
of the first hypothesis with government revenue
responding to the prior changes in government
spending. The fiscal synchronization hypothesis
suggests bidirectional or feedback causality link
as decisions are jointly made on government
revenue and expenditure, in contrast to the
institutional ~ separation or fiscal neutrality
hypothesis that argues no causality relationship
between the fiscal variables as judgments on
government revenue and spending are made

revenue-

independent of each other. The hypotheses have
attracted a lot of interest in empirical studies in
different countries, given the policy relevance,
particularly with respect to budget deficit.
However, the empirical findings of these studies
vary from country to country and within a country
in support of the different hypothesis.

This paper attempted to empirically verify the
alternative hypotheses on government revenue
and expenditure nexus in the case of Ethiopia
during the period 7987-2015 using annual time
series data. It employed various econometric
techniques including mainly Engle-Granger co-
integration technique and Granger causality
test through Error Correction Modeling (ECM)
framework. The empirical findings provided
evidences for long-run relationship between the
two fiscal variables with positive unidirectional
causality link from government revenue on
public expenditure. The result lends support for
the revenue-spend hypothesis; implying that the
increase in government revenue induces arise in
public expenditure.

VII. Recommendation

The policy implication of the empirical findings
is that the fiscal policies targeted on raising
government revenue alone could not be effective
inimproving the fiscal deficitas this would also lead
to a higher government expenditure increase and
thereby deteriorate the fiscal position. Therefore,
the policy recommendation relies on that the
fiscal policies undertaken towards stimulating
government revenues should be accompanied
with strong expenditure management and control
measures to ensure the fiscal deficit sustainability.
Moreover, the fiscal authorities should focus more
on taking into consideration the optimum level
of government revenue when determining the
aggregate level of government expenditure.
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L] EDUCATIONAL & INFORMATIVE ARTICLE

FINANCIAL MARKETS:

ESSENGE, TYPES AND OPERATION

Birritu talked to Monetary and Financial Analysis Directorate (MFAD) of the National Bank of Ethiopia
(NBE) about financial markets, their essence, type and operation. Here are the questions and answers.

BIRRITU: What is capital market all about?

MFAD: A capital market is a financial market in
which long-term debt or equity-backed securities
are bought and sold. The debt instruments in the
capital market usually have a maturity period
exceeding one year. Capital Market channels
savings and investment between suppliers of
capital such as retail investors and institutional
investors, and users of capital like businesses,
government and individuals. Capital market
includes stock and bond market. In stock market
investors acquire

ownership of companies,

whereas in bond market

The secondary market, also known as the
aftermarket, is the financial market where
previously issued securities and financial
instruments such as stock and bonds are bought
and sold. It helps existing investors to disinvest
and fresh investors to enter the market. It also
provides liquidity and marketability to existing
securities.

Depending on the issuer of the security, capital
market can have two types: bond market and
stock (share) market. In the case of bond market,
the issuer of the bond is a creditworthy body

the borrowed money

investors become
creditors.

BIRRITU: Could vyou
explain about the
different types of capital
market?

MFAD: There are two
types of capital market:

The major role of the
stock exchange is to
assist, regulate and
control the trading of
shares through different

with some amount of
interest. Whereas, in the
case of stock market, it
is an arrangement where
shares of different listed
companies are bought
and sold through the
members of the stock
exchange. The major role
of the stock exchange

agreeing to pay back

primary and secondary measures. Stock is to assist, regulate
market. The primary and control the trading
market is that part ©XCNANQES CAN AlSO D€  of  shares  through

of the capital market
which deals with
the issuance of new
securities.  Companies,
governments or public
sector institutions can obtain funding through
the sale of a new stock or bond. This is typically
done through a syndicate of securities dealers.
The process of selling new issues to investors is
called underwriting. In the case of a new stock
issue, this sale is an initial public offering (IPO).

known as equity markets
or share markets.

different measures. Stock
exchanges can also be
known as equity markets
or share markets.

BIRRITU: How does capital market operate?

MFAD: In a primary market, securities (shares) are
issued by the government or companies directly
to investors. The issuers receive the money and
issue new security certificates to the investors.
Primary issues are used by companies for the
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Capital market
increases the
proportion

of long-term
savings like
pensions that

is channeled
to long-term
investment.
Capital market
enables
contractual
savings
(pension,
provident funds,
insurance
companies,
etc.) to mobilize
long-term
savings from
small individual
household and
channel them
into long-term
investments

purpose of setting up new business or for
expanding or modernizing existing ones.
The primary market performs the crucial
function of facilitating capital formation
in the economy. The new issue market
does not include other sources of long
term external finance, such as loans from
financial institutions. Borrowers in the
new issue market may be raising capital
for converting private capital into public
capital; this is known as “going public” The
financial assets sold can only be redeemed
by the original holder. After the initial
issuance, investors can purchase from other
investors in the secondary market.

BIRRITU: What is stock market?

MFAD: A stock market is the market in
which shares of publicly held companies
are issued and traded either through
exchanges or over-the-counter market. In
a decentralized market, without a central
physical location, market participants
trade with one another through various
communication modes such as telephone,
email and proprietary electronic trading
systems. A stock market is one of the
most vital components of a free-market
economy, as it provides companies with
access to capital in exchange for giving
investors a portion of ownership in the
company.

BIRRITU: How do you explain the practice
of stock market in Africa especially in East
Africa?

MFAD: The stock exchange markets exist in
many African countries.Forexample, if we take
the East African countries like Sudan, Kenya,
Tanzania, and Uganda, these countries do
have stock exchange market. The Khartoum
Stock Exchange (KSE) is the principal stock
exchange of the Sudan. KSE was established
in 1992 and gained its independent legal
entity in 1994 after the endorsement of KSE
Act of 1992. Primary market activities started
in 1994 and the secondary market stated




early in 1995. With the support of African
Development Bank (AfDB), government
of Sudan launched its first online stock
market in March 2016.

Nairobi Securities Exchange (NSE) is the
principal stock market in Kenya, offering
an automated platform for the listing
and trading of multiple securities.
Over the last six decades, the NSE has
consistently offered a well regulated,
robust and world class platform for the
trading of equities and bonds. Tanzania
has also Dar es Salaam Stock Exchange
(DSE) which started its operation in
1998. In Uganda as well, its Securities
Exchange (Uganda Security Exchange,
USE) was established in 1997 as a
company limited by guarantee, and was
licensed in 1998 by the Capital Markets
Authority to operate as an approved
securities exchange.

Hence, the stock exchange operation in
East Africa country seems to have a long
practice.

BIRRITU: Can you tell us the
importance of stock and/or capital
markets for a country’s Economy?

MFAD: The importance of stock
market is to encourage savings
by providing individuals with an

additional financial instrument. Stock
markets also provide an avenue for
growing companies to raise capital
at lower cost. In addition, companies
in countries with developed stock
markets are less dependent on
bank financing, which can reduce
the risk of a credit crunch (a sudden
reduction in the availability of credit).
Stock markets, therefore, are able to
positively influence economy through
encouraging savings amongst
individuals and providing paths for
firm financing.

Similarly, capital market increases the
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proportion of long-term savings like pensions that
is channeled to long-term investment. Capital
market enables contractual savings (pension,
provident funds, insurance companies, etc.) to
mobilize long-term savings from small individual
household and channel them into long-term
investments. It fulfills the transfer function of
current purchasing power, in monetary form,
from surplus sectors to deficit sectors. In this
way, capital market enables corporations to
raise capital to finance their investment in
real assets. The implication on the economy
will be an increase in productivity within the
economy leading to more employment, increase
in aggregate demand and hence growth and
development.

BIRRITU: How do you assess their importance for
developing economies like Ethiopia?

MFAD: Studies show that stock market can
benefit the economy of developing economies
like Ethiopia in a number of ways. First, companies
with prospective growth potential will be able to
raise equity capital. Second, the publicissuance of
shares can provide valued investment resources
for enterprises that do not have enough resource.
Third, in addition to acting as a source of finance,
the stock market also offers firms the opportunity
of varying the costs and risks of their financing
structures. Lastly, introducing stock markets
enhances the liquidity of assets.

BIRRITU: What can we look forward regarding the
development of Financial Markets in Ethiopia?

MFAD: In Ethiopia government Treasury bills are
issued in the primary market on weekly basis.
These bills are short-term with a maximum
maturity period of one year. In addition, there
is a long-term bond issued by the Development
Bank of Ethiopia for the financing of the Grand
Renaissance Dam. The two securities are the
only ones being traded in the primary market.
However, there is no secondary market for both.
Cognizant of the benefits of financial market
development, the National Bank of Ethiopia is

working for same.
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BANKING ON TECHNOLOGY:

PRACTICES, CHALLENGES

he advent and use of current technologies,

particularly information technology (IT), is

bringing about fast and constantly changing
new dimension to every sector in this era. The
banking sector, forinstance, is the ideal sector being
affected by and benefited from the application of
technologies. Birritu talked to Banking Supervision
Directorate (BSD) of the National Bank of Ethiopia
(NBE) about the importance of technology for the
sector, the current application of technologies by
Ethiopian banks and the challenges.

BIRRITU: Could you explain
the importance of technology
for the banking sector in

BIRRITU: How do you assess the current application
of technology by Ethiopian banks? What are the
major technologies used by banks now?

BSD: Technology facilities commonly used in
our banks include ATM, mobile banking, branch
network, internet banking, and use of point of
sales (POS) terminal. Ethiopian Automated Transfer
System (EATS) and credit reference system in
the National Bank together with EthSwitch and
PremierSwich
to ensure interoperability and facilitate credit
information exchange

in the system. Banks

offering

remain important infrastructure

Ethiopia?

Technology has enabled
banks to provide faster
or real time services to

their customers with
lower cost of processing
and high accuracy

BSD: The
information technology (IT)
to collect, store,
analyze and transfer banking

sector uses

process,

data and information more
efficiently. Banks in Ethiopia
are increasingly using this
technology to deliver their
services to customers. The
paper
banks are

and branch

transforming

themselves to digitized and networked banking
service providers. Among others, transfer of funds,
payment of bills, tracking account balances and
transaction histories and ordering cheque are now
possible with the use of technology. Technology has
enabled banks to provide faster or real time services
to their customers with lower cost of processing and
high accuracy. As a result, operational excellence
and customer satisfaction of banks are enhanced.
Obviously, that would contribute to more efficient
economic performance.

usual

” are now
flexible services to

their customers with
ease and convenience,
using technology. For
instance, ATM has been
introduced by 13 banks,
POS by 12 banks, mobile
banking by 12 banks,
and internet banking

by 7 banks. Some
banks’ applications
to use technology

products are also being
processed. Jump start of using technology by banks
in Ethiopia remains encouraging. This may rightly
be taken as an important milestone for quality
banking service in Ethiopia. As a result, more and
more people are tending to use technology driven
banking services.

BIRRITU:What are the challenges for the application
of technology in Ethiopian banks and what are the
solutions? What [do] NBE and the commercial banks
need to do?
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Very recently,
use of
technology
has become
a major ared
of contention
among our
pbanks. In
addition,
technology
has been
considered as
an effective
tool fo enhance
financial
inclusion in the
GTP Il period.

BSD: Despite all its advantages,
technology is not
risks. That means, we cannot be
free from cyber security threat.
Disruptions
power and network failures could
also be perceived. These together
with high initial investment cost,
lack of expertise, lack of adequate
legal/regulatory
e-commerce  and

free from

related to frequent

framework for
e-payment,
low level of internet penetration,
and less developed
infrastructure in remote areas are

telecom

the main challenges.

To mitigate technology risk, among others, the
already started effort against cyber security
threat needs to be strengthened. Power and
network failures should be addressed. Capability
and awareness of regulatory body, banks and
their customers need to be enhanced. Legal
and regulatory framework on e-banking and
e-payment should be further strengthened.

In terms of technology application some
African countries like Kenya, South Africa and
Tanzania are doing well. However, we have
ample opportunities to catch up all the success
stories and even to excel them if the above
shortcomings are addressed. Very recently,
use of technology has become a major area
of contention among our banks. In addition,
technology has been considered as an effective
tool to enhance financial inclusion in the GTP |I
period.

BIRRITU: What can we look forward concerning
bank and technology application in Ethiopia
with the outset of GTP II?

BSD: Policy direction has been set as to what
is expected of each bank in terms of branch
expansion, saving mobilization, lending,
and capacity building and using technology
facilities in GTP Il period. In those areas, banks
are expected to grow at least 30% and earmark
2% of their annual recurrent budget for training
annually. Technology is a key ingredient for
ensuring financial service access, efficiency,
and effectiveness to the public. From this
perspective, we expect investment on IT to
grow, capacity of financial service providers to
be enhanced, financial literacy and capability
including how to use technology driven
financial products and services to take shape,
regulatory capacity and framework in area of
technology to be strengthened, technology risk
management to be further strengthened, and
above all more synergy to be created through

collaboration with all stakeholders.




Miscellany Section

<<'|L4.-n>>

AR C ANDALE

022 @70

a‘n-ﬂd‘t N99%7 A28 NNASRFO- NTMPMP

LLCNG NEARIY ANd S £IPBT ANTPT
NEPATTD- NN LADEA: DPPME )
AL PCIPE URETT ALNLINM: A 1FT AN HE
N&CYT £4T ASNLH: AL7478 HEN MANF
A£78787 NND @& $HINF fAP AIN OhA
PPFYMAMA FIAAAT::

neRN@  &C NOIO PHNE Nt OND
tPIPELAL: A PP TPIPERAL? $98 &t A
NA@- *70% MAPY OLO-ER. AODANT NC:
PAC LB $NITU- (DAART::

tODAM TaDMN-::

AU 9% M+t@ NPPe MPPy SLCFFD-
AE0F 0099A% M&PFY NLDLT KO NC

N ANNAL:: 7 DN & AL IDM9P:: +9P(DO-
PCTPA: AA HNE £GP ANET AATIDRNIP::

HEN NERBATT ALHTN R EAU: MM KAd. AU
MPAN NS NATT U §&6F % ALY LATMMPPA:
AR (DNCE N97%7 ATLILL LN D-::

PINCNNY TIA% N A7€ RAD R9°FNHED MUY
%7 ASLMAN® T¢2%F FAN etWeT T NUAE
ACAEPE AL +67A APHFF TNETOAFA::

NED9% $ANC Pt NHEN YA NI7U (DNACT
NG NG MUY ALY T@édd NS NMNNP Y
PE@ NECS% BL& M KAL!

BN% Y EPRLPA: Nek AT AMON
PIN4 DAAT: ARAD @ AL TOCO6 NNCE AN




Miscellany Section

ZC%Y MPAANT: A7 OALD- NTILIPRNT
tiAats: BPE NOMA? AMINL AGTH.
NANTYFDN? LAPA --- £APPA A1) ADAN
£ P78 NADMA? ART97 TFNFOMN NEM ALY
N&CYT A7 F 0N ALAND-::

ACE 18T LIME  NAL&SNAeN BN
ODDAN TINET NG AAT BB OND ATLAN:
ALY NWERE DC ARIAN A7LILEEC €D Y
ABLO-FFAT: RHUY TEAT H10ET N0
HEN  AHING NP ANLPLP  UATTY
TMIAt7 t$9°M7 INC:

PY ALIPAPA AY&IDMT AHC LOPO-:
NHEM 9@ APCHMN: 20DMUr:: NDA & DC
Pt (€T LUPI? T NS £C &CYE Nte-0-
£d.¢ MNC:

AAD@ AL 9724 $UA NTPMMNNT £
MNP NEPs  NCYY
AMUNT &4N TNASPAR
NEAL BAC ¥

AT878 H& NC STMAA 0L N& 938 AR fhA
APFY L0MFA: AGAU AYE OPr--—-» P4
g6 tMINtY tegPMmy::

418 A0 N8 LNI9FA: &-2-2- MA-MA
A29°  RYEHNT AMEAU:: R¢MNPN INC:
dI8AM £-8-8: BLCRY A®Ph: PPHC
RI9.0DNA £9°8 LNIIFA: MECE T RENTTFIP::
HEM Nk MEL AL NOLATID- AAF TO-MA::

&YMC N% TIUE NAYLT® (DALY (DADANT
2Ch:: NAD- NA®- NGP+C H& DN7LN B0D4?
APAN = HE ADLP 1) ALFOTIP:: SATIRLM
R92NG NCYT Ry 2L

ANT NG L7 K782 &NN NECYY &&h:
@D4L PANTIP:: NATN::

£V PAAP S £74F NARTPCR PEBA AA::

<« A78%F NTHI&
AGUT N&tU FPAU?
1@ ®&N hine DG

?ODNLE  DPMT  RBY
NAZNLINM: AA Nk DN
TYMAMA NCYLY TANT

KB 1RAY 297406 NALLANAN
SMFY MIAN F1°¢% INC: dbAY

(4

Th9P+Y  NC?---
@A AR YU £NYA?!
ND- 78T JALTRY

B, @AM RYLAM RIAY hWeP+ @M P+ PAl
QINGFOY RIP7A NCYLY ehs AT KON
$TY%:: NE®ATY T8 NI JC APDAN RYL02922C £DN9Y Ay T FANFAY I

REELOFTAT: RILYY H4AF TNy NNATF 5
&CYEY AGCAYT NFF7 RUNCD HEN AHYNE TDNCD ANCSLD (AT A 7
QINGE  RI9999 LM ALNPAYU  RATAT
WL ANG tanane.  GAFTY MDY +e9MY INC: aDNCLE 1N £LCNYALS
AN RAODY  RINGYD A
UsFPF  NBLY UALS ALY ROPPAL:
@DAA BODChe::

« NRIN A&COA $H---» FAAT KGE MFF7
He AMM NPT AUEFTY YA ARTL,
NG RCAT AEPLNT: NGO Az AL NFO-!
NG 1@ A&7 6BLST (DGHD? AGDREN HES D7
AdNd

« LHOAY £C---NMY+ HMIY ---f3 HGAN
AHYN (NP ANABASD::>> KEE T4 AFTDEG
ATEPC: £9P] NPT A7LIDM AAD-$OD- MAP
A

AL K9999 LM, EP NG $hH N DMMY
AGPIATMDIP:: & A AALNYT &4N £NTTFA:

«N¢EP P9UMCLM ALLNAN PMT NPT

ATATN MEE ATRNT
AATP L AA 10 MERHD-Y N(MHEB, A+0D+(0D
ANENGT APM AN ALATP:  BHLNL PA:
AP RGPAU: HDTC NI7LLT ANAN IN<
ALPLIT NATPIN:E NMé YNEEAY> DAY
MEP ALPCATP: NMWé tNCe AP 97
AUPGAU:

&CYEY A7R9PY9° A9PR MANADYB%Y AIVTNE
N4 N OERLED HENG 74N TNNLD- &Y
A& AEBPAT

9 XIEA @ @-NM NEIDM AN AAINC
¢h N% 0L @-LO ANOMUYr: ¢F A& (DAM
fMLPPPNTY KEF SHAS NMET Lo NAA

¢y ACINE OMU-::



* k* *

&r AT NCYT £39% INC: NPPNF R18. DL
(P SO LIDNAA: HETFI PP £12
nC:

PYEY SAOPN NCYT ANL.CHFEA: T £OAP
PAAP ST £74.F NIPATT P10 LY £AAT NG

Nédt AL S9LIHPHPDT PHN @Y A6
ANAAU: 991R) NAd. ASMMU:: MODYE M)
PSHD: KE NP Ndd) TdAA%LA: ODHPN $PtT
U7 R92A MER O-NM t.ME::

NCYY NANT NF NRCH A& MA O-AN  AA:
0@ ANdS ST ODNP A-A- AAGT N2
PINC@7 H& N4 N1RAD-:: HE (Dot ADDDLIP
A&FI® AADNLNY: AHODGY (D& AAFHT
D13 264 P LMNAA: OLLD BN THIANA:
AYT T REFEIP: PEANT HE CRN NAING
LUaa:: AY& AgMY

T0DF AT 1O

Miscellany Section

AR ERE AL F6R8 ANTTTF D INC:: DA & SR
AADT@ @-NMD RYLHT AN PG 3 ATPANL RE
PHGY FRNF! REAN::

66,99% NH P NODLH +1Y A&7 997YWt
AeNNLY INC: AYE C9°8 A«ODE NI°hCh
®MC NANAD AN PHPH A@YEY AINT
$THE HL T A

AMet LRPPF BMF (LN

PTIMN NAYE N@ DC NF NPT NODM'
A MNAT9P: @MES. @-NM AAMDNNT N&tHT
MYPR 7L INEANT: BMFO- RLLND Y
APNTE LH NPUT H& DN7RN YNC: NAL DS
00+ NH& ALY N$C ADNEP HE RTLH AR1LN
AMA AT AMD-PIP::

née &U7 A8 BNE AU ZC% NC A
LAAAA: NHEN AT AT HIP AT&AA RNNULT I

ARD feLANY PR

Nk  NCY?  £41MP
IN@® NAPTe  &9°PR
AEED AR D LY
AQ-CTAY 1@ &N

ABCTAT PR NSCS FC
PNDR0T DLP NP
ATIC DR ACTH NAC
NOSSED A AP
NTA WENC  CAIME
nehe:

AR PINCANYT A7 G AHC NA NHLTO-
A MAD- @-AN Ad: [HA 2IPAT SAD
MA: PPEANTI® AMM PEP 240 N ALY
AYRI9FA AAM INC::

&CYE AGRLCNT LCAA: O-CEBE 21 PR &4N
AN $THEHLFA: Mok NP AN $TAGTTA::

AT29PY9° MAEDIE%Y ML N99L AINE UAtL
than: thir 7 NILATO HENNPTas
NINEAL. EJPRF +O-M (i

£t GDAN 29°M9Y (DAACT MNPN-:: Y FPII°
AATNCTP::

NCS% AIPMPM NANFILT NIdSY 1Al
SHAU:  RAR RE At ASAT MCPE

NCe ®2YPMPM NANTFILY NVLLY
Thib @HAU:: AAR AAR AT RPAS
MCYE AR RS Mg AN FO-
ING: DT 2 PP ¢ RADFO @D
RYLHT ANN $SU=: x AIPAN ¢
PHSY 7215 RPA N

AY$PAR PENTA:

AD-CTAY eUr?
NMALPT TtI& 44,
err? @gh NAYtTT
$44 P72 hEAN NNGG
JC t2LHD $MITATFD)
Uz PF AN

AD-CTAY ATRAATY

PCR SAD OCP $N

ALTINAYE Y NF

NANC £9987% ADAPEF
AT HEEDY NH 98T PATYT  NILLERS
MNEFF FMZEA: RO P CHODE hUAYT
O%%C RINAM LADAAA::

MA@ @0 AA: NNE LA MA::

<9 % UM E&LET NET AYAMMUT
ABI° AR RATNETP::

AT @ @-ND STADLD AD- ALD ALLCNNT
A2LN NAMDU'T AN

ATRE £7018 (NP NCP AA TAP HE TN
MA: PP AAN-::

£ AlY M 107 NP FeUN:: &t NHENS
NY&fr LOADAA: KB &47 LHFA: %
MOA: BBLI% 6P RHAA: FPTANTIP N7




Miscellany Section

£Y £N N@ NA++ N@1E $T&FFT Ma SANA
SUPTA: PEANTI® N MANADIE SHAA (DYES
AL @2 TANA AT £FAA:

NINCN+ Uzr MAEY @DDLM AILITATFA
FANT: 097RCE N& HP AA:: AP LHEFA: TCCRY
LNndEa AIN AN NieT A

«h8 0L ALL> NEDY e NMALTD- NNHA
A7 I AIPNPM RAINEIP::

ENE AePLN PODM NAGDAATE SMAt HIPF
NANDY MANOYERY AINE NH than: &9PR
NHSM: 3LATTE NP4 £9°R DC NARRC °79°
TIATINC RAPAT INC: AYATE LH S TN D
MET AAINEGTIP::

PMAE MA KAPLHOD- APCHOD DA 41 Adt
NINCED- HE AL NADMY $ANN NAe $0D:
G-ANLENE FA MA::

Met &+ TAP Nt PANN N~ P92.0DNA
&MC AC OLE N0DE
AP hO NS L7N6Rs
DA@- AhA AL INL®Y

MPP} MNEFTE NPT $TIPA h&A O-NM
¢ AU APEREY AANY AO-CTAY
O-NM P2 AOPN:: &M¢ OTH G-ND NINGT
AN AATT 16RFE PP ATCRT A

NAYE M PP ALMET AT 4N ATIAT
ené: NP NEL ERCP IDNAD- TI6B
2ASM LANANA: MCYF PATIP N& PA::

As9° N1&% 167 AME EODC::

NAGt 9LFPF POULIMRT ERLCT $MCMb
MAORT PATAAL NC: NMAPT 0L O-ND
AL T@ NRAPT IL0DLIPS $ILADAN £ MFAMAT
eIy NCY? ?9241Me O-N GL9F: KEFE
(BEPF NPT NEHe NdL RCP WA NC
TRNAP@ NtTWaNT A& ANA DC P920DMMT
AL N AGP::

AUT ATIDNC ATFAATD AAT: YAEALE NH
APF NOZMNA hNE &IPR.::

L R—
ROICE?H> NODLPP

Y2 %)

RI9HH FAed AMU:: HE
N@EY N 0L AL: NHE
LA &+ AU

NEMINLMI! AI7- - -l
V1% Al AGPANL: AR RN:
MYLLE%T M% dLMMN: ART® ThTAT: Ab
A7 NTAA NHETE 0DYA DAAhAR F% SNC:
BT NLINIPI° P&M< 4.66L NAAS AAME9P::
ARh U7 A787 N&-6-9°! A7 4 SFAG? At
tE99¢ 9 L°FN Y (DM-?!

NEBLN@- YA NATED ASYM MM EALL AL
@Mty $OPN+ AINTE GDMY 2IN@ OYH
NHEN At AEALS NC NILAT AC7 PN
ASTIANM AIEARA NIPE 10

£ NP 95 LALR (D& E0D¢:
NHE ST 2£ALR ANA 0L O7H AN AZC
RILNPHM LIPR TN 97+

NAA% £NM1997 INLO- NNL PANC <681 TR CMLA::
NHY ADMYZ, 0L AA% AGDODAN <68, EDCh-:
£ALRY N NST Y TIP°H 0L OTH
EHY @L:: DOAT (BT ANTTU::

9227 NN&T NNASPATRS STAL? PATP NATO-

?MAS MA APLHAD APLHAD ADF &t
Ad NINCE H& AR NADMY $ANN
e $0D:: @A PA MA:

eFFE O mre
9LFF AL A&MERL
ntleenNt +ting
¢ AIIAT 9°hChi
nNECN% £92.N99%7Y
YO Fan A& CH::

41 AAY &FY NANAN N3A « SHUY GAGP
LYRPF A (DETC RYFAAT? AAT::

AEYT NEFEFD GAP TFUD>

A& NH NH AU 99LANT C NIRTD-
GAGP::>

NHE AHYU DMF RINLD NAHY PA?C Mid)
DL AL AT G&Yr MY A&CH AGDADAN
U7 NATE $9PCIPC ML NTDIERL, TN
<9 N A &F @-EBL NV (DA N&-¢ MDY LS M-
AATOF NH htAH NAA A& NACDNLSR.S
PEANTI® A HNTAT AT A7L9LFA N¢T::

ATLAT TTFAAUP $92A MERMY NNTF NN
PMERPF I90NA &Y AROMUS APRGAU:
NC Y AL NC 994 $ANT LODNAT A
LYY N¢¢ MALE 9Mdr: RITNLPCR L PF
NODMYT ODENHH ALI4 &k AL P97HY TR
£INNN DAATE Az9° N3k tDNNF: NPT

4




¢t7 N& HP ALLN: CAMT 9% R < NMNTFFA
ARt &Y ALEATP: INC 17 N DC AGDADANA
PILLAN® MLT ALY RI9LPCMEN AL

ATAT PeAS PIE PILTAA&NT 9LYYT U4
NARYES 0% SBANLTY AhdY DAA NC
PTIMMATE NRART $TIPAT (DY4E AOMG
ATENTA@ 1CT OM::

YE&AT DNCP NI9%7 APNATMMP ANALLASH
NOAPE @NM AU NH €GP INEAS,
thraet AGPY N970:: (DETP 21L& 448N HE
TTEAA:

16 AOM MCAT EP6M- 9NLM- NCL TPNAT::
¢P NAY NSIPT NAA &MhS SLHTY DY LS RAR
1N N0 U NEC@- (DY4E & h& A
N3A A7EALET ACT HCTT N $0D: AA
RA& N 418 I ANA AAPLIP AL.C U

AMEE DA POAT ?HCLE (DN¢ ¢7°Cr
APCN &M<) BLAO- @NM NA 9°I9° HC
N97LANY GDDHY @-NM NP

N NCTF NI M @ NCEY NOP+E
NALCANTO-® hMet NN N3A YANE)
T &ESFPAU:

APAA NUPEO @AM 5 PPTOFCFI°
Pt fOD7PENC ATALET AT ALSPTO-
AL FAIP: PRYLEI® NTONAT N&F NAL ALY
LADNFTF @ PANDATF A AATLNF T $COS
ANA AAN LPSA: NNEFD NFF NPHNTFO-
AIMALPF NF 1@ MMC ANA AFETO NOFA
Mt €MéT STEHTIAMNT £P NTALR NPT
Qe

AGSN PEC O-NM +L1@ SATVDPTFD- T%NAMC
PLANTI® NAAME SAMDNETTIE Tl Ty
SAMANTY Mt ALY A7292FA AANAU:: INC
N7 TAGEN MEYTE SHEME Ut P NAD- AST
SAMYNE FNFTFOT AAN ATELPY 1NCT A

NUGATE® 7 PHT AL ANt TOINUE A 7
UAEIIP ¢7 PN AATEDINGP:: RILINET Nk
AMMC NULOFFO NM ATLEMSG $6F NF
10 290D LA NADYLE AL AAU AY&F
ACNC 985 @-NH 1N eCMH NOANT ATAT
DNNAT A% SAYT bt (DYA (DINE AL AL
ANFAE P HAT: AMIN SAD-Y N MA MA
AN N@ MPN-T::

NANE RANTIUI RTLTAT NFD AA ANGPE
dt AL NAAR APTINN: NAPTF DANNAT::

Miscellany Section

<REAT 1Y AT 10 MG A 2NN
06 LAYD BC NINTE- - - RIS
ADG NNEA AA: kY AN ALY NEANLE?
NTYe At A7LMLLE TPOAT ATLPN
APANTE AHRTF AL §FD: AD-6D- DL
eeC tMA NAPA: AGAU LT Rt
AZ ?9%.0DMNYY AST NIYAAEL tERLTSP
FEPAAT: P +C0 DHRMO- AA LAA
GETE ATANG RE>» 10 I NG
PAGR LAA: £APH ADYT ALY AT T
MLPIA? - - - AT 10 @&ZE K3 ANY
APPECTFPAL NALD - - ->

AL NANC 992NAM AL A.0M h-
NACH $0DD- A&7 TAA NAA AAAT:
Mtk AFeO HA TMPMIINT NT70-
AAMAN AAT:: < 02 b - - - ABN AD6 0
T& A&LNT N% ACDUT £+ M&ETY 10-2>
AN@T AENAT M@ « AV D
$LF R7LPPIPM 16N AAINC:> &t AL
AGLT TEEM:: NGT AFEN SOMY
7ANT Pt A&4EY £PCH MEP UHMN
Nty €0¢: AMIN AfO¢ 2INLO-
NO-% <« A7 NAD- LEBLDOFA? AUT &Y%
TNLGEET AFTEDNM AN - - - ATANN
MUYt - - -> AAABLCND- B

AAGR G AT 16T SANT ATE AAN
NeY 74 Nt99 O-NM RILTALES
&M< SANTY AM&M ANH  7HAN
AYLILNM::

* Kk %

<N&N! REA P92ERU ND- £T°H>>

AMAd ANM@- AN PHY 984T
&MeT NAAT PN AAE  AILLNA
a49NLNN NCPE &3P 9°CIPC (DNPF
CF@:: PAAY  RIEGDT  ATLEAEE
UYHN A7 299N &M&Y  §F0-:
A1RM° &CYr AI8M9° ANC RIE.:
RI9PLIT NI AN LGP AP AY&HF
AT PPPYINAAE RE- AT ATRLD
ATRIPYFA ASNTHHY (AMI4F:%
P COM 10 &MeT NOD@-LLIP NAL
A&PGPAL: LAY @AM ANRY
&CYTT AN €Mr¢ Az O-NM INEO-Y
AMEFATA: NHY AL nI9atTCeENT
TN AGMETA: CLNT NCYT $92LERE




GLRE F%¥: N4Y NNT AP ALOt NNC
NOALE &PPh:

NDHLM@- AL $MHETT A& EA ANFE AP ¢ 1TFO-
@LMIHT %&7: UAT 1% T PoPE:
7L AL AAY AN AETY EPAA NC::

£4N 7 7ANE 2@ N4 NNE- &R NAA
1EF TNYAPTO 0L O-NM NNk Az NFRD
N@-ERL PLU-:

ZC% PAMLDY SPPTC £9°8 NPT A6
OLHL CM: N¢¢ @YWL @AM NAAPE
NNA BAT €MeeY 95 he 29900 9450
AGUPT AIYINM APY SLPFFD AL 9037
ANGTTN: €689° FOAAANTE RTS8 &MHC
AEFY AO-ANAN:  N92NNT &I ANGNTT:
Ne¢¢@ MYLE NE N& AAS N9LE NPRNT
+AD:

IHY @AM AT¢MAD-:: AGTA 2OM+ APF
Py RYEMOLT NAD-PI° « AU %8> RARTFO-:
JHY NEeNOD@- £9P8: NMet LePPF NAA
NFRY PoU:: €R.I° NFRY: AINS AP DL CEb
@L (IHF NN ANGO- AL F1I° C+ RINED-
FAADP OANG PE META: NNFrF 905 A€ 1NC
AL K4 NOLMA ANGM (DYA £7 RART
SANY DYWSE MAT %& INC: N NONPE DOC
YR ALLMC KT BAPSL MEMENH:

* k* %

Ho &N ALAN AMEAU:: NG NA AET GRS
NAMYPENra NG D&Y 1U? AfAN STPOLD-Y
LAYT PAGATY &MC ANAd ANM® 974N
NC RRY PF £NANTA: wfr A7 $7 NG
&R 7 AANODERLLAD-::

NPT ALY 9°7 AfA RIRILMSTS FO-PATFU?
«A 1€ DFTED AL LATA: ANGAT
ARNEAT ASTIPPAAN N - & - N1 NA NI7L
ATIMEE ALSU DL 1U? NA: NPT G0DFT
0D ENIPN- EBLITRG AN A% AL ANNLLAR::
Be@r 2OM® DHM wYA BC AANMFIP:
MALEDT ANSTFD- PURST MBLOF 10 (L
TAARNY::

FeNT ARGGNES AINCE  FHE T@ALT
1NETFOE AFOATO ALNP I TI4R
14N AGODFY $TANIDEO-T 91C S £¢04,
fUA: N BAT NCTF  AhdrAe A@M:
ANETE TI0% ADALL:: 6324 C NADNA RETF MEt
NIMECFE 4P PMATF NNANGT ANt APEH:
NHEI° MDY L D) O-NM: MA:: «tdB80D> hEA:
IRAT 2€78F £9P6 tNIPH (DN¢P tOLDE:
NN97L TNEALT7 £GP0 AP TNIT:

Y N6k MOdut hT°h - 1chfb 1991




CAPITAL GOODS FINANCE COMPANIES

Business S.Co

No Name Of Company Address Phone Fax

1 Waliya Caplfcal Goods Finance Bahirdar 058-2206780
Business S.Co

2 Oromia Capital Goods Finance Addis Ababa 0115-571159 | 251-0115571152
Business S.Co

3 Addis Caplt.al Goods Finance Addis Ababa 0111-567026 251-0111573124
Business S.Co

4 Debub Capital Goods Finance Hawasa 0462208091 | 251-0462202052
Business S.Co

5 Kaza Capital Goods Finance Mekelle 0344409306 | 251-0344406099

Capital Goods Finance Bussiness Licensing and Supervision Team




