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| Editors’ Note |

Dear esteemed readers, we are happy to meet you with
the 126%™ issue of Birritu which consists of relevant and
timely topics.

In the News and Information section, there are three news
under the title “NBE Gets New Governor and Vice Governor”,
“NBE Confers with the Business Community” and “ IMF
predicts stronger growth but warns of risks”

The topic selected for research article is “External Debt
and Economic Growth in Ethiopia: Evidences for Debt
Overhang and Crowding out Effects”. The Educational and
Informative Article contains an article about the essence
and development of World Bank. Finally, on the miscellany
section there are quotes about money laundering and 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 115175107
+251 115 530040
P.0.BOX 5550
www.nbe.gov.et
Addis Ababa, Ethiopia




Dr.Yinager Dessie

Ato Bekalu Zeleke

NATIONAL BANK OF ETHIOPIA GETS
NEW GOVERNOR AND VICE GOVERNOR

Elias Salah

Dr. Yinager Dessie has been appointed as
Governor of the National Bank of Ethiopia (NBE),
as of June 23, 2018, while Ato Bekalu Zeleke was
appointed to serve as Vice Governor as of July 8,
2018.

In a letter dispatched from the office of Prime
Minister Dr. Yinager replaced the longest serving
Governor Ato Teklewold Atnafu, while Ato Bekalu
replaced Dr. Yohannes Ayalew.

Prior to his current appointment, Dr. Yinager
was Commissioner of the National Planning
Commission of Ethiopia. He was also a member
of Board of Directors of the National Bank of
Ethiopia.

Dr. Yinager served as State Minister of Ministry of
foreign Affairs from 2013 to 2015. Besides prior
to the Foreign Ministry, he worked in various
institutions (Agriculture Development office,
Capacity Building Bureau, Finance and Economic
Development Bureau) at different positions
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(Office Head, Vice Bureau Head, Bureau Head).

With regard to academic performance, the
Governor has PhD in Economics from University
of Natural Resources and life Sciences, Vienna,
Austria, MA in Developmental Economics from
International Institute of Social Sciences Erasmus
University of Rotterdam, the Netherlands, and BA
in Economics from Civil Service University, Addis
Ababa, Ethiopia.

Onthe other hand, Ato Bekalu served as president
of the Commercial Bank of Ethiopia for more
than 10 years. On top of this Ato Bekalu served
in various posts at commercial bank of Ethiopia
such as Vice President of Finance, Relationship
Manager, Credit Monitoring Officer and others.

With regard to academic performance, the Vice
Governor has MBA from open university, BA in
Accounting from Addis Ababa University and
Diploma in Marketing from former Addis Ababa
Commercial College.
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NBE CUNFERS WITH THE BUSINESS COMMUNITY

Elias Salah

The Governor of the National Bank of Ethiopia Dr.
Yinager Dessie held discussion with the business
community regarding the various problems the
business community is facing. The discussion was
organized by Ethiopian Chamber of Commerce
and Sectoral Association in collaboration with the
National Bank of Ethiopia.

The discussion was held on July 19 /2018 at the
premises of the National Bank of Ethiopia. Opening
the discussion, Governor of the National Bank of
Ethiopia said the Ethiopian economy has been
growing rapidly for the last 16 years and this
amounts to the policy we followed and the strategy
we executed.

Following 1992, Ethiopia implemented market
led economy and many activities were conducted
with regard to the finance sector and due to this,
many banks and insurance companies flourished,
the governor said. As a result, the sector played
critical role for the development of the economy,
Dr, Yinager added.

The banking sector for the economy and the
economy for the banking sector are mutually
inclusive. The development of the banking sector is
so far going well and there is good regulatory body
which is National Bank, the governor explained.

The Governor also elaborated that the banking
sector is stable and in history of the sector no
bank was bankrupted. We have to strengthen and
continue with this success story, On the other hand
the different problem of the business community
need to be solved, Dr, Yinager added.

“Hence, this forum is organized to present your
problems and openly discuss to come up with
tangible solutions. Your are not only expected
to forward problems related to National Bank
of Ethiopia and the finance sector but you need
also to disclose your internal problems with
corresponding solutions” the Governor explained.

With this general framework, the governor invited
president of the Ethiopian Chamber of Commerce
and Sectoral Association Engineer Melaku Azezaw
to present the summary of the business community
problems and challenges.

Following to the Governorsinvitation, the president
presented various problems and challenges of
the business community sector by sector in well
organized manner. On top of this, participants
have raised different questions and the Governor
informed all concerns raised in the meeting will be
addressed with the committee organized for such
type of reform tasks.

Among many questions raised by the business
community, lack of adequate loan, chronic
shortage of foreign currency, suppliers credit
for companies engaged in import substituting
products, unsystematized registration for foreign
currency which created a long queue up to a year
and above, unfair foreign currency allocation for
specific sector are included.

Dr. Yinager gave brief response for the questions
and suggestions raised by the business community.
On this half day meeting, close to 70 people came
from different business sector participated.
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IMF PREDICTS STRONGER GROWTH BUT
WARNS OF RISKS

he International Monetary Fund has forecast
that 2018 will be the strongest year for global
growth since 2011.

In its new assessment of the World Economic
Outlook, the IMF predicts growth this year and next
of 3.9%.

However, it warned that performance could be
curtailed by trade barriers.

For the UK, the IMF has made a modest upgrade for
growth this year to 1.6%. For next year, the forecast
has been slightly reduced, to 1.5%.

The IMF report warned that the current momentum
was "not assured".

It lists @ number of risks that could lead to weaker
performance than its main forecast, including what
it calls policies that "harm international trade".

The report refers to "waning support for global
integration”. It says increased trade barriers - tariffs
or other restrictions - could harm sentiment in
financial markets, disrupt global supply chains and
slow the spread of new technology.

Protectionism also affects consumers by making
tradable goods more expensive.

The increased tension in recent months over trade
largely reflects President Trump's view that the
deficitin US trade - the country imports more than it
exports - is a result of poor agreements negotiated
by his predecessors and other countries taking
advantage of the US.

But IMF chief economist Maurice Obstfeld dismisses
the idea that the steps taken by the US can reduce
the deficit.

He says the reason for the deficit is that total
spending in the US exceeds income. He says that
recent tax measures are actually likely to increase
the deficit.

The general thrust of this report is relatively upbeat
for the near-term future. The forecasts for this year
and next have been raised.
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The upgrade to global growth for this year to 3.9%
potentially makes 2018 the strongest year since
2011, when the economy was rebounding from the
financial crisis.

Mr Obstfeld describes the upgrade from 3.7% as
"substantial".

Compared with forecasts issued in October 2017,
the predictions for this year for the euro-area, Japan
and the US have all been raised by half a percentage
point or slightly more.

For the UK, the report says that unemployment
close to historic lows could add to inflationary
pressures, by triggering faster wage growth.

Inflation is already above the government and
Bank of England's target of 2%. The IMF says further
increases in interest rates are needed to bring price
rises back towards that rate.

That said, Mr Obstfeld describes longer-term
prospects as "more sobering".

In the developed economies, he says, ageing
populations and low growth in productivity (the
amount each worker produces) mean they are
unlikely to achieve the per capita growth rates
they managed before the crisis - and it is per capita
growth that drives average living standards.

Among developing countries, he says those that
depend on exporting commodities need to diversify
their economies.

There are warnings about the risks ahead, lurking
dangers that could lead to the global economy
falling short of the IMF's forecasts, in addition to the
concerns about trade.

Debt levels - private and government - are very high.
That could lead to debtors getting into difficulty
with repayments as interest rates rise from the post-
financial crisis lows.

Source: BBC
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EXTERNAL DEBT
AND ECONOMIC
GROWTH IN
ETHIOPIA:

EVIDENCES FOR DEBT OVERHANG
AND CROWDING OUT EFFECTS

Mulualem Eshetu

2
L

Chief Research Officer

Domestic Economic Analysis
and Publication Directorate

The empirical findings provided evidence for debt overhang impact of the
external debt accumulation in retarding the economic growth. However, the
results suggestedthe non-crowding out effect of external debt service obligation
in impeding output growth. The results also confirmed the positive impacts of
domestic investment in promoting economic growth, witnessing the absence of
crowding out effect of external debt servicing.
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ABSTRACT

This paper attempted to empirically investigate the impact of external debt accumulation on
economic growth in Ethiopia to determine whether there exist ‘debt overhang’ and/or ‘crowding
out’effects during the period 1981-2016.The methodology used is the Johansen test technique for
cointegration and Error Correction Modeling (ECM) mechanism for analysis of short run dynamism.
The empirical results indicated the long-run relationship among the variables considered in the
empirical investigation. The empirical findings provide evidence for negative impact of external
debt accumulation on the economic growth, signifying the existence of debt overhang problem.
However, the results indicate the insignificant effect of external debt service on output growth,
suggesting the non-crowding out effect of debt service obligation in the short and long run
economic growth. The results further showed the significant positive impacts of domestic
capital investment and human development on output growth. The positive impact of domestic
investment on economic growth signifies the absence of crowding out effect of debt servicing.
Therefore, the debt management policy should focus on periodically undertaking a comprehensive
debt sustainability analysis for debt relief in view of reducing the level of debt stock and thereby
easing the debt overhang problem. Moreover, strengthening the strategies targeting on export
diversification and enhancing remittance, while optimizing domestic resource mobilization in
more productive venture, could reduce the need for foreign loans.
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EXTERNAL DEBT AND
ECONOMIC GROWTH IN
ETHIOPIA:

EVIDENCES FOR DEBT OVERHANG AND
CROWDING OUT EFFECTS

|. INTRODUCTION

The economies of developing countries usually face
shortage of domestic saving and foreign exchange
needed for financing of their development and
other national objectives. The rate of capital
formation of these countries is practically low and
inadequate to increase productivity and the rate
of economic development and hence, improve
the standard living of the mass population. As
the financial institutions (both capital and money
markets) are not well developed, the countries
suffer from constant supply of investable funds.
Many of these countries resorted to external sources
for procuring financial resources to supplement the
saving-investment gap and address the question of
capital scarcity.

Economic theory suggests that a reasonable level
of external debt borrowing of a developing country
is likely to enhance its economic growth. However,
there has been no consensus on the role of external
debt on economic growth. It has both positive
and negative aspects. According to traditional
neoclassical models, developing countries at

initial stages of economic development have
limited capital stocks but likely have investment
opportunities with high rate of returns; therefore,
capital mobility could promote economic growth.
As long as these countries utilize the borrowed
funds for productive investment and they do not
suffer from i) macroeconomic instability; ii) policies
that distort economic incentives; and iii) sizeable
adverse shocks, the pace of output growth should
increase and allow for timely debt repayments.
Different experts are also in view of that external
debt will have favorable effect on economic growth
as it increases the level of capital inflow and boost
the pace of economic growth when it is used for
growth related expenditures.

On the other hand, when external debt is
accumulated beyond a certain limit, it could contract
economic growth by hampering investment.
Many analysts believe that the poor investment
and growth performance of several developing
countries (including those in Sub-Saharan Africa)
since the onset of the global debt crisis in 1982
can be attributed in part to the disincentive effect
of their external debt burden. This phenomenon
is often referred to as the “debt overhang” problem
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hypothesis. The debt overhang hypothesis asserts
that if there is a probability that a country’s future
debt will be more than its repayment ability, then
the anticipated cost of debt servicing can depress
domestic and foreign investments and thus harm
growth. The debt overhang concept implies
that when external debt grows sufficiently large,
investors lower their expectation of future returns
in anticipation of higher and progressively more
discretionary taxes to repay the debt obligation so
that both domestic and foreign investments would
be disheartened which in turn will slow down
investment and growth'.

The adverse implication of external debt on
investment and growth has also been explained
through the other channel known as “crowding out”
effect hypothesis. This means if a greater share of
external debt disbursements or foreign capital is
used for external debt servicing, the remaining
amount could be too small to finance domestic
investments and thereby, impeding output. In
other word, a high debt burden generally implies
that a significant portion of new external loan
disbursements or export receipts are devoted for
external debt service obligation. If options for
short term government revenue increases are
exhausted, other area of government’s spending
and productive public investments will be cut
to accommodate the debt service obligation.
Reducing public investment, if complementary to
private investment, can ultimately lead to a lower
growth rate?.

The debt overhang and crowding out effects of
external debt have become increasingly significant
research topic, given the policy relevance with
respect to external debt burden and there have
been extensive empirical works that investigated
the implication of external debt on economic
growth. In fact, these studies are broadly classified
in to cross-country or a group of developing
countries and country specific analysis. The country

" The “Debt Overhang” and “Crowding Out” effects were first
hypothesized by Krugman (1988) and Sachs (1989) and later
used in various empirical studies in attempt to investigate the
impact of external debt stock on economic growth in different
developing countries. Some of these studies are reviewed in
section Il of this paper.

2 Section three of this paper discusses the broad rationalization
about external debt overhang and crowding out hypotheses.

case studies purely applied time series approach in
examining the debt overhang and crowding out
effects of external debt in developing countries®.

This paper intends to validate the debt overhang
problem and crowding out effect hypothesis in the
case of Ethiopia. Therefore, the main objective of
this study is to empirically investigate the impact
of external debt on economic growth in Ethiopia
to determine whether there exist debt overhang
problem and/or crowding out effect. The evidence
obtained from empirical investigation will enhance
the understanding on external debt accumulation
and economic growth nexus in developing
countries like Ethiopia.

The rest of the paper is organized and proceeds
as follows. The next section presents overview on
the development of external debt and economic
growth in Ethiopia during 1991/92-2015/16.
Section three briefly reviews the related theory and
empirical evidences on impact of external debt on
economic growth. The methodology to be used
and data sources are illustrated in section four. The
next section provides the empirical results and
interpretation. Section six summarizes the overall
findings of the study. The last section draws a few
policy remarks.

|I. EXTERNAL DEBT AND ECONOMIC
GROWTH IN ETHIOPIA (1991/92-2015/16)

2.1. External Debt

Ethiopia, as being a developing country, has relied
on external debt for financing of growth enhancing
and pro-poor projects that are given priority in
the overall development policy and strategy of
the country. The available statistics reveal the
significant changes of the country’s external debt
in terms of level of stock and when measured by
the conventional debt burden indicators (external
debt stock to GDP ratio and debt service to exports of
goods and services ratio). Table 2.1 below presents
the historical development of Ethiopian external
debt stock and debt service with measurements of
debt burden.

3 Section Ill of this paper discussed the methodology used and
the findings of various empirical studies for developing countries.
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Table 2.1: External Debt Stock and Debt Service in Ethiopia

Fiscal  T09IDebt  DebtStockbyCreditors(inmilionUsp)  Total : sgrev?;
Years '.Stka (i H : ertStock I(?ﬁbtse%lclfon : ratioin%
million USD) - Multilateral = Bilateral - Commercial (in % of GDP)  "UsD) . ofexports
1984/85 eng O %03 06 1360 45
1990/91 3622.2 1,247.5 2374.7 - 315 13795 699
1991/92 3,649 1,280.4 1,884.5 - 25.4 4045 769
1992/93 6,695.1 2,9266 3,768.7 - 568 4084 530
1993/94 44545 22696 21849 . 73.2 3173 569
1994/95 44367 23390 2,097.7 - 66.0 4831 367
1995/96 4,287.6 25383 1,749.3 - 576 2713 345
1996/97 41664 2,581.6 1,584.7 - 52.7 4116 398
1997/98 4,056.7 25713 1,485.4 - 50.2 1992 192
1998/99 42026 27322 14704 - 52.1 209.0 229
1999/00 54832 2,866.2 26170 - 67.7 2736 278
2000/01 5,555.9 2,973.2 2,582.7 - 68.7 2018 222
2001/02 6,187.1. 3,618.0 2,569.0 - 794 1378 140
2002/03 67792 42724 2,506.8 - 79.2 160.0 223
2003/04 7,2003 4679.9 25204 74.0 1838 170
2004/05 6,021.2 48808 787.6 353.0 53.9 1815 115
2005/06 6,029.1 48763 797.7 . 3331, 46.6 (209.1 .76
2006/07 2,300.1 1,188.6 6639 447.8 11.8 208 25
2007/08 2,753.6 1,540.5 951.5 2750 12.3 768 52
2008/09 4,364.8 2,032.3 1,204.3 1,128.2 13.5 67.6 3.3
2009/10 5,569.8 2,729.1 13897 14510 187 947 47
2010/11 7,318.8 3,480.9 17245 21134 26.3 1960 .80
2011/12 8,846.3 4,001.1 22275 2617.7 26.5 3914 123
2012/13 11,222.7 5,028.5 3,1923 3,001.9 23.7 6486 208
2013/14 14,008.1 6,154.5 45053 3,348.3 255 6527 198
2014/15 18,194.1 62286 27432 92224 288 8782 291
2015/16 21,7404 7,742.0 7,109.0 6,889.3 307 968.2 167
Source: NBE Annual Statistical Bulletins 1990/91.

The pre 1992 period in Ethiopia witnessed for
poor economic growth against the increasing
external debt accumulation and debt servicing,
compounded  with  fragile  macroeconomic
environment. For instance, the external debt stock
of the country, which was about USD 1.6 billion
-equivalent to 20.6 percent of GDP as at end June
1985, increased continuously by 124.7 percent and
reached USD 3.62 billion (31.5 percent of GDP) by end
June 1991. As a result, the debt service obligation
(amortization and interest repayments) increased
more rapidly by 779.5 percent from USD 136 million
(24.5 percent of exports) in 1984/85 to USD 379.5
million, constituting about 70 percent of exports in

The Transitional Government of Ethiopia, since
1992, has launched a set of policy reforms and
recovery program under the Structural Adjustment
Program (SAP) aimed at establishing a stable
macroeconomic environment, resuming growth,
putting the country on a sustainable debt path and
addressing the long term structural problems of the
country’s underdevelopment economy. The reform
policies had the encouragement and financial
support from both the World Bank (WB) and
International Monetary Fund (IMF). Moreover, the
country has, since December 1993 with the support
of the International Monetary Fund (IMF), adopted
a Debt Management Strategy with the objectives of
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reducing debt service and debt stock to deal with
the debt overhang difficulties inherited during the
previous regime. The new policy direction under
the Medium-Term Debt Management Strategy (2013-
2017) focuses on mobilizing additional financing
such as concessional and
external loans targeted at accelerating growth and
poverty reduction, as well as meeting the Millennium
Development Goals (MDGs) related targets while
ensuring debt sustainability of the country.

semi-concessional

The level of external debt stock even within this
regime continued increasing and jumped by 125
percent from USD 3.2 billion on end June 1992 to
USD 7.2 billion by end June 2004. The increment in
external debt stock was attributed largely to the
government’s newly contracted loans mainly from
multilateral sources, particularly forimplementation
of the post war social and economic reform
program the Structural Adjustment Program. For
instance, the total debt from multilateral creditors
accumulated at about USD 1.3 billon by end June
1992 and increased to USD 4.7 billion (65 percent of
the total debt stock) as at end June 2004. The balance
constituted the debt accumulation owed to the
bilateral lenders*. The debt stock in proportion to
GDP also increased from 25.4 percent to 74 percent
over the period. However, this was accompanied
with, though fluctuating, declining trend of the
debt servicing obligation from USD 404.5 million,
representing about 77 percent of exports to USD
183.8 million (17 percent of exports) over the same
period due to debt relief.

Ethiopia was one of the countries benefited from
external debt reliefs granted under the Heavily
Indebted Poor Countries (HIPC) Initiative in 2004 and
the Multilateral Debt Relief Initiative (MDRI) in 2006.
The largest debt relief of USD 4,090.4 million was
obtained in 2006/07 mainly due to HIPC and MDRI
from International Development Association (IDA),
the International Monetary Fund (IMF) and African
Development Bank (AfDB). Of the debt relief, USD
3,039.8 million and USD 837 million were granted

“The lenders can be categorized in to multilateral, bilateral and
commercial banks. Under multilateral creditors, World Bank,
International Development Association and African Development
Fund are the major ones. The group of official bilateral creditors
includes the Paris Club and non-Paris Club creditors.

[12]

from IDA and AfDB/ADB respectively. The IMF also
cancelled USD 164.8 million debt stock under the
HIPC and MDRI programs (Ethiopia’s Medium Term
Debt Management Strategy, 2013-2017).

As a result, the stock of external debt of the country
declined significantly from USD 7.2 billion at end
June 2004 to the lowest level of USD 2.3 billion by
end June 2007. The debt owed to the multilateral
creditors declined drastically from about USD 4.7
billion to USD 1.2 billion while the debt stock owed to
the bilateral lenders was reduced to about USD 664
million from USD 2.5 billion over the same period.
Equivalently, the total debt stock to GDP ratio
declined sharply from 74 percent to 11.8 percent,
witnessing the reduction of debt service to export
ratio from 17 percent to 2.5 percent in the same
period (Ethiopia’s Medium Term Debt Management
Strategy, 2013-2017).

However, the total external debt stock of the
country has been growing constantly following the
benefits of debt reliefs that Ethiopia enjoyed via the
HIPC initiative and the MDRI. The debt stock soared
considerably from USD 2.75 billion at end June 2008
to as high as USD 21.7 billion by end June 2016,
basically due to the increase in investment needs
of the government for infrastructure development
and poverty reduction program. This resulted in the
rising of debt stock to GDP ratio from 12.3 percent
to 30.7 percent. The debt service also increased
rapidly from USD 76.8 million to USD 968.2 million
in the same period. The sharp increase in the level
of outstanding external debt was primarily driven
by major import intensive public enterprises’
new borrowings for implementing infrastructure
projects including roads and power generation that
require huge foreign currency (African Economic
Outlook 2016).

2.2. Economic Growth®

Starting from 1992, the Ethiopian government
has introduced a more liberalized market-based
economic policy with significant institutional
reforms in view of reviving and accelerating the

> The analysis on economic growth in Ethiopia is taken from
previous own paper (Birritu No. 124, July 2017 of the National Bank
of Ethiopia)




country’s economic growth. The government
adopted a medium term development plan known
as “Agricultural Development-Led Industrialization
(ADLI)" strategy in order to stimulate farm
output and rural incomes, thereby generating
broad-based growth and reducing poverty. The
strategy focused on increasing production and
productivity of agricultural smallholder through
complementary intervention such as promotion
of improved agricultural technologies, provision of
credit services, development of infrastructure and
improvement in primary education and health care
services. Moreover, increasing the role of private
sector in the economy has been one of the major
objectives of the transition towards market based
economy since the early 1990s.

The economic performance of the country was
improving during the 1990s, relative to the
situation in the 1980s (Table 2.2). The real GDP
grew on average by 5 percent per annum during
1991/92-2000/01 compared to the 2 percent
average growth in the 7980s. Agricultural output
increased slightly from yearly average of 1.4 percent
in the 1980s to 2.6 percent in the 1991/92-2000/01.
Growth in industrial value added averaged at
about 6 percent during 1991/92-2000/01 relative to
the 2.4 percent average growth in the 7980s while
service sector accelerated by 7.1 percent vis-a-vis
3.6 percent. However, the overall growth during the
1990s was extremely volatile, experienced both
contraction and recession mainly due to variability
in weather phenomenon and the war with Eritrean
government, which started as a border skirmish
and intensified into a full-fledge conflict, which
likely resulted in some slowing in non-agricultural
activities (IMF Staff Country Report No. 98/99).

The economy started showing sign of recovery since
the end of severe drought in 1996/97 that led to 1.5
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percent real GDP decline in 1997/98. The economy
rebounded and recorded about 6 percent growth
in 1998/99. Agriculture began a slow recovery
from the drought effect and registered 3.8 percent
growth in 198/99. Industrial output increased
significantly by 7 percent relative to the preceding
year, while service sector expanded by 6.4 percent
in the same year. However, the pace of the real
GDP growth declined marginally to 5.4 percent in
1999/00, reflecting the significant poor growth of
industrial value added and the slower agricultural

output growth relative to the previous year.

The economy continued making a steady growth
since emerging from the border conflict with Eritrea
in 2000. The real GDP registered a robust growth
of 8.3 percent in 2000/01 relative to the preceding
year. The growth performance was attributed
mainly to the sharp increase in agricultural harvest;
higher inflows of external aid that helped the
country withstand the shortfalls in export earnings
and improve macroeconomic environment-
narrow fiscal deficit and slow growth of monetary
aggregates. The economic growth in 2000/01
was reflected in the main sectors of the economy.
Agricultural output increased strongly by 9.6 percent
vis-a-vis its growth in 1999/00 largely supported
by favorable weather condition. Similarly, growth
in industrial value added improved to 5.2 percent,
largely supported by the growth in agricultural
output through increasing supply of raw materials
mainly for food processing industries. It also reflects
the success of the government’s privatization
program that brought some hitherto dormant
manufacturing and agro-processing industrial

establishments into production (African Economic

{13]



[ Research Article ]

Outlook 2003).

Table 2.2 Real GDP Growth and Sectors’ Growth & Contribution to GDP (in percent)

Fiscal Real GDP Agriculture

Industry Service

Sharein

Year Growth Growth GDP

Sharein

Growth GDP Growth Share in GDP

- 1980s
. Average

1.9 1.4 59.8

24 100 36 302

w2 37 27 659

86 66 265

199203 120 6.1 62.7

271 207 287

199394 17 37 60.2

9 76 308

J994/95

54 34 59.2

79 76 315

199596 . 106.§ 14.7 60.9 :

56 76 304

199/97 47 3.6 59.9

44 86 313

1997/98 144 1T 55.5

37 72 30

1998/99 . 59 38 54.9 :

70 64 355

1999/00 : 54 22 54.0 :

4. 74 367

20001 83 96 551

52 50 38

200102 .1 19 536

82 33367

200203 22 105 494

60 55 399

2003/04 115 169 516

08 59 8

2004/05

126 135 51.9

93 124

2005/06

1.7 109 515

99 37 380

20607 115 94 505

78 153

200708 116 75 488

07 61 410

2008/09 - 98 6.4 : 47.3

2009/10 103 7.6 : 46.1 :

127 129

2000711

1.4 9.0 4.7

186 o170 455

201112 BT 49 43.1

201213 97 71 420

241 90 .5

201314 103 54 402

17.0 130

201415 102 64 388

a7 102 466

2015/16 80 23 367

206 87

Source: Ministry of Finance and Economic Development
(MoFED)

However, the Ethiopia’s economy was hampered by
a series of droughts in the subsequent two years.
As a result, the pace of real GDP growth sharply fell
to 1.5 percent in 2001/02 from its robust growth in
2000/01, owing to the drought effect that reduced
the agricultural output by about 2 percent. However,
industrial output accelerated by 8.2 percent in
contrast to the slowdown of growth in service
sector to 3.3 percent relative to the preceding year.

The government’s focus on broad-based growth
and poverty reduction through enhancing growth
and transforming the structure of the economy
was underscored in its successive blueprints -
Sustainable Development and Poverty Reduction
Program (SDPRP), Plan for Accelerated and Sustained
Development to End Poverty (PASDEP) and Growth

and Transformation Plan (GTP I) —-implemented since
2002.

The first medium-term strategy —Sustainable
Development for Poverty Reduction Program (SDPRP)
—was implemented during 2002/03-2004/05. The
program aimed at building a more market oriented
economy, leading to a rapid development, reducing
the dependency on food aid, and allowing the poor
to benefit more from economic growth. To this end,
the real GDP growth was targeted at 7 percent while
inflation was to remain within single digit range
during the program period.

However, the real GDP contracted by 2.2 percent
in 2002/03 as a result of the drought effect on
agricultural output, which deteriorated by 70.5
percent compared to its poor performance in
2001/02. Indeed, the share of agriculture in GDP
shrank to 49.4 percent in 2002/03 from 53.6 percent
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in the previous year. Even though its pace of growth
fell to 6 percent from 8.2 percent in 2001/02, the
industrial sector’s share in GDP improved slightly in
2002/03. In contrast, growth in service sector rose
to 5.5 percent from 3.3 percent and its share in GDP
improved to about 40 percent from 36.7 percent in
2001/02.

In 2003/04, the economy made a promising
recovery, growing by about 71.5 percent, largely due
to the significant growth of agricultural output (77
percent) resulting mainly from favorable weather
condition. The industrial value added accelerated
by 10.8 percent in 2003/04, despite its GDP share
remained nearly unchanged. Although the real
output of service sector grew by about 6 percent in
2003/04, its share in GDP declined to 37.8 percent.
Following the unprecedented high real GDP growth
in 2003/04, the Ethiopian economy recorded a more
sustainable rapid growth of 712.6 percent in 2004/05;
driven by the growth in agriculture (73.5 percent),
industry (9.3 percent) and services (12.4 percent).
As a result, the real GDP growth over the SDPRP
period averaged 7.3 percent, compared to 7 percent
average growth target of the program.

The government also launched the second phase
of the SDPRP —Plan for Accelerated and Sustained
Development to End Poverty (PASDEP) —during
2005/06—2009/10 in line with the poverty reduction
strategic framework of the country. The real GDP
growth target was set at 70 percent on average
during the plan period, while sustaining the growth
of agricultural outputs and productivity (PASDEP,
Vol. ).

The economy maintained the high growth
momentum, registering 11.6 percent average
growth in the first three years (2005/06—-2007/08) of
the PASDEP period, driven mainly by sustained and
rapid expansion of service activities. Following the
10 percent increase in 2005/06, growth in industrial
sector declined to 7.8 percent in 2006/07, although
itaccelerated by 70.7 percentin 2007/08. In contrast,
growth in agricultural output slowed down to 7.5
percent from 9.4 percent over the same period.
Although the global economic crises in 2008 has
had an effect on the Ethiopian economy through
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export, remittance and foreign direct investment
and food and fuel price hikes, the country
withstood the impacts of the crises and maintained
a strong growth of 9.8 percent in 2008/2009. The
economy further accelerated by 70.3 percent in
2009/10, owing to higher growth in agriculture (7.6
percent) and industry (72.7 percent). Consequently,
the economy during the PASDEP period registered
about 77 percent average growth, compared to the
10 percent average growth target. The significance
of agriculture in total GDP declined steadily from
51.5 percent in 2005/06 to 46.1 percent in 2009/10,
while service sector’s share in GDP increased from
38 percent to 43.7 percent.

The “Growth and Transformation Plan (GTPI)" was
implemented during 20710/11-2014/15. Achieving a
rapid and sustainable broad base growth through
creating conducive macroeconomic environment
was the main policy objective of the plan. While
containing the general inflation rate within the
single digit range, the real GDP growth was set at 11
percent target in the plan period (GTP I Vol. I).

The economy continued on the high-growth
trajectory and recorded 171.4 percent growth in
2010/11. Growth in industrial sector was 18.6
percent, while that of service sector was 17 percent
and agriculture 9 percent, indicating the broad base
growth of the economy. The significant expansion
of mining and, to a lesser extent, manufacturing
outputs accounted for the strong growth of
industrial sector. Favorable weather conditions in
cereal-growing areas, improvement in yields and
expansion of cultivated land were the main factors
responsible for agricultural output growth (African
Economic Outlook 2012 and 2013). However, the
real GDP growth rate slowed down to 8.7 percent
in 2011/12, in response to slower growth in both
agriculture (about 5 percent) and service (9.6
percent) sectors. The industrial sector remained the
main source of the growth in 2011/12, registering
19.6 percent growth.

In 2012/13, the economy regained the high growth
performance, increased by about 9.7 percent due
to the significant growth of industrial value added
(24.1 percent) and improved agricultural output
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(7.1 percent). The economy grew further by 70.3
percent in 2013/14, driven by the expansion of
service sector (13 percent) mainly in hotels and
tourism, financial intermediation, wholesale and
retail trade and transport and communications.
The industrial sector recorded 17 percent growth
in 2013/14, owing to construction, mining and
manufacturing boost. Growth in agricultural
output slowed down to 5.4 percent in the same year.
Keeping the growth momentum in 2013/14, the
real GDP registered 10.2 percent growth in 2014/15.
Service sector contributed 4.7 percentage points
to the overall growth followed by industry and
agriculture, contributing 3 and 2.5 percentage points
respectively.

Over the GTP | period, the real GDP growth
averaged 10.1 percent, nearly 1 percentage point
shortfall from 17 percent average growth target of
the plan period. This was attributed to 6.6 percent
average growth of agriculture and 70.8 percent
and 20.2 percent in service and industrial sectors
respectively. The importance of agriculture in the
economy continued shrinking during the GTP |
period from 44.4 percent to 38.5 percent, implying
the increasing share of the other sectors. In fact,
the industrial sector gained increasing share in
GDP from 10.4 percent to 15.1 percent while service
sector’s share in GDP remained around 45.8 percent
over the GTP | period.

The second Growth and Transformation Plan (GTP Il)
has been launched in view of sustaining the rapid
and inclusive economic growth achieved in the last
twelve years ending 2014/15. The plan, built on the
progress and achievements of GTP I, is aimed at
achieving a double-digit average economic growth
rate of 11 percent per annum during the plan period
(2015/16-2019/20) while maintaining a stable and
low annual average inflation rate within single
digit. However, the pace of growth in real GDP
slowed down to 8 percentin 2015/16 owing to lower
agricultural output (2.3 percent) and service sector
(8.7 percent) against higher growth in industry (20.6
percent) relative to the preceding year.

All in all, the Ethiopian economy has enjoyed
a strong and sustained growth during

2003/04-2015/16, growing on average by 10.6
percent per annum, basically underpinned by public
sector-led development strategy that focused on
investing heavily in infrastructure development.
The expansion in service and agricultural sectors
was playing significant role while manufacturing
sector was relatively modest in accelerating the
economic growth over the period. Moreover, the
economy has experienced noticeable structural
changes during this period. The significance of
agriculture in GDP declined continuously from
51.6 percent in 2003/04 to 36.7 percent in 2015/16.
On the other hand, service and industry sectors,
which accounted for 37.8 and 10.6 percent of GDP in
2003/04, constituted 47.3 and 16.7 percent of GDP in
2015/16 respectively, indicating the increasing role
of the sectors in the national economic growth over
the period.

[Il. EXTERNAL DEBT AND ECONOMIC GROWTH
NEXUS: THEORY AND EVIDENCES

The literature on external debt and economic
growth nexus argues that external debt can
potentially help promote higher economic growth
when it is used to finance investments. It may
enhance economic growth only to a certain point.
Once the debt piles up and reaches high levels, it
becomes a major destabilizing factor and a serious
holdup to long-term economic growth. Owing
to the alleged channel from investment towards
economic growth, the debate and empirical work
on the impact of foreign debt on economic growth
has mostly been undertaken through its impact on
domestic investment directly or indirectly. However,
the impact of external debt on economic growth
may occur through some other channels different
than the level of investment. The channels through
which a heavy external debt can affect economic
growth have been discussed mostly under the debt
overhang, liquidity constraint and uncertainty effects,
among others®.

The impact of external debt on economic growth
has largely relied on the debt overhang view. The

© The debt stock variable has generally been used to identify the
debt overhang effect, whereas a variable representing debt service
payments has been included to control for a possible liquidity
constraint / crowding out effect.
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‘debt overhang’ problem is defined as the presence
of an existing, ‘inherited’ debt sufficiently large
that creditors do not expect with confidence to be
fully repaid. In other words, a country has a debt
overhang problem when the expected present
value of potential future resource transfers is less
than its debt. According to the debt overhang
hypothesis, once a country’s total debt stock is
believed to exceed its repayment ability with some
probability in the future, expected debt service will
probably be an increasing function of its output
level. Consequently, the expected rate of returns
from productive investments in such an economy
will be anticipated low since a significant portion of
any subsequent economic progress will be ‘taxed
away’ by foreign creditors. Hence, investment by
domestic and foreign investors will be discouraged,
adversely affecting economic growth.

The debt overhang argument is extended by a
‘debt Laffer curve' According to this representation,
external borrowing plays a critical role in enhancing
economic growth up to a certain level. If the debt
stock continues to increase, the impact becomes
negative, giving rise to an inverse U-shaped curve’.
Debt overhang starts after the maximum point,
implying a disincentive to invest because potential
investors perceive that most of the gains will be
taxed away to pay the lender. Hence, any levels to
the right of the threshold translate into sluggish
economic growth. According to this narrow
interpretation of the debt overhang linked to the
tax disincentives argument, the alleged implicit
tax will have a distortionary effect on investment
choices, and hence, reduce economic growth.

The debt overhang argument implies a relationship
between areduction in currentdebt stock, i.e. future
debt service payments, and an increase in current
investment. But it is also possible that a reduction
in current debt service payments may result in
an increase in current investment for any level of

7 The debt Laffer curve was first introduced by Sachs (1989). In
the original specification, the curve illustrates the expected debt
repayment as a function of the face value of the debt. On the
upward-sloping, right’ side of the curve, an increase in the face
value of debt service leads to an increase in repayment, whereas on
the‘wrong'side, an increase in the face value of debt service reduces
debt repayment. In the later versions the debt Laffer curve is used,
for example, to represent the contribution of debt to economic
growth.
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future indebtedness. If there is no debt overhang,
the increase in investment level could be achieved
by a new loan or a reduction in debt service, debt
reduction is not necessary for the increase in
current investment. Therefore, two effects of debt
should be distinguished, i.e. the implications of
debt service for economic growth should also be
considered for any given level of external debt.

The external debt service payments can potentially
influence economic growth by creating a ‘liquidity
constraint, which s also captured as a‘crowding out’
effect, since limited resources should be distributed
among alternative uses, such as consumption and
investment, and transfers to pay outstanding debt.
According to this view, high debt service payments
can directly crowd out investment by preventing
a country from devoting resources to productive
investment areas. Other things being equal, high
public debt service can raise the government’s
interest bill and the budget deficit, reducing
public savings. This, in turn, may crowd out private
investment by leading to tax increases and/or by
raising interest rates, and hence reducing available
funds for private investments. Moreover, a reduction
in public investments can also have an indirect
effect by leading to a decrease in complementary
private investments.

The impact of high debt service payment can
also occur as it squeezes the amount of resources
available for infrastructure and human capital
formation, with further negative effect on growth
and development. High debt service can impede
imports of intermediate and technological goods,
which are critical for production, hence hampering
economic growth.

A countryfacinglarge debt service paymentsis likely
to have a relatively low productive investment mix.
Foreign exchange liquidity constraints can reduce
the availability of investment funds and necessitate
increased reliance on relatively short-term projects
in order to service the debt rather than long-term
investments. Furthermore, high debt
may result in substitution away from productive
investments  requiring  expensive  imported
materials critical to economic growth. Hence,

service
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as a result of the adverse effects on investment
mix, debt service payments could reduce output
growth directly by diminishing productivity even
if debt service payments do not reduce saving and
investment levels substantially. The author refers to
this effect as the ‘direct effect of debt hypothesis’
and suggests that both debt stock and debt service
may be burdensome and deleterious to economic
growth due to investment choices, even the level of
investment is not affected.

The other channel through which external
debt may lead to sluggish growth concerns the
uncertainty about future resource inflows and
debt service payments, with their implications for
macroeconomic stability. Although this argument is
similar to the debt overhang hypothesis, the focus
here is not on the disincentives stemming from
the possibility that the gains will be taxed away by
the creditors, but on the general uncertainty that
dominates the economy and distorts investment
choices by leading to misallocations and
withdrawals.

The level of country risk increases with the level
of external indebtedness, leading to limited and
expensive borrowing opportunity with a concern
for sustainability. The volatility of future inflows
rises with the risk of default, rescheduling and
arrears, whereas the access to capital markets
depends on the perceived sustainability. In these
circumstances, the government policies and
reforms also depend on conditional lending and
rescheduling. Furthermore, high external debt
can reduce a government’s incentive to carry
out important structural and fiscal reforms if it
anticipates that foreign creditors will reap most
of the benefits. Increasing uncertainty about the
government’s actions and policies to meet its debt
service obligations can also lead to capital flight if
the private sector fears a forthcoming devaluation
and/or increases in taxes to service the outstanding
debt.

The earlier empirical works on the debt-growth
relationship focused on the positive aspects of
and the need for external borrowing like in the
growth-cum-debt view, critical studies considering

the negative implications of external debt for
developing economies have been emerged since
recently. This is based on the arguments that most
of the external resources are not used for economic
growth and development of those countries,
hence creating additional burden. Moreover, even
if they are, the positive impacts can be ruined due
to various factors, such as issues stemming from
debt servicing processes and uncertainty led by
high levels of external debt. Considerable amount
of newly borrowed resources are also used in debt
servicing. In what follows is a brief touch of the
empirical findings of some of these studies due to
the relevance of the evidences to the current paper.

Gideon K. M (2012) studied the effect of external
public debt on economic growth in Kenya to
determine whether stock of external debt and debt
servicing have any significant impacts on economic
growth in Kenya. In doing this, the study employed
a linear model using time series data for the period
1980-2011 with GDP growth rate as a function of
external debt. Foreign direct investment, labor
force, capital formation, domestic saving, inflation
and external debt service are taken as control
variables. The result indicates that external debt
stock and debt service exerted negative effects on
economic growth; suggesting the debt overhang
problem and crowding out effect respectively.
Inflation, labor force and domestic saving are
found negatively affecting growth, whereas capital
formation and foreign direct investment have
positive effects on economic growth.

Using time series data for the period 7970-1995,
Maureen Were (2001) also examined the structure
of Kenya’s external debt and its implications on
economic growth. The empirical results indicated
that external debt accumulation has a negative
impact on economic growth; confirming the
existence of a debt overhang problem. However,
debt servicing did not appear in affecting growth
adversely. Edward Njenga (2014) examined the
relationship between external public indebtedness
and economic growth in Kenya using time series
data from 7970-20170. The econometric technique
of Ordinary Least Square (OLS) is employed in
the data analysis where capital, labour, interest

[18]



payments on external debt, external public debt,
debt service payments and inflation are considered
as explanatory variables of economic growth.
The results indicate that external debt contributed
negatively to economic growth while capital
formation and labour force have significant positive
impacts on the economic growth.

Frimpong and Oteng-Abayie (2006) estimated
empirically the impacts of external debt on
economic growth in Ghana to determine the
existence of debt overhang and/or crowding out
effects for the period 71970-1999. A Vector Error
Correction Model (VECM) was used in estimating
the short run impacts. The results indicate that GDP
growth is influenced positively by external debt
stock and negatively by debt servicing, revealing
the presence of crowd out effect. The debt overhang
effect is also confirmed through the negative
impact of domestic investment on growth.

By employing Cointegration and Error Correction
Modeling (ECM) techniques, Izedonmi and llaboya
(2013) investigated the external debt-growth
dynamics in Nigeria using time series data covering
the period 7980-2010. The study found significant
negative effects of external debt stock and debt
service on economic growth; implying the debt
overhang and crowding out effects.

Shehu (2013) also examined the contribution of
external debt to the economic growth of Nigeria in
the period 1970-2010 using Ordinary Least Square
(OLS). The real gross domestic product is used as
a proxy for economic growth while external debt
stock, debt service, exports, inflation and exchange
rate as explanatory variables. The results indicated
a positive and significant impact of external
debt stock on economic growth. Using the same
methodology, Garba (2014) examined whether or
not a relationship exists between external debt
and economic growth in Nigeria during 1981-2012.
However, the result of the OLS model showed that
external debt has a fairly significant positive effect
on the economic growth.

Faraji and Makame (2013) studied the impact of
external debt on economic growth in Tanzania
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in the period of 7990-2010. The study revealed
the significant positive and negative effect of the
external debt stock and debt service respectively
on GDP growth; suggesting the crowding out effect
of debt servicing.

Kormay (2011) examined the effect of external
debt on economic growth in Liberia in the period
1970-2006 by means of time series analysis. The
study applied the Johansen Likelihood ratio test
for co-integrating relationships among variables
and the short run dynamic test. The findings of
the study indicated that Liberia has suffered from
severe debt overhang problem. Moreover, the
result with respect to debt service suggests that
Liberia experienced crowding out effect from
severe external debt servicing.

Amos Tendai (2015) empirically studied the
relationship between external debt and economic
growth in Zimbabwe during1980-2013; employing
Ordinary Least Square (OLS) regression method.
Labourforce, capitalinvestmentandtrade openness
are used as control variables. The results showed
that external debt and trade openness negatively
affected the economic growth while capital
investment and labour force related positively on
the Zimbabwean economy.

Rifagat and Usman (2012) analyzed the long run
and short run impact of external debt on economic
growth in Pakistan for the period 1970-2010
using annual time series data. The study used the
extended production function that measured Gross
National Product (GNP) as a function of external
debt, gross investment, labour force and education
expenditure (proxy for human capital). The results
indicated that external debt exerts a significant
negative impact on economic growth; confirming
the existences of debt overhang problem in both
long and short run. However, physical and human
capital contributed positively and significantly
to growth in both long and short run. Rashid and
Muhammad (2014) investigated the role of external
debt on economic growth in Pakistan during
1972-2010.The study applied Ordinary Least Square
(OLS) regression method which incorporated gross
domestic product (GDP) as a dependent variable
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and external debt, gross domestic saving and gross
capital formation as explanatory variables. The
statistical findings revealed that external debt stock
and gross capital formation had significant positive
effects on GDP growth.

Mohammad, Chandra, Prabhakar and Qayyum
(2013) analyzed the role of external debt on
economic growth of Indonesia during7980-2012
using Ordinary Least Square (OLS) method. The
finding suggests a negative significant impact of
external debt stock on economic growth. The study
concluded that external debt is not a blessing but a
burden for Indonesia.

Mahmud and Shahida (2012) conducted study
to find out the effect of external public debt on
economic growth for Bangladesh in the period
1974-2010 using Engle Granger and Error Correction
Model approach. The study probed the external

IV. METHODOLOGY AND DATA SOURCES

debt overhang and crowding out effect of the
external debt of the country. The results showed the
long run significant positive effect of external debt
stock and negative effect of external debt service
on GDP growth. In the short run, only external debt
service has negative effect on economic growth.
Thus, the investigation did not find any evidence of
debt overhang provided that there is no significant
adverse effect of debt stock on GDP growth. But
crowding out effect was originated from the fact
that there is evidence of adverse effect of debt
service payment on economic growth for the
period.

Notwithstanding the differences in methodology,
majority of these studies found the negative impact
of external debt accumulation on economic growth
and concluded the existence of debt overhang
problem.

This paper follows the methodology used in the earlier empirical studies for several developing countries
on external debt and economic growth where the standard output growth model, y = f (k, 1), is extended
to incorporate external debt variables (external debt stock and debt service). This is based on the literature
view that posits a reasonable level of external debt could potentially help developing countries in
promoting economic growth whereas a high accumulation of external debt has an adverse implication on
investment and economic growth. Therefore, the debt-inclusive growth model is specified as follow®.

Inrgdp, = B, + Bylnk,+ B,lnlabf, + B;lnhk, + Bylnexdetgdp, + Pslnexdsxgs, + PBglncpi; + B;lnopn, + & .. ... 4.1

Where Inrgdp = log of real gross domestic product (a proxy for economic growth)
Ink = log of gross domestic capital investment as a proportion of GDP
Inlabf = log of labour force
Inhk = log of human capital development (proxy through secondary school enrolment)
Inexdetgdp = log of external debt stock to GDP ratio
Inexdsxgs = log of debt service to export of goods and services ratio (to examine the crowding out

effect of external debt servicing due to shift of resources from domestic investment)

Incpi = log of consumer price index (as an indicator of macroeconomic stability)
Inopn = log of export plus import of goods to GDP ratio (a proxy to openness of the economy)
B’s and a’s = parameters to be estimated
€ and L, = residual error terms

8The external debt stock variable entered in Model (4.2) as a quadratic form while the other variables are considered linear in both Model
(4.1) and (4.2).
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The standard output growth function also consists
only of physical capital and labour and does
not include human capital. This shortcoming is
eliminated through explicitly including human
capital in to the specified growth models (4.1) and
(4.2). Investment constitutes a key determinant,
among others, of economic growth and hence, the
ratio of gross capital formation to GDP is taken to
be positively related to real GDP. A country with an
abundance of human capital is more likely having
a greater ability to attract investors, absorb ideas
from the rest of world and engage in innovation
activities. Secondary school enrolment is used as a
proxy variable for human capital.

Other control variables, mainly of inflation and
external openness of the country’s economy are
included in the growth models (4.1) and (4.2) in
order to minimize model specification bias. The
level of domestic prices plays a significant role in an
economy through providing signals to economic
agents. A low, stable or containable and most
importantly, predictable level of inflation stimulates
investment and boost economic activities. In
contrast, a high and rising trend of prices can
distort this signaling role and create uncertainty,
which reduces the incentives for investment and
hence, hinder economic growth. The degree of
external openness, captured through the sum of
export and import of goods to GDP ratio, is generally
expected positively related to economic growth
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as an economy having more international trade
links may benefit from transfers of new ideas and
technologies from the rest of the world and hence,
increase productivity and economic performance.

The empirical investigation employed annual time
series data covering the period from 7987 to 2016.
The main sources of the data are Ministry of Finance
and Cooperation (MoFEC), National Bank of Ethiopia
(NBE) and the World Bank (WB) database.

V. EMPIRICAL RESULTS AND ANALYSIS

Unit Root Test

Using non stationary time series data in empirical
analysis may lead to a high likelihood of spurious
regression results for which no inference can
be made since the standard statistical tests are
invalid. As a result, the conventional econometric
regression model necessitates that all the time
series variables to be included in a regression model
should be stationary and the disturbance term is
assumed to have zero mean and constant variance.
Therefore, the standard unit root test of Augmented
Dickey Fuller (ADF) is used to determine the order of
the integration of the variables considered in this
empirical analysis. The null hypothesis of stationary
test is that the time series of a variable has unit root
against the alternative of no unit root. The results of
ADF unit root test are presented below in Table 5.1.

Table 5.1: Unit Root Test Results

' At level At first difference Order of
Variables | .

ADF Stat Prob. ADF Stat Prob. ntegration
Inrgdp -0.6181 0.9713 -5.5363 0.0004 [OF
Ink -1.7320 0.4067 -8.7620 0.0000 I
Inlabf 2.2330 0.9999 14571 05420 ~ Netstationaryat
first difference :
Inhk 0.9357 | -2.8210 0.0662 [OF
 Inexdetgdp 06247 44746 0.0020 [OF
Inexdsxgs 0.4919 | 6.8374 0.0000 [OF
 Incpi 0.9977 5.1125 0.0002 )
Inopn 0.7887 -7.3908 0.0000 [OF

Source: Own Computation using E-view
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The results reported in Table 5.1 indicated that all
the series except labour force (Inlabf) exhibit non
stationary behavior in level data. In other words,
the null hypothesis that the time series has unit root
cannot be rejected. However, there is no evidence of
unit root when the series are in first difference. This
means the hypothesis of no stationary is rejected,
implying all the series of the variables except labour
force (Inlabf) are stationary in their first difference
data.

Conitegration Analysis

The cointegration of two or more variables implies
that they exhibit a long run relationship and share

Table 5.2: Cointegration Test Results

a common trend. This also rules out the possibility
of the estimated relationships being spurious.
Therefore, this study examined whether or not a
long run relationship exists among the variables
using the Johansen cointegration technique.

Table 5.2 below reported the results of Johansen
cointegration test based on Trace statistics and Max
Eigen value. The null hypothesis of no cointegration
is rejected and the alternative hypothesis that at
least four cointegrating vectors is accepted in both
tests. Therefore, there exists a long run relationship
among the non-stationary variables excluding

labour force, entering in to the growth model.

Hypothesized Eigen Trace 0.05 Max-Eigen 0.05
No. of CE(s) value Statistic Critical Value Prob Statistic Critical Value Prob

None* 09468 . 27361 12561 00000 96849 4623 .O:QQQQ,E
JAtmost1x 109077 i 17676 i 95753 . 00000 : 7863 . 40077  : 0.0000
_Atmost2* . 07220 . 9813 . 69818 . 00001 . 4224 3387 . 00040
Atmost3* ... 06289 . 5588 . ..A478%6 . 00074 . 3271 . 2738 . . .0:‘?‘,7.0.‘?,‘,2
Atmost4 03638 2316 29797 02379 1492 2113 . 02940
JAtmosts 01896 . 823 i 15494 . 04402 . 6939 . 1426 . . .0.-4963?

At most 6 0.0386 1.29 3.8414 0.2543 1.299 3.84 0.2543

Source: Own Computation Using E-view

Note: Both Trace and Max-Eigen tests indicate 4 cointegratingeqn(s) at the 0.05 level. * denotes rejection of the null hypothesis of no

cointegration at the 5 percent level.

The long-run coefficients of the explanatory
variables in Models (4.1) and (4.2) are estimated and
the results are displayed below in Table 5.3 where
the statistical test results such F-test, t-statistic,
R-squared, DW statistic and other diagnostic

tests indicate that the estimated long run Model
(4.2) is found more explanatory than Model (4.1)
cointegration regression. Therefore, the empirical
analysis relies on the results obtained from
cointegration growth Model (4.2).

Table 5.3: Long run Cointegration Results - Dependent Variable (Inrgdp)

Model (4.1) Model (4.2)
Independent Std. Independent Std.

Variables Coeff error tstat Prob. Variables Coeff error tstat Prob.
Inrgdp(-1) 0.5833 0.1204 4.8444 0.0001 Inrgdp(-1) 0.4420 0.1097 4.0293 0.0004
Ink 0.0699 0.0406 1.7204 0.0972 Ink 0.0748 0.0344 2.1757 0.0389
Inhk(-1) 0.0878 0.0390 2.2506 0.0331 Inhk(-1) 0.0928 0.0329 2.8222 0.0090
Inexdetgdp(-1) -0.0457 0.0217 -2.1015 0.0454 : irwxde:gdpr: -0.0117 0.0029 -4.0765 0.0004
Inexdsxgs(-1) -0.0089 0.0232 -0.3819 0.7056 Inexdsxgs(-1) -0.0109 0.0186 -0.5838 0.5644
Incpi(-1) 0.2649 0.0662 4.0008 0.0005 Incpi(-1) 0.3626 0.0631 5.7438 0.0000
Inopn(-1) 0.0753 0.0473 1.5919 0.1235 Inopn(-1) 0.0377 0.0367 1.0278 0.3135
c 2.7575 1.1037 2.4985 0.0191 c 4.2145 1.0199 4.1321 0.0003

R-squared 0.981 Normality: JB 0.661(0.718) R-squared 0.9964 Normality: JB 0.600(0.73)
Adj R-squared 0.976 Serial Correlation 0.201(0.657) : : AdjR-squared 0.9954 Serial Correlation 0.04(0.847)
: F-statistic 732.8 Heteroscedasticity 1.901(0.110) : F-statistic 1028.2 Heteroscedasticity 1.38(0.26)
Prob(F-stat) 0.000 Ramsey’s RESET 0.388(0.538) i Prob(F-stat) 0.0000 Ramsey’s RESET 0.17(0.69)
{ DWstat 2,163 i i DWstat 20731

Source: Own Computation Using E-view
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Accordingly, the estimated coefficient of external
debt stock is negative and statistically significant
at 1 percent level. The result suggests the debt
overhang effect of the debt stock on output
growth. However, the debt service variable is found
statistically insignificant at the conventional level
of significance, implying the non-existence of
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Error Correction Model (ECM)

The presence of cointegration suggests the existence
of a corresponding error correction representation
which implies that the changes in the dependent
variable are a function of the disequilibrium level in
the cointegrating relationship, captured through
the error correction term, and the changes in the
explanatory variables for analysis of short run

dynamism. The error correction term representing the
residual series derived from long run cointegrating
regression and entered in one period lag as error-
correction mechanism in the short run dynamic
model. Its estimated coefficient measures the speed of
adjustment for short run deviation of the dependent
variable due to event of shocks towards the long
run equilibrium trend. The Error Correction Model is
specified as:

crowding out effect of the debt service obligation.
The findings also show both domestic investment
and human developments are significant in
positively influencing economic growth. The result
for inflation is also statistically highly significant,
implying the positive contribution of domestic
inflation development in stimulating output
growth.

+ XizoVsdinhk,_; + Yi—ovsdlnexdetgdp, ; +
5.1)

Alnrgdp, = yo + Xz v1dinrgdpe_; + Yi—oY24Ink,_;

Yi=oVsAlnexdsxgs,_; + Yo VeAlncpi,_; + Yoy, 4lnopn,_; + AECT,_; + ¢,

Alnrgdp:, = & + Yioq O Alnrgdpe_; + Yoo SAlnk._; + Yi—odAlnhk._; + Yi—odyAlnexdetgs? ; +

Yico OsAlnexdsxgs,_; + Y=o OeAlncpic_; + Yizo & Alnopn,_; + nECT;_; + v, (5.2)

Where A is first difference operator, ECT denotes the error correction term and A and n are coefficients,
indicating the speed of adjustment towards the equilibrium trend. The coefficients of error correction
terms are expected to be statistically significant with negative sign, depicting how quickly the dependent
variable converges to its equilibrium trend. The highly significant error correction term further confirms

the existence of a stable long-run relationship. Table 5.4 below reports the estimated Error Correction
Models (5.1) and (5.2)8.

Table 5.4: Short Run Error Correction Model Estimates - Dependent Variable (Alnrgdp)

Error Correction Model (5.1) Error Correction Model (5.2)
Independent Std. Independent Std.

Variables Coefficient | _error t-statistic Prob. Variables Coeff error t-stat Prob.

Alnrgdp,_, 0.5509  0.195]  2.8231 0.0092 AT 0.4304  0.1381 | 3.1166  0.004
Alnk
Alnk 0.0962  0.0388 2.4762 0.0204 " 0.0772 0.0328 2.3524 0.026
Alnexdetgdp,2

Alnexdetgdp,_, -0.0541  0.0294 -1.8397 0.0777 -0.0127 0.0036 -3.5214 0.001
Alnexdsxgs, 0.0243  0.0212  1.1468 0.2623 Alnexdsxgsc—1 0062 00180 | 0.3467 | 0.731
Alncpi,_4 0.1507  0.0764 1.9731 0.0596 Alncpi,_4 0.3246 0.0638 5.0800 0.000
Alnopn,_, 0.0361  0.0687 0.5253 0.6040 Alnopn,_, 0.0206 0.0579 0.3545 0.725
ect,_, -0.8560 0.2956 -2.8960 0.0077 ect,_, -0.8915 0.2513 -3.5473 0.001
c 0.0203  0.0129 1.5670 0.1297 c 0.0111 0.0116 0.9474 0.352
R-squared 0.5709 Prob(F-statistic) 0.0016 R-squared 0.6728 Prob(F-statistic) : 0.0000
Adj R-squared 0.4507 DW stat 1.8829 Adj R-squared 0.5812 DW stat 1.9724
F-statistic 4.7505 F-statistic 7.3460

Source: Own Computation Using E-view

8The preferred Error Correction Model (ECM) is obtained using general-to-specific method, which starts by setting the maximum of three lag
periods for all independent variables and then successively excluded the most insignificant variable one after the other, until obtaining the
most representative ECM that contains statistically significant parameters of the independent variables and error correction term, ECT.
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The standard statistical test results derived from the
estimated error correction models (5.1) and (5.2) show
that the short run dynamic error correction medal
estimated based on ECM (5.2) is more significant than
estimated ECM (5.1).

The coefficient of error correction term estimated at
-0.8915, which is statistically significant at 1 percent
level, suggesting that any short run deviation of the
real GDP from its long run trend is adjusted by about
89.1 percent within a year. The adjusted R-squared
is reported 0.5812, indicating that the variation in
all explanatory variables within the estimated error
correction model jointly explain over 58 percent of the
total systematic changesin the real GDP in a given year.
The F-statistic strongly rejects the null hypothesis that
the estimated coefficients are jointly equal to zero at
1 percent level of significance, implying the goodness
of fit of the model. The Durbin-Watson statistic (1.97)
suggests that the residual series are free from serial
autocorrelation problem.

The empirical results show that external debt stock
is negative and statistically significant at 1 percent
level, suggesting debt overhang effect of the debt
stock on output growth. However, the debt service
variable is found insignificant at the conventional
levels of significance. The result with respect to debt
service suggests the absence of crowding out effect
of the debt service obligation. Therefore, the results of
both long run cointegration regression and short run
error correction dynamic models support the debt
overhang problem of the external debt stock and
the non-existence of crowding out effect of the debt
service obligation.

The estimated coefficient of capital investment is
positive and statistically significant at 5 percent level,
implying the important role of domestic capital
investment in promoting the economic growth. The
findings also illustrate the significance of inflation
development in economic growth. The positive and
significant result of investment on economic growth
also signifies that inflation was not the disincentive
factor for expansion of domestic investment.

VI. Conclusion

The debt overhang hypothesis asserts that if there
is a probability that a country’s future debt will be
more than its repayment ability, then the anticipated
cost of debt servicing can depress domestic and
foreign investments which consequently slow down

the rate of economic growth as investors lower their
expectation of future returns in anticipation of an
increasingly higher discretionary taxes in order to
repay the debt accumulation. The crowding out effect
hypothesis argues if a greater share of external debt
or foreign capital of a country is used for external debt
servicing, limited amount of fund would be available
for investment financing and ultimately retards
economic growth.

This paper investigated the debt overhang problem
of external debt stock and/or crowding out effect
of debt service on economic growth in Ethiopia
during 1981-2016. The Johansen cointegration test
technique is employed in examining the long run
relationship among the variables entered in to the
empirical investigation while the Error Correction
Modeling (ECM) mechanism is used for analysis of
short run dynamism. The empirical results indicate
the long-run relationship among economic growth,
external debt stock, debt servicing gross domestic
capital investment, human capital, domestic inflation
and the degree of openness of the country. The
empirical findings further provided evidence for debt
overhang problem of the external debt accumulation.
However, the results suggested the non-crowding
out effect debt service obligation in impeding output
growth. Moreover, the results confirmed the positive
impacts of domestic capital investment and human
development in promoting economic growth. The
positive impact of investment on economic growth
could also be witness for the absence of crowding out
effect of external debt servicing. The statistical finding
with respect to inflation also suggested the positive
contribution of inflation development to output
growth.

VIl. Recommendations

The empirical findings suggested the existence of
debt overhang problem external debt stock and the
non-crowding out effect of debt service obligation.
Therefore, the debt management authorities should
periodically undertake a comprehensive debt
sustainability analysis in support of the debt relief
policy in view of reducing the level of debt stock
and easing the debt overhang problem. Moreover,
strengthening the strategies targeting on export
diversification and boosting remittances, while
optimizing domestic resource mobilization in more
productive ventures, could reduce the need for
foreign loans.
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SOME POINTS ABOUT

WORLD BANK

The World Bank is an international financial
institution that provides loans to countries
of the world for capital projects. It comprises
two institutions: the International Bank for
Reconstruction and Development (IBRD), and the
International Development Association (IDA). The
World Bank is a component of the World Bank
Group.

The World Bank's stated goal is the reduction of
poverty which its Articles of Agreement define
as commitments to the promotion of foreign
investment and international trade and to the
facilitation of capital investment.

History

The World Bank was created at the 1944 Bretton
Woods Conference along with the International
Monetary Fund (IMF). The president of the World
Bank is, traditionally, an American. The World Bank
and the IMF are both based in Washington, D.C., and
work closely with each other. The Gold Room at the
Mount Washington Hotel where the International
Monetary Fund and World Bank were established.

Although many countries were represented at
the Bretton Woods Conference, the United States
and United Kingdom were the most powerful
in attendance and dominated the negotiations.
[9]:52-54 The intention behind the founding of
the World Bank was to provide temporary loans to
low-income countries which were unable to obtain
loans commercially. The Bank may also make loans
and demand policy reforms from recipients.

1944-1974

Before 1974, the reconstruction and development
loans provided by the World Bank were relatively
small. The Bank's staffs were aware of the need to
instill confidence in the bank. Fiscal conservatism
ruled, and loan applications had to meet strict
Criteria.

[26]

The first country to receive a World Bank loan was
France. The Bank's president at the time, John
McCloy, chose France over two other applicants,
Poland and Chile. The loan was for US$250 million,
half the amount requested, and it came with strict
conditions. France had to agree to produce a
balancedbudgetandgive priority of debtrepayment
to the World Bank over other governments.
World Bank staff closely monitored the use of the
funds to ensure that the French government met
the conditions. In addition, before the loan was
approved, the United States State Department told
the French government thatits members associated
with the Communist Party would first have to be
removed. The French government complied and
removed the Communist coalition government
- the so-called tripartite. Within hours, the loan to
France was approved.

When the Marshall Plan went into effect in 1947,
many European countries began receiving aid
from other sources. Faced with this competition,
the World Bank shifted its focus to non-European
countries. Until 1968, its loans were earmarked
for the construction of infrastructure works, such
as seaports, highway systems, and power plants
that would generate enough income to enable
a borrower country to repay the loan. In 1960,
the International Development Association was
formed (as opposed to a UN fund named SUNFED),
providing soft loans to developing countries.

1974-1980

From 1974 to 1980 the bank concentrated on
meeting the basic needs of people in the developing
world. The size and number of loans to borrowers
was greatly increased as loan targets expanded
from infrastructure into social services and other
sectors.

These changes can be attributed to Robert
McNamara, who was appointed to the presidency




in 1968 by Lyndon B. Johnson. McNamara implored
bank treasurer Eugene Rotberg to seek out new
sources of capital outside of the northern banks that
had been the primary sources of funding. Rotberg
used the global bond market to increase the capital
available to the bank.[12] One consequence of
the period of poverty alleviation lending was the
rapid rise of third world debt. From 1976 to 1980
developing world debt rose at an average annual
rate of 20%.[13][14]

In 1980 the World Bank Administrative Tribunal
was established to decide on disputes between the
World Bank Group and its staff where allegation
of non-observance of contracts of employment or
terms of appointment had not been honored.

1980-1989

In 1980 McNamara was succeeded by US President
Jimmy Carter's nominee, Alden W. Clausen. Clausen
replaced many members of McNamara's staff and
crafted a different mission emphasis. His 1982
decisiontoreplacethe bank's Chief Economist, Hollis
B. Chenery, with Anne Krueger was an example of
this new focus. Krueger was known for her criticism
of development funding and for describing Third
World governments as "rent-seeking states."

During the 1980s the bank emphasized lending to
service Third-World debt, and structural adjustment
policies designed to streamline the economies of
developing nations. UNICEF reported in the late
1980s that the structural adjustment programs of
the World Bank had been responsible for "reduced
health, nutritional and educational levels for tens
of millions of children in Asia, Latin America, and
Africa".

1989-present

Beginning in 1989, in response to harsh criticism
from many groups, the bank began including
environmental groups and NGOs in its loans to
mitigate the past effects of its development policies
that had prompted the criticism. It also formed
an implementing agency, in accordance with
the Montreal Protocols, to stop ozone-depletion
damage to the Earth's atmosphere by phasing out
the use of 95% of ozone-depleting chemicals, with
atarget date of 2015. Since then, in accordance with
its so-called "Six Strategic Themes'", the bank has put
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various additional policies into effect to preserve
the environment while promoting development.
For example, in 1991 the bank announced that
to protect against deforestation, especially in the
Amazon, it would not finance any commercial
logging or infrastructure projects that harm the
environment.

In order to promote global public goods, the World
Bank tries to control communicable disease such as
malaria, delivering vaccines to several parts of the
world and joining combat forces. In 2000 the bank
announced a "war on AIDS" and in 2011 the Bank
joined the Stop Tuberculosis Partnership.

Traditionally, based on a tacit understanding
between the United States and Europe, the
president of the World Bank has always been
selected from candidates nominated by the United
States.In 2012, for the first time, two non-US citizens
were nominated.

On 23 March 2012, US. President Barack Obama
announced that the United States would nominate
Jim Yong Kim as the next president of the Bank. Jim
Yong Kim was elected on 27 April 2012.

What World Bank Do

The World Bank Group has set two goals for the
world to achieve by 2030:

« End extreme poverty by decreasing the
percentage of people living on less than $1.90
a day to no more than 3%

«  Promote shared prosperity by fostering the
income growth of the bottom 40% for every
country

The World Bank is a vital source of financial and
technical assistance to developing countries
around the world. The bank is not a bank in the
ordinary sense but a unique partnership to reduce
poverty and support development. The World Bank
Group comprises five institutions managed by their
member countries.

Established in 1944, the World Bank Group is
headquartered in Washington, D.C. With have more
than 10,000 employees in more than 120 offices
worldwide.

Source: http://www.worldbank.org/en/about/what-
we-do / https://en.wikipedia.org/wiki/World_Bank
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QUOTES 9P
s b Wi LA R s

Money laundering, according to INVESTOPEDIA, is the process of creating the appearance that large
amounts of money obtained from criminal activity, such as drug trafficking or terrorist activity, originated
from a legitimate source. The money from the illicit activity is considered dirty, and the process "launders"
the money to make it look clean. Because of the clandestine nature of money-laundering, it is difficult to
estimate the total amount of money that goes through the laundry cycle. The estimated amount of money
laundered globally in one year is 2 - 5% of global GDP, or $800 billion - $2 trillion in current US dollars. Here
follows best quotable quotes on Anti-money Laundering.

“More and more countries have adopted legislation to criminalize terrorist financing and build and strengthen
regulatory systems to counter funding flows to terrorists. The focus and guidance of the Financial Action Task
Force (FATF) has expanded to include the spectrum of methods to fund terrorism. Just as terrorist groups are
innovating and diversifying, the international community must stay ahead of the curve to combat money-
laundering and the financing of terrorism.

Ban Ki-moon

United Nations Secretary-General (2007-2016)

former‘Secretary-General’s remarks to Security Council meeting of Finance Ministers on
Countering the Financing of Terrorism’, New York, 17 December 2015

“Money laundering is giving oxygen to organized crime.”

Enrique Peiia Nieto,
President of Mexico, in June 2012

Terrorists are linked to money laundering, dirty money, drug dealing, arms trafficking. We have to ask
ourselves, where do terrorists get their weapons from? Where do they get their communication technology
from? Where do they get their financing from? These are some of the aspects where | think the entire
international community needs to come together and put a complete stop to access to these three key
aspects by the terrorists.

Narendra Modi

Indian Prime Minister

Corruption, money laundering, and tax evasion are global problems, not just challenges for developing
countries.

Sri Mulyani Indrawati
Indonesian Economist,

“Money laundering is a very sophisticated crime and we must be equally sophisticated.”
Janet Reno, while serving as Attorney General of the United States from 1993 to 2001

“Drug traffickers benefit from the paramilitary skills, the access to weapons and links to other clandestine
groups that terrorists can provide. Terrorists, for their part, gain a source of revenue and expertise in
money laundering from drug traffickers.”

John Ashcroft,
Attorney and politician, and US Attorney General from 2001 to 2005
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NeCe N&T h&FNe ANt 90 €01 NAD 29Pm-
WA+ER AFmm N2 ENAAT ARUF £F7F £&aR &
Ne Nt Pt24 TNFT ATE BN AMBTFO: PAME T
gRel) $@MALT PANATF ACT ANATOIT PPH T
A®4-8 APN+NNA FHFDT P ...

778 AR AORG T FAA AR AORGT (AT 0 (° aD /P
Nt ACSF AR NF AdRTI NN+ M-Ah AdRT AP+N44
nmgem+ AANT ATATTE N+Me-o- ANAN AL dL9D
NthiLm OCART AL TELAC ATPLT Ah+C ATRL
nY1C @At ALITD RATC ATPE «TCLAC ATEE
N Y7C mTFR SULFFOT APLM... NPLAFO-
MTFP BT AL +ANANPTE DLI® +AFLPT ML
M-LL%F ALCIPA: LUJID NNLsL ARIPNT 7 P&PO-
PADRT 14 ANAN NHAD OAT +MTLA:» PRA HT
NPLHa NE8.0F NEARTY NIHM N+LII93 SHINAL
LW 77 2T PAMRT NAT AT NHARR IC
APPLPZ NAET NTIAAA ALY NYILE NAT WEtET AT
+@LPF PNAMMY ML PPH ANTRNAFA: UTHIRT...
MM+EIRE . ARHO-YRIPE . A IPO-IR . ANA FE+Gax-...
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MIFM-... MUNL*... ECE+H AYD DAY @RAMRTY
9oy BAAN?

927 AANT NOCHAAT N9 POR.PM4FT  73HA
P+mAF ATPTT hAdeg
hemt neom-nN+?

AAPI® NN+Bm- P 74
ATET  ANAND DA
e AT ANNLIFT L M

A8t &ML AT FA
NeN+I=4N+?  APAN...
NAAIR sB& AL +$IPgr
he¢n oC aranqt Eanchy:
M8 P~ « JOF ATNT Pl
ALCNF PAM- FTNAAT> BAA
P14 N AANTS F94 U PAA A ALY NAREMC
&0 NANZEAN F9C B-AD 18 ATOMT «PA AT
ALY ORI R)qRIR PADYe ity NR YAMTT NA AL
ATNE OZOCHF: ATIR 11C aRF90F AR PAM&
A8 PN TMPLYF PARAAR HE, NARPH::

4801 Nhet £9°e7 NMID PIPmPLMm JHME «
ATRIE 4 L PEA NANE ARUPY LNUT AHIE
AMLEDOFY 91N 4B AD-Mt AGPNSTF 977 LNUT hAEN
MN&..» LA NLLEL NN ANTIN: «2UID AAD-
FoICI A@MT AT NHU 10> ALAN NEMRT AD-ARE
AALE @A PARATRARET ANA AR NAPMYE +hhe
PMYLAM NEY NC HIE METF ATLIPYLL NAMRPM-IP
A% NAP3H ML 3A AAATR:

ATPRGE BO-RAT AR ANLT ATETAAG NLAT9P
ATEY NFYR 190 NATIRT ARRCEAT: ABTR 1844
MCLEP ANNAST ATPLMA 44U

IoOG-& NN A3 TFA BNETF PARANTE M4 N PATS
2ama @M+ §F: NAANNL ANPF 7 NFUT
ARTRTE AT ANHANE FAP NF FAMAT::

NATROLE APNANANE 20 ANRTR +AL CHF: NFhALo-
@AM PATM@O- ANAA PO A b PEPC HIY ADAN ME
IROLE MALTE: PIRALE SYIFT 9ASTT AS FOFIL
AQ PATET &3C NPMTNGFTI® A187L 1H P9RFAPTFa-
NCLEPT FaNT PAERCAN::

IOYL& NG AIMT, +19%FF ACREMLLe 1H PEP(
mPE APCNAT «hl PHARR @ILT FICTMAFU-..»
P APAN N+L2999, APAMTH AINFPY NFNNTATE
PA A AMLFPY AATLITRIR: ATLHODE MMT ST
amhNAT NNAATT POM AANNAT AATCE-LL AGPZ
+1H AECIT A

AL NP+POE N PeZNOTFOT ATNST wAT O
NHP NAL 2P Nt OABTF® ANLPTF® NALCH
NEA AATLAATES PAMAT INC: 1IC 1Y NIROL& IC
AT 9ot ah N&SC N19L AT NONSTID AN
@mec 0% NANG AT A% NBA AFPRATT ATOr&9D:
gPACE AC® ANTPLRIT AT 4U4LUTE PPmMEC AYFT7
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2CM ANNTRIET NIPI9R NAL LT&$PTA: ATL T BT
Ao +P9PMT RSN ANNT RARA APHAPANTT NTHGS
L% 9L87Y FA NG +M™ANE AFAND NIEZT 9mge
AECH NN1ES NNTF £F99m AL ABAR NAT NBA «
9o YNy §CAN PAR.PPY AM- I £AA? NFA «I°T BAA?
UAge 0aq PLCTIMT Y@ PRLTIM- » NAT ATRIRLLC NA
« «LPYIR AUATR N AAG: £919R9° NATE 1H hNUA
m@mm+ £NN8A: NA FA NA +@AN+HTFAE AR
ATRMEC NA DL D4+ AbADARG N FEGRCE

« IROLER 9P AANT HS ATRY AN &R AL N
NTEC?>» PA D PR AP/NNFAT: 4t M8 PO~ +APDM:
1 «chARCTIM-9P! . AARCTIM-I® 997 Y@ Y FAAD- LA F?
AALCIORGR . Bo19P9R NHU NET 19946Y9AL 12T
P LAMAE NINF N+ R ATLPM-I ARy -Fm-T
NeIN APLITIM HAD PAAI INH ALPCMNAT ym-:
PHALR MIRTTY /N AALE N4 GATRIR NN NBA
NAIMT, N+POPTFD T NAG AT8U 9L7F mPe
NATLPCMTAT @IAT NA™A NEIRAD MAFTFE INC...
ATt 97 2% AT8AINAT NAG-$I° PMILTF MAFRT
ACT 2N »> NA MEEFT aeNN Ban/ T

«IROLE. 2RCH PHUT PUA NTRART £18PA MR
AANNNRIR 5 HAT N DCAT }\Ph?%ﬁ «oqrgne
SINATRY.» ATLTL L NA «NM NTOLD ATLUILTFTY
M5 NUA NGIPNC... TPTIRT +Ade 1M>> AAT::

PAATY 27945 NLAP AYENT ATLATIU NNYIFd-
ATE UPNTHA Y& L9° hAmMU NHBA  PaRem-7g9e
PAAMM-YI® FNF APHAAN: 8o10RE AL LAMD LT
AN H7HF: @Mk 19 PET ALLITTTMAT AL A%
FT% RTRPIT AR9R AA 39T ATLIPUT ARLA PA
NV « IR TOHLA ALY 10> PAAAD- POLAD: £ 9P
Na>-ndy aH & N+3HRNTF PFHF FH ANTISE AANTY
h&e mZen::

NF@ Nude® £OFC 10 AH U ANNN, IR $2F F07HC
AM@ANT: AT 478 N 1NU 248 MY OME Nt
@INC L +NNNTA@ MLAH APTUST AT8T OINC
AN teampre: ANHTIE PRI T AWM AT
AHZI AHES hh A9PMA% At AN+TIE PHHM-FT
AP RAT AN AT AT BZEMT AOM $5 NA
NATL. IC %27 AGLT +J6m 1= ALC 1NN AANT o198,
*5 NA AR 9T AGLT + I T ALDS AL MSALNT
beaDgR, MM AL MINGT AN ASCIT AB AAD-D>
AFA MEPTT R PAMDID AAN T NARHMATE e
479+ APAPTE dpddm LFAA AATH ALIR (R
LFAA IO FOUC AAD? hANr AL791FP JPAR AL9P
479 Nex NADRIZZ MRYRZT h@AP ANAIRF AB 7Y
HZITAT: &t AL A8N NePI9 PF ATLamargt <14
APINT ARRGO: ABY HZIUAT:

« g1 AZAHE aPAA? NAAAT N9RU TCAN ARLATR?S
NtA MPPTE AL9P« 1% 917 0% ATLMM-3H 10 ¢
PINE?> MPEPY NP APANNT::

RNZHEF 1P PAFNEAN NAT™PPTF NHIEF ANAN
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AR tAFL INCHHS: NHLY 0%F hedMrt DTrP
T PATT ATLPMIR ATLE INC POMM-T AR LA?
NFAT NADTF LAY APTPIPU TR8aRMm dMAN-T:
«hG9® NTHIE® PAATF PALT INH AL VAT
POMF@ ACTRA AANTPOPTIIO? AT ACTRA AN
hyennra E9ore 32590F 1% AQ, 917 ALT9D haled
IC hATASPTI® ATLM-I° AR AT-AT-8 ML BLaRY
ATYLE NHAEF AL 15 NAT AT NA £797 AAT::

«AlY ANFONNR: YZCAH 1O TR ¢ £INT
AADTT NIRT AR NS «AeCTRAT NMIR 10
PmeTet NMI® MmN At TF: 19 PHIRUCT 084
AT8TTTID 19145 AF» AANTT «PTRNAT PAR MM 9o7
LI MATU>> NA MPN, T

«®2 RIRCAAT FTI0 AWEI AL AT PHHhGT NAL
NM4 PHMEU NFA> «hl TRTIR AR LATD R NTR TN, P
LI NN PMATT « AQ L919R 325 §Fi
mw/F FNAAT» AT ANAIRF HCOTE «TCAN>» hANF:
ANLTR BLETY APNATPAMET « PW/Fy AATH: AL AG
ATEM ¢y ym- NALTTY O+aINNTD AANT NO-AM:
¢ ANPTIET MCED AT8FHHTF@ 11CHh+: PhHHO-
goo)) MMPATFE AP+ NH L PFPT +POFY:
1« BICTPYA 1 PHC ATIPT AT A9+ 79 NP NS
ANNLLCH AL T ATIAT INC MLHU ¢ PAYMD-E PImay,
11C AT ATT > AATE NAMRY&Z:: AL9R F0F(C ATHPT
1> @EHU AhNN PaemUts> GPAZT +enOF ATE
oy HI® AAR» AANT» AR ASRMFAU NATT+ APYA
MAP AATROINF Y@-:55 A APANTF::

P+MPIPINTT ANN NEAT +LLHT ML £PFHC NA&
AT 4 BCAT FNF AGRRZM N NATRIRZ « YT
ARLPI9RE BUT AL 1% PIPh&AML NA PORS NC £F
AOMF: PUAFTT dRINNH  P9RFHARAN+@- Rw/
«Ng AT8FU ALJ AT8FL AHJ hdAss NA AASTT:
NARYZZTR ART P AL « A& PTANLA®- AHU
IC NF 10> NA % NET ATNT $4-68, AMF

PLPTC Nk ABGA @A 7N+7T Ar hUA+R aPyd
+eamnEn A9 METID MmPe  NANLKLT
AL PMdm A@ HI® AANTF: P4 ANNETRC
NAGRRZ  PPHTMT HE&BA 9PLtC JHM 933N
N@mEz hdPw/t JC HPOF SRy LN+
APLT 0O L8 M-NT AREMD/ P NPT ATPCT RIS 07
QLY M-NF ALMMICN: APLT Peped £F°% +HTPF
Nk Mé: NEPLTE AJTN AL NAMYIRE « +PFC
mMet FMEAU? WAt FHOFLAUD NFA MPPTH

« NBNH AAE AAR APAU» 9o QRYF +PHCTY
TMBAU?» « ham8 1A +PF+CTFY NMID AMSAU>
«NAHU BU £ PTC MENPA TIAT 1P?>> <« AP MEEPAU>>
M&LETTT NARE /N P ATHM- LIPR AR/ MM

1 0F4¢ ANPT +@ANTTF ARO-MF A7 « 70 A8 L
A@ ALLAN ATDMAT AADL T APWATIR PALT YA
NARLI& « AL9™ dRI4F PAMATA:» Nt ORANT:
A OFH APAP +HIN+TT aPaH BaCy: Nt PAC Nk




ATLMMT ML NA Y%z HC NR « PIRFHLE8NT hAA
A9RT RL G APMMY IR ATsRMTIR> PARA MmPR
APCN NMIR LA LAFAL PIRTLEF PATIRE <17 PHy-
PIRIMMM-?5> PARA PR APLNTAT:

« ATFEEL UPtA ARAATID Afr £CNTA:H> NA PW/ T
« 2AAA 4% NgPYLE AH U ANNN, MRen,mF oF 10
NA YANT LILFO:: NA ORI AT «« AT T+ NHNTTTU-
ALIR ANTMAL:: 9% RRCIAL AREIR &P NEgRg
PARAL A& IR PAT> NA AAPT T

« 9y anGe P Nk 1N @AD NASIRNF AN M T
AHU MNET » Ata

«AFPY AH P PEA @AM ATMNPATE s <« FFAATU>>
NA AQ, ML AN TP NTLE AL AT W/t AP+ PDTTY
FHFIY 0L Phh AP havw/t 90 AT P€PINT
9T APERODZ AL NERPFP AH IC +2I°C AQ, PATTY
AT IR/ NOAM Hé NAE aamt ATLAANT
ARG 2 1N PEA @A 7N+7 NhPamT NHA «
9oy ANGT &PF> NFA MPPTE? 927 AANT CPNTPY
MM P NF AhF LUPTA» AAN T NM-NMI® ACPMPP
P4 UFHT NARY NAIMAY, NGIME N +ATHT: M8, PO
ANG MegY 122 NAL BH AT ML+PMMmINT MINC
MmF: AL PMTL AST AN PN D

«2PCH P ARLAJR? g a3 P N NAMU 1D~

D>

« gRYGR RRLAGD AANFT AT MINZT NN
ANPARMN F:: AN+TIE <« T2 AFHH?>»> NFTA NNT «AAL
N ATRERAT NARPMATE AOALF AALTD N AAT:
AN ATRT NATTT AAPAL ANNFTITD Mg ATRERAT
AAD T

ATEEP Ptd @D & FT NATT MMTFY g D8
@AM, NTHC +L L HIM: A%k AP NYLL &ML 9P FTY
uan/:: PALY PAPALFIR Adll) APELOR/ OPM:: Hé,
P+PMPY ALY PLEI 1H FTOM$ PAT LAPNAA:

« AP ANFTU NAR BOAFU Hb A8, sedd NF
1N+TT NIEC ATECIR?> PARA MPR APZNMATO-:
ANTIR FIA NPT NgA PADWLFTY AACRSMID 4L F
NIAMN +ATEF: PNLA T AD-MF *MCFT dyhht
/T N+HLIJIM, &M CFT NPT NHBA «PAE N
NAR EMé-A:: AR P1AM- PATRE FoIC ALFLM- ARPLIPs
NA PARAZFT N NAR LOAT NBA RNLAT ACPW/F
AMF+T AOAZFIR NAAR ATET NAPZNT N3A P PAA
NI eFTT RCE G NANG IC MLZET 11 F T ANTIR
Ne I NANY NTF APIAT ARAFAGR::

«N& TR AGT ANCLTU $2F aY L AFAAU:: Lojqrgm
aon g AALH AATIZIR »> AAT::

PANT YAN N&AT APNARC LA Nt AMIN
LM 7T@M- A9 T2%F AAN L& NANGT dBhG +3H7%:
A0N AT NENT N9T AT ANET EPTF NBA ddAhge
AT FFFAT ML Nt AMR4T: AL AT dPW/h
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At AL NG NERECT NBA +PLHYT MY

Needdr Nk NC AL NHLZL4AT F3TA FAAPT m-Nm
AT8T HNEHZT NPCN MLTRTH DR F LT AT MALTY
ARdod N0 RdG9D MG MOFF NF ATL DALY
N7ARAYT NBA PAPRG@Y o+C ANINT N14: NATRNT
Led PFH &L NZA ALEM MEMAMPMm TAP
PHIMAA 1N, @AM LHY NG PADAF A&A IALD-Y
A1THE T «@ANTE AA > NAT +ATNTT L AAD
A&AIe NaQ PR/ M- AT 4 Nk APMYE TA9 NLLTAT NBA
PaREF kT RAG ANCANT MM AOWZFIR N+HNA+L
NANC ATBNT  «NMgR PaqPgRC AR5 4 NF 1M NA
NECNP hdI@ AL +HZL T

NATNST IC PINCET PhAJ AL PF ALEI® 1H
AECOP Hb NAPWZT IC A7R15 NAREARs P+AP ACh
P17 aPAAT::

NMP+t ALbAT AT +hhd A2 NP5 +90F
haew/t 26 N& 299 ATLIPII9 N+121C7T NBA PN
NAn +$eNPetT PALYT PAR/ZP NF NAN AMFT NI
+ATNFFT dMU::

AAI CPHINT N NARPLL Nt PTRLP NACUPF M DL
amwsP Nt NMPLCAT FAMA +A&L DL ALP NF
AL @CAT NAT DL NER MU FERT ATRE(
NITe+4T MNLt NEIRC NAR AP

ANT A@NTPT NANC 3N NT+18 AAT NPTD- aehae(
o NeATZh 92NN IC NIt 4G ARJ 2CANT
PAAR +8 7ANT 0L Ml ATNA PNTHA MNLPTH
MA+FFFOTT 9P NNHT ATLMANLAIT dPw/lF
NNAR NT7AKAT T PAN 9°F hotrea N+AP NMIR
aogn 4 Ban/ i ATLIRYIR ALAT AZINE «« APW/T
ALY OF PYR 10 PORFLM-LMs AAN T «AHU Ml
ATNA PATFA BT 1o AHNEE AAT NAPNSG h8J
+124 PINFOY ACPCET 10 NANF@ PATINTYA: ALTP
ATLH NATFM- 1@~ PRI AAT:

« MOAZF ARy a97M- ?774?& ARTE?> NA MPn+
Nt&LLM EIPZ « A.. MPF ATt AT2+APHE M8 PM-
ML Nt INC PLE -+ ANE NN PANT N+ANTF ANGTY
&AJ AN+ a4 LI9e@m- eMAFM-Y (197475 NAN
ML A7 ANG N DDA WGP heI LCANT AT A
ATLINT 11T, AU YILTRE £9° NANTNL PNLAIFA
e ATPM NAPA ANAYU TA &N NA DAY HIF0-:
: P Nk APATHA SCN NERUE N&EDIFT ANS
PHTTNT AGA LN NG AR M&LI® ATRF AFE
ATTP AXT AT @INFOT AN APTYILL8.
PARAN: PWT ML AL CMTT« §CAN AH NG B9P
A NA AT 2H 892 mP M AMNT NEA OALTFT:

« ATNNG 9N DAL §0F MALMD- ATMELAAT NAD-FA:
> A ML BA +MAAT: N47F ATANE AN N
4193 16 1PT PANAT ICH +PNATET «ANNT LIP
ATIAN LATU 1075 AFAT P18, 4797 NG « AP ..»
AADT <« 94 ABUT h9PMss NA P4 AET ATRH ANAN
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£9° AMMAL ALTE AMFFFT «« IRIM ML NP LT
£ PA AL M ATEHU P+ IPMPDND-..>> NA 79
AAF: <« «hR OPCL, NATLPNL LT 10> NPT ANATY
ANTNAR MU= ANT P+ETNT A&A ANNN, PHANANG-
AD €M mIPZA: NAPE daohd aRw/t £IME NA
MM F «FCAN AMU?>» NFA MPPTH:: «« AP T7A L2+7
ATMEYAT NADTA» PARA AN ARE ML +ANANT
APF aog.ane NEGRC 9ROL& hAPE YA NP AAT:
e4Y AT hb+T PALUT N UA NIINE AL &6
PIRFINGM- ARAAT::

ATLIPY ALNT TEMMENT «IPOLE NPT aPMA»
AADT: <« AT &NU NPTE APMU? N DPERT N PR
ANTFAT::

« h® ANT NG AIMT, P+PmN T AB §F: PZANTT
ARJ AT PODZP NFFT Pd NALZLN NFI91LF
1™ ACH  P@mUt: AHUS haemy N3A - 29
ARYLANL AT AL114% ACRAMT 10> 9°Y ATRIRT LT
ARLIR A% NEPT1ATI® PAPMATY NF INC PRI
AQD « ARG AN AT g f N AT NECN PHemeT
AE T AL +oNN, AATY HL PADFTCP NFLGE
1 ANE NeMA Wt Fas Uitha7 P114F% AT MEHU
Pan MUt AATE::

TV6FT A8 AT AL TROGET APHARANTT ahw it
NF89°m PRI® §a™F NAMINT A&A AL 1CH M F
mW/tY Mo Ft:

A9 NHI°F +a-cbe NIROL& IC ATL&INT LA,
NgImM Mhtc A% TCAN... AT TCAN» NA NFMi«

ANF... AR N6 +NHPT ML A&k 70U

L™y mmt APTPAN+T« AT TCEN PATT PLID
927t Nt18F@m AT L9° IC PAAMMI® NATRP ATt
AN ATTATR AA AD- £ATAT> AATT: M8 PO MME
ATROLE Ui@T ANCBET «F8P Y FoIL hAMH!
AL @®AMT P9RFA T ANMFAL» NAT +PEHT mE
1CA LEY LA« AM 772 AFAT NAPIF ALNT
1PN AT Db, $L5 AAT

mw/dt AL PINCHENT N&A TNFAT 97 PATIR: MLt
48 LU NA &AT MPr 9°7 AANT 47t ALY N4
+HO® P30T h&EA @NT L9° APAMT LU9A N6
NZEa™ 94Nk OWFHE 9Ro4& +NFHAd M-
PaDW /Rt &F NATN ACAA: « «dPW/+ 9o (PYR? 9B
T MZ? NAT « §CAN +@%... ANAYU +OF PAL PmLCA
AATYZIRT RAN > ARTIC PANTDT AtenCh NAS
+PMT: ATLIRIIR ANNE APLT TRNCNHT FROL&
gonT L4 NLINFIR FNNAT 1NF:: «« APALF 9T PR
ATEIR AN AFFLEIR +NAR» AADF:  «AP.. AP..
ATTLIR AATT NLIRR A HIV ALZA +75EA NAD-
2Até 1747 NA ASFPT NFPAMED ANSTT AMed
POD (M. NA™ X JAND NAD MLF Aoy A NAPFE ARY A
A2UYIRL. APT REFATR! A2 L9 APAN: BZEMT
APTHRILZLCI NGsh APAR BEAPCRT LT ATRICAR
NAD-$M-9°? IROL& NHBA APTNTATT« TCAN.. $07F
goy P1Y42» APAT FNHAFAT: €47 mCA h1Ne
ODE NG5, PFCTFA 1857 NP PH «« TCLN $PF PAYAD-
PIRYC-G &9Pg APRNADG APl aBm

oY ebe:- N4k HhT RPC 81

CAPITAL GOODS FINANCE COMPANIES

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
Business S.Co

Capital Goods Finance Bussiness Licensing and Supervision Team
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NBE MFI No.
001

002

003

004

(005

006

007

008

009

010

011

012

013
014

015

016
017

018

019

020

021

022

023
024
025

026

027

028

029
030

031

032
033
034
035
036

Name of Institutions

Telephone No.

Fax No.

Ambhara Credit and Saving Institution S. Co.

058-2201652 / 0918340256

251-058 - 2201733

Dedebit Credit and Saving Institution S.C.

034-4409306 / 0914702214

251-034-4406099
251-034-2400208

Oromia Credit and Saving Institution S.Co.

0115571158/18/33/ 0911771023 (GM)

251-011-1571152

096619611 GM

Omo Micro Finance Institution S. Co. 046-2202053/ 0462207384 251-046 - 220-20-52
. . . 0118952389/90/91
Gasha Micro Financing S. Co. 0911240437
0116463569

Vision Fund Microfinance Institution S. Co.

0911211823 (GM)

251-011 - 6293346

Sidama Micro Finance Institution S.Co.

046-2200850 / 0462206151
0916836687 (GM)

251-046 - 2204704

Africa Village Financial Services S. Co.

0116532052 /0113204732
0911296401 (GM) 0913113446

Buusaa Gonofaa Micro Financing S. Co.

0114162491
0911223679 (GM) /0912017087 (FM))

251-011 - 4162501

Poverty Eradication & Community Empowerment
Micro Financing Institution S. Co.

0116678059 /0911219506 (GM)

251-011 - 4654088

Addis Credit and Saving Institution S. Co.

0111572720011111512/13 0911406174
(GM)

251-011-1573124

Meklit Micro Finance Institution S. Co.

0113484152 /0113482183
0911318625 (GM)

251-011 - 5504941

ESHET Micro Finance Institution S.Co.

0113206451/52 0911677434 GM)

251-011 - 3206452

Wasasa Micro Finance Institution S.Co.

0911-67-38-22 /0113384133

251-0113679024

Benishangul-Gumuz Micro Financing S.Co.

057-7750666 / 057-7752042
0911951484 Gm

251-057 - 7751734
251-057 - 7750060

Kendil Micro Finance Institution S. Co.

046 1105952 /3831 /5663

251-046-11015

Metemamen Micro Financing Institution S. Co.

6615398/6635801/0913460432(GM)

251-011-6186140

Dire Micro Finance Institution S. Co.

0251129702/1127072/1119246/47
0911353890 (GM)

251-025 - 1120246

Aggar Micro Finance S.Co.

6183382/3104 0911689457 (GM)

251-011-6183383

Letta Micro Finance Institution S. Co.

0911658497 (GM) / 0911169263
(Finance GM) 0911418280 (Aster)

Harbu Micro Financing Institution S. Co.

0116185510/0911512633 (GM)

251-011- 6630294

Digaf Micro Credit Provider S. Co.

0112787390/2782252/0910-27-52-34
0911936785 (GM)

Harar Micro Microfinance Institution S. Co.

025-6663745/025-6664078/0912401911

251-025 - 6661628

Lefayeda Credit and Saving S.Co.

0116296976 / 0118237179

Tesfa Micro Finance Institution S. Co.

0115526205 /0911831882

251-011-5512763

Gambella Micro Financing S. Co.

0475511250/0475512252 /0917823153

0475511271 /0475512390

Dynamic Micro Finance S. Co.
(Approved 23/03/09)

01155491585540390 / 0915766908(GM)

Somali Micro finance Institution S.Co.

0257752122257-756976/77
0915768505 (GM)

0257780462

Specialized Financial and Promotional Institution S. Co.

0116622780 0911625576

251-011 - 6614804

Lideta Micro Finance Institution S.C.

0914788554 0344450064/32

0344452829 /0344450383

0115500700/701 /0912364092

Nisir Micro Finance Institution S.Co. 0911059722 / 0911875165 305/1250
Adaday Micro finance Institution S.Co. 0342405095/69 /0914749064 0342405217
Rays Micro Finance Institution S.Co. 0913386180 496/1110
Afar Microfinance Institution 0913399644 0336660748
Kershi Micro Finance Institution S.Co. 0118721106/02

Debo Micro Finance Institution S.Co. 0911758872
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