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ABSTRACT

This paper highlights the need for a securities markel, the supply and
demand prospects for it as well as some of the challenge of ihe market N
shows thal the financial structure of the country is dominated by commercial
banks whose major funclion is mobilising shori-term labilities and fargely
making short-term loans. The banks® aclivities in financing long-fem loans
are limited. On the other hand, a fook al the demand prospecis for a
securnfics market suggests thal there is sufficient ground fo sfart such a
markel. The ongoing privalization process as well as the exisling and
newly-formed share companies will be potential supply souwrces of the
marke!, Govemment secunties may be anolther source when and if it resorls
fo indirect monefary policy instruments. Demand for slocks may come from
portfolio  adjustment of ndividuals, institutional savers, growih and
distribution in income and employment. initially, the market will be-small in
size: Nonetheless, if can help fll some of the gaps in the ing of
investment aclivities in the country. Once started, the future of the
secutities market depends on the growth of the overall economy. the extent
lo which a stable ‘economic, political and regulatory environment is
maintained, as well as the capacily to generale professional analysts and
managers.

1. INTRODUCTION

Securities markets, where shares and bonds are traded and re-traded, are becoming
part and parcel of the financial institutions in many low-income African countries. The
need for a securities market, as the next step in the angaing financial liberalisation is
ganing consensus among vanous groups in the country® A number of efforts,
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notably by the Addis Ababa Chamber of Commerce and the National Bank of
Ethiopia, are being made towards institutionalising the market What is perhaps
lacking at this stage is a clearer explanation of what exactly the market is for, and an
assessment of the potential sources of supply and demand in the market, as well as
the major challenges ahead,

This paper attempts to fill some of the gaps by (a) providing some of the justification
far a securities market in Ethiopia; (b) assessing the potential supply and demand for
securities, and (c) identifying some of the major challenges that the market is likely to
face in the future.

This paper is organised into seven parts. Part two reviews some of the relevant
literature, Part three assesses the saving and investment trends. It also looks into
the current financial strusture in the country identifying the potential role a securities
market can play In the economy. Part four deals with the assessment of the potential
sources of supply and demand in a securities market. Pari five explores the. likely
size of the market, Part six draws attention to the issues and constraints, both for the
formation of the market and the factors likely to determine its size and strength once
the market is formed. And part seven provides the summary and conclusion of the
paper,

Z. A BRIEF REVIEW OF THE LITERATURE

Securities markets play an important role in the financial sectors of many developed
and emerging economies. Many African countries are also instituting the market one
after the other (Kenny and Todd 1998). Many see the market as a vehicle to mobilise
new capital that can be channelled to industrnes and companies that need it most
(Drake 1985 Samuel and Yacout 1981, Kitchen 1887 Jefferis 1995 Popiel 1983).
Drake (1877, 1985), Kitchen (1987) and Jefferis (1945) have summarised the main
advantages of securities markets, which mainly include:

1 Provide resources that will finance long-term investments; i.e., for new plants and
squipment as well as expansion of existing plants

2. Make available nisk capital for which there is no maturity date and the company is
not obliged to repay it back {L.e.. in the case of shares).

3. Provide the opportunity for a broader public ownership of companies.

4. Enhance competition in the financial sector, and in doing 5o,

5 Improve the allocation of scarce financial resources among competing projects or
companies,

B. Foreign resource inflow may be encouraged provided the market is opened to the
rest of the world and the return is sufficiently attractive.
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7. A wall-developad stock market can also reduce over-dependence of companies on
the banking sector and reduce the risk emanating from high debt-aquity ratio.

8. Provide an opportunity for institutional savers {e.g. Pension Fund and Insurance
Companies) to buy shares and corporate bonds, which would help diversify tawards a
more balanced portfolio halding instead of exclusively holding government bonds and
treasury bills, which are of low retumn,

Although many of the writers on the stock market are optimistic about the contribution
it can make to economic development, there are, nonetheless. others with a
dissenting view or at best with a cautiously optimistic view. Pessimistic views (eq.,
Calamanti; Singh) -or cautously optimistic views (eig., Samuel and Yacout) on the
securities market in developing countries often sprng from the efficiency of the
market, and iz allocation and distribution impacts on savings, ncome and wealth
Calamanti (guoted in Drake (1285), and Jefferis {1995)), based on studies he
conducted on'socme African markets, for example, pointed out the undesirability of the
market, mainly because of the volatiity likely to be introduced by the market might
amplify, If not cause, economic fluctuations. which may undermine the financial
stability and growth. This, he argued, would advarsely affect the allocation of savings,
income and weaith,

The point raised by Calamanti is also shared by Singh (Singh 1893 He argued that
share prices do not often reflect the true "long-term expected eamings’ of companies.
since. by and large. they are determined by evenis, speculative and shori-term profit
motives of those who participate in the market (Singh 1993:14). He assens that
developing countries should develop the banking systemn rather than the stock market
which is often characterised by high volatiity and spsoulative activities, with 2
conseguence of "more harm than good to the real economy” (Singh 1983:23).

Stock price volatility is of course a serious problem for a fledgling market with a few
number of listed companies, less liquid and low level of capitalisation. However, the
IssuE is putting the cause and effect in their proper perspective, In most cases, stock
prices tend to be unstable when confidence-eroding shocks arise somewhere in the
system, It is argued that overall stock price behaviocur generally follows the industrial
sector's performance and policies (Nishat and Saghir 1981 140; Ahmed 1998.77)
Stock market traders simply react to these shocks and policles (Kenny and Todd
1998:837), This suguests that under sound macro-microeconomic and regulatory
environment, stock price volatility becomes an unimportant issue.

The debate on bank-based versus stock market 15 an unsettled 1ssue | Demirgue-Kunt
and Levine 18992 But in & number ways, the argument for a stock market does not
seem o be a matter of cheice over banks. First, banks alone may not be able o
provide all the necessary fnancial resources for all type of investors, Banks also
operate under strict prudential reguiatory limits with no room for investment risk
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sharing. In this respect, a stock market would be more preferred in as far as it allows
risk sharing among diverse shareholders (Kenny and Todd 1998:837; Craigwell and
Grandbois 1999). Secondly, in some respects, banks and stock markets may be
mutually supportive to each other. The information disclosure requirement, which
raises accounting and auditing standards, and other regulatory and institutional
infrastructures required for a securities market may increase the flow and availability
of more accurate information that could be useful for banks in their lending decisions.
Banks, through their branch network, can facilitate the transaction of securities (Kenny
and Todd 1988:837). Evidence is also emerging that shows the complementarity
between bank= and stock markets (Demirguc-Kunt and Levine 1986:314-316). Boyd
and Smith (1996) also concluded that debt and equity markets complement each
other rather than substtuting.

Based on an analysis of the higerian stock market, Samuel and Yacout (Samuel and
Yacout 1981), argued that given the small market size, a "fair game” for traders and a
*fair pricing" of shares is difficult to expect. Limited supply of shares, excess demand
for shares together with the motive of ‘buying shares in order to hold, and
discontinuities in trading would hinder market prices from fully and instantly
transmitting available information and reflect demand and supply situations. Olowe
(1928} also contends that stock markets in Africa suffer from poor information
disclosure and doubiful pricing methods with the consequence of seBurities being
‘grossly overpriced’ or 'under-priced’. He found some empirical evidence from the
Migerian stock market suggesting some 'abnormal returns’ from share trading which
corroborates the argument advanced by Samuel and Yacout's. His test was based on
the semi-strang form of market efficiency®. By and large, this may be attributed to
some kind of monopolistic access to information and might have a bearing on the
saving allocations as well as on the income and wealth distribution as pointed out by
Samuel and Yacout Poor communication infrastructures and low level of literacy in
financial analysis and interpretation obviously suggest a weak information processing
capacity, with a negative impact on the efficiency of the market (Olowe 1098}

The issue of market inefficiency may not, however, be suggestive of the undesirability
of the market It can only warn against placing undue emphasis on the market. In spite
of market imperfections, securities markets are asserting their place in the financial
sectors of many developing countries. Market efficiency is strongly linked with the
institutional, human capacity and the economic environment at large. It improves as
the economic and institutional environment changes for the better. Empirical evidence
by Demirguc-Kunt and Levine (1999) based on developing and developed countries
shows that “in higher income countries, stock markets become more active and more
efficient relative to banks” (Demirguc-Kunt and Levine 1999:38).
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3. JUSTIFICATIONS FOR A SECURITIES MARKET
IN ETHIOPIA

Obviously, the potential role of a securities market in Ethiopia should be fo fill gaps in
the financing structure of the economy, The need for a securities market in Ethiopia
may be |ustified on grounds of macroeconamic conditions, particularly on the saving-
nvestment situations, and the structure of the financial institutions involved in the
mabilisation and allocation of financial resources. It can be argued that a securities
market may be treated as an additional means through which financial rescurces can
be mobilised so as to augment the overall saving rate in the country. The inadeguacy
of the existing financial institutions, particularly in the financing of investment projects
with long-term payback period also calls, among cothers, for a securities market

3.1. Saving and Investment Trends

A bnef assessment of the saving and investment situations: of the country shows that
although the ratio of investment to GDP during the Derg (1974-81) was not much
different from the imperial era, the saving rate nonetheless went down significantly
during the latter period. The rate of capital formation towards the end of the imperial
era was about 12.6% (Table 1), of which gross domestic saving financed about 87%.
External resource inflow constituted a mere 1.6% of GDOP or abog 12.7% of the
investment expenditure made in the country The fiscal stance of the Impenal
government was also characterised by low levels of budgetary deficit, domestic and
external borrowings, Current expenditure was, more or less, in ling with current
revenue suggesting the saving rate, that stood at about 11%, was entirely due to the
private sector. Capital expenditure hardly exceeded 4% during this penod, the
financing of which was largely from external borrowing (about 3%) and domestic
norrowing (less 1%) (Eshetu and Mekonnen 1892). The saving- investment trends
observed during this period coupled with the low budgetary deficit led to a low debt-to-
GDP ratio.

In contrast to the Imperial penod, the saving rate during the Derg detencrated rather
drastically. It went down to about 4%, The rate of capital formation more or less
stagnated at about 12,3% on average but the largest proportion ot it was tinanced by
external resource inflow. Resource gap grew from 3.2% at the beginning of the Derg
era to about 9.8% at the end of the period (Table 1). Nearly 70% of the investment
expenditure actually made was financed by external borrowings and assistance. This
significantly increased the country's dependence on the external world and raised the
debt-to-GOP ratio to a significant degree.

The investment rate during the last seven years of post reform period shows recovery

as it went up to about 18% on the average compared to 14% at the end of the Derg
period. Still this is largely financed by external resources in the form of borrowing and
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transfers Domestic saving stagnated at about 7% in the post reform period but
resource gap grew to about 11% (Table 1) of GDP from 9.8% at the end of the Derg
Period. Gross National Savings, however, rose to 15% from 10.6% at the end of the
Derg era. At any rate, dependence on the rest of the world has not shown any sign of
abatement, and resource gap amounts to nearly 63% of the country's investment
expenditure.

Al the household level, & recent survey shows that countrywide rate of saving stands
at 4.6% (Table 5), This suggests that over 65% of the country’s domestic saving
comas from the household sector  Urban households save about 8.8% of their
sarnings as opnosed to the 3.6% of the rural households: Table 5 reports the saving
and nen-saving groups of the households. Of the total households, only about 20%
make a positive saving suggesting that the countrywide 4 6% saving rate cited above
was-entirely due o this group. This group of households is, of course, a relatively well
o do as they ciaim a third of the total households” earmings. About 46% of the
nouseholds claiming about 31% of the total eamings, on the other hand, spend more
than ther earmings, while nearly 34% of the households claiming about 38% of the
total earnings maks neither positive nor negative savings (Table 5). About 84% and
78% of the urban and rural households, respectively, make either negative savings or
none®  As a reflection of the low level of savings, the households' expenditure pattern
shows that consumption expenditure constitutes well over 92% (Table 8k

If saving rate is so low. what resources is the securiies market to raise? This is a
fegitimate question. Low level of domestic saving Is generally attributed to a low level
of income but need not suggest the absence of potentials to mebilise additional
resources for investment through the institutionalisation of additional markets such as
those of secunties. One can cite a number of reasens why Ethicpia needs a
securties market despite low level of income.

First savirg maobllisation deperds on a2 number of other socio-economic factors
though income is cerainly very importanl Accessibility to barking and other
alternative means of asset holdings. for examople, could be an important factor in
households' decision to save or not to save®  |n a recent cross-country analysis of
Sup-Saharan African (S58) countries by Ikhide (1998), in which Ethiopia was
neiuded, bank branch per population ratio turned out to be an impertant variable in
determining the gross domestic saving ratio® Seacond, the current external Debt-GDP
ratio, which stands above 100% does not seem to be sustainable and dependence an
axternal resource inflow is less likely to continue for long, at least at the current level
let alone at a level that matshes the needs of the country (World Development Repart
19897) Thirg, Gross Domeslic Saving rate of low income countnes on the averages
stands at 30%. Excluding China and India, this rate stands at about 10% which is
significantly higher than the 7% for Ethiopia. The average for sub-Saharan Africa, on
tha other hand, stands at 18% of GDP (World Development Report 1897). Fourth, in
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spite of the fact that income is low, studies show that there are substantial voluntary
saving potentizlities even among rural population in Africa (Ingham 1892; Mofunanya
1992). Given appropriate strategies including better rate of return and that access to
financial services are In place, these potentizl savings can be mobilised and
channelled to more productive investment activities. Fifth, even in the absence of
potentials fo mobilise, stock markets may induce economic actors to change their
asset portfolic holdings away from physical and passive asset hoelding towards shares
which are easily mobile and convertible into cash and investible assets. Finally, a
securities market is not new to Ethiopia. Though rudimentary, there was a stock
market in the country prior to the 1975 period, known as the Addis Ababa Share
Dealing Group. This was formally established in 1960, when the government put up a
department that facllities a share dealing and exchange under the state Bank of
Ethiopta (Van Pischke 1968; Feyera 1925). Von Piscke (1968) reported that the public
response during the first few years was quite encouraging. tn aboul four years, the
number of fisted companies more than doubled, total value of shares bought and sold
to the public significantly increased, which, considering the embryonic stage of the
industrial and commercial activities, were quite encouraging’.

3.2. Current Financial Structure
3.2.1. institotional Structure %

The financial structure of Ethiopia is such that it has completely been dominated by
the banking sector for the last two and half decades. Currently, there are three
government owned banks, one operating as a commercial bank-the Commercial
Bank of Ethiopia (CBE); one development bank-the Development Bank of Ethiopia
(DBE), and the Construction and Business Bank (CBB). The DBE is a specialised
bank geared towards project financing. The CEB had a tradition of exclusive
involvement in the housing and real estate development sector prior to its re-
establishrment in 1924° Currently, the CBB provides universal banking services, Six
private commercial banks established since the country started economic
lireralisation are also operating in the market. In addition, one government owned
insurance company and eight private insurance companies, and one pension fund are
operating in the financial market.

In spite of long banking history, there are anly about 270 banking branches operating
throughout the country, roughly suggesting & population to branch ratio of 230,000
This is mdeed extremely low even compared to many African countries. Evidence
from Ghana and Malawi shows a population to branch ratic of less than 30,000
{Missanke 1881), Thig, to a large extent, suggests that the effort to mobilise domestic
resources for investment have been limited, which perhaps may have contributed to
the low level of savings.
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The institutional structure of the financial sector further shows that risk sharing and
other institutions such as mutual funds, private pension funds, investment banks,
money and capital markets, venture capital companies etc that offer broader
oppertunities for saving and investment are lacking.

3.2.2. Trends in Bank Credit Allocation

Cutstanding loans and advances from the banking system (excluding from the
Mational Bank of Ethiopia (NBE)) extended to the various sectors in the eCanomy Is
about 36%" of GDP. Of the total loans, claims on the central government accounts for
nearly 18%, while the rest is accounted for by the non-central government (Table 2)
This picture is changing rapdly in favour of the private sector which is growing faster
than the central government (Commercial Bank of Ethiopia 1998; Alemayehu Geda
1995)

A sectoral breakdown of loans and advances from the banking sector for 1999 show
that credit to the domestic and foreign trade accounts for about 28% followed by the
central government which accounts for 17 8% (Table 2). Both of these claims for
about 46%, which are indeed short-term loans maturing mainly within or less than a
year. Agriculture and industry account for 7 and 11%. respectively. But a good part of
this goes to finance fertiliser import and distribution as well as meeting working capital
needs of Public Enterprises (PEs) and private companies rather than investment
activities'” Statistics on the sources of loans show that about 73% of the loan made in
1999 onginated from the commercial banks, which by and large, are shori-term loans
{Table 2), The DBE and the CBB constituted about 22% and 4 8% of the total credit,
respectively. As stated above, a good part of the loan extended by the DBE was to
finance agricultural inputs such as fertihser distnibution, which often has a maturity
period of less than a year. The CBB, though has a wide invelvement in the housing
and construction sector, shifted towards providing universal banking services
including short-term loans. Thus, the size of the long- term credit is likely to be smaller
than is suggested by the share of the DBE and CEB,

This perhaps shaws that long-term loans are not well received by the banking sector
In the long-term, fundamental econamic and financial vanables in the economy may
change their course, making long- term lcans more liable to interest rate and
exchange rate risks as well as to liquidity risks than is shor- term loans. This would, in
the face of shor-term maturing labilities as discussed below, inhibit banks from
extending loans to projects with long payback periods, |n some cases, it appears
rational for banks to prefer excess liguidity bulld up rather extending credits to finance
projects’’

The share of long-term loans of the CEE, mainly extended in syndicate with the DEE
hardly exceeds 10% of its total credit {Commercial Bank of Ethiopia 1998). In addition,
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project finance extended by commercial banks has limited grace penod
Disbursement 1s spread over the project life (i g, implementation penod) mainly to
avoid mismatch in the assets-liabilities of a bank'® It also generally covers about 40%
tn B0% of project costs Customers desiting beyond 80% equity finance from the
commercial banks are less likely to be entertained

lhere is also another dimension to this problem. The high level of non-performing
loans experienced by banks in many countnies and the conseguence caubous
attitudes adopted would make banks less reliable to venture info long-term investment
activities (Drake 1985), In the African banking sector. the share of non-performing
loans for some selected countries such as Kenya at aone time was as high as 15%"
20-40% for Zambia, 70% for Uganda and 60% for Migeria (Brownbridge 19%96a.
19586b, 1996c, 1996d),

Etniopia's situation s no better'® These situations are naot entirely the outcome of
allocating banking fund to long-term projects but the consequence of gross
misallecation of resources including to wrong lines of activiies which ultimately
undermines the operation of the banking sector and precipitates banking failure
Nonetheless, the alarming rate of doubtful loans would make banks cautious to
extend loans likely to turn out to be non-performing.
%

Another feature of the banking sector is the collateral requirement Many of the banks
require a minimum collateral of 100% te 150% of the loan depending on the purpose
of the loan and type of the collateral. This is the case with the CBE The DBE as well
requires collateral of 125% for a loan extending up to 15 years (Bekele 1538)
Collateral requirement is generally a major prablem particularly for projects and
companies with good growth prospects but without adequate tangible assets  This
wauld negatively impact both short- and long-term credit expansion. and consequently
investment activities in the country™

Even if cne ignores the ssue of project financing, the need for a securites market
becomes not entirely a matter of preference (1.2, banks versus stock markets) The
resource needs of an economy, as large as that of Ethiopa, at least in terms of
populancn size, |5 unlikely 1o be mel by banks alone, Securities markets can senve as
additional condwt through which resources can pass from the general public to the
imvesting community (Craigwell et al, 1998 Moreover, although banks can extend
loans to finance investment activities, securities markets may be better than banks in
some respects.  Securities markets permit risk shanng among shareholders
suggesting that companies would be more encouraged to invest and expand their
range of operations (Craigwell and Grandbois 1989, Kenny and Todd 15898)
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3.2.2. Trends in Deposit Liabilities of the Banking System

The resource base of the banking sector as well suggests that the room to involve in
Iong-term loan by the banking sector is limited. First, nearly 91% of the deposits is in
the form of demand and savings deposits which are payable at request or at short
notice’. The share of time depeosits, which roughly match up with the medium and
long- term loans, constitute only about 8% of the total deposits (Table 3). Thus, long-
tarm loan is likely to be constrained by the type and size of funds received by the
banking system in the form of deposids. Secondly, nearly 93% of the deposits is
mobilised through the commercial banks. The DBE, and the CBB which to some
extent is thought to invelve in medium and long-term loans, mobilise only 7.3% of the
total (Table 2). The share of the DBE is extremely low amounting only to 4.4%. It
largely depends on the resources mobilised by the other commercial banks, mainly
the CBE. and on the NBE {Bekele 1398)

Apart from this, development banks tend to suffer disproporticnately from defaults and
accumulaticn of non-performing loans with a negative conseguence on their capacity
te make further long-term loans. The evidence from Ethicpia as well as from other
countries is that banks providing development leans are often undercapitalised,
severaly liguidity-constrained and often with a negative net worth (Nissanke 1881,
Bekele 1998), Moreover, it has been indicated that owing to the weak resgurce base,
the DBE can meet only about 10% of the total project costs approved by the Ethiopian
Investment Autharity (Bekele 1998),

Inadequacy of resources for long-term projects is likely to be a formidable canstraint
placed on investment activities in the country, but at the same time, it shows the
potential role securities markets could play in the future, Of course, maturity
tfransformation {e.q., borrowing shori-term and lending long-term) is one of the basic
functions of banks. But the practice shows that granting loans that mature up to ten
years or mare can only be made under exceptional circumstances and with extreme
caution.

4. SUPPLY AND DEMAND PRUSPFEUTS
FOR A SECURITIES MARKET"

The foreqoing assessment shows that the financial structure in Ethiopia is dominated
by the commercial banks whose major focus is on mobilising short-term liabilities and
extending predominantly short-term loans. The recently established private
commercial banks have limited capacity and are less reliable to support project
financing™ The banks, expected to extend lpans for projects with long-term pay back,
have limited resources of their own to sustainably support long-term credit supply to
the economy. This clearly indicates that a securities market is a missing element in
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the financial structure of the country, What follows Is an assessment of the demand
and supply prospects for establishing a securities market in the economy

4.1. Supply of Shares

The process of privatisation currently underway, existing share companies. new
nvestors coming into the scene and govermment securities are likely to be the
potential source of supply of shares for the market. These are briefly discussed below.

Privatisation

Country experience shows that privatisation generally deepen and widen an existing
securities market as it boosts the supply of shares and increase the number of
participants in the market (Freckleton 1895). Market capitalisation and turn over ratios
tend to grow rapidly following privatisation. This was in particular notable in Jamaica,
among others, In which privatisation has been used to stimulate the stock mariket
(Freckleton 1993). The stock market in Nigeria made significant expansion in the late
149805 and early 19890s when public offer of securities was one of the most popLilar
means of privatisation (Ikhide 1887} Privatisation benefits from the opportunities the
securiies market provides as it allows the wider public to participate in the
privatisation process and help partially, if not wholly, overcome the cpital constraints
needed for divestment.

The absence of a securities market in Ethiopia may have a negative impact on the
speed of privatisation but privatisation itself is likely to create a propitious ground for
the establishment of this market by augmenting the patential supply of securitieg in
the near future. So far, Ethiopia has divested over 170 public enterprises (PEs), most
of which constitute small shops and hotels. Given the small size of the PEs privatised
to date. their conversion to share companies is likely to be limited. Large-scaie PEs.
numbering over 120, are planned for privatisation over the next three years. The farge
size of these companies together with the limited financial capacity of the domestic
entrepreneurs suggests the need for participating of the general public at large™ if
privatisation is to succeed. And, share floating 1s the most convenient modality to
ensure the participation of the general public (Economic Commission for Africa 18499)

Even in this case, successful participation of the public depends on a number of
factors including on the efforts made to create awareness, the way share prices are
set, and if the public is convinced that share prices bring higher rate of returns than
alternative forms of investment. Given a low level of income and saving, the pubiic
can be expected to make a notable participation if share prices are set sufficiently low

The Just enacted privatisation law stipulates, among others, that some of the PEs shall

be converted into share companies before being transferred into the hands of the
private seclor (Ethiopian Privatisation Agency June 1999E). Per this proclamation, a
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number of the PEs are being converted into share companies to prepare the ground
for share floating to the public. This source may at least be an important one in the
short to medium period, in the long-term, the driving force for the securities market

would be the motive to expand by the existing companies and the establishment of
naw anegs

Existing Share Companies

Once shares are acquired, they have to be traded and re-fraded in the secondary
market in res_onse to the motives and needs of individuals for liquidity, and acquire
ofher securities with a better rate of return. However, in a situation where the
securities market is a missing element, the possibilities to easily dispose of shares
and acquiring other securities appears to be difficult if not impossible. The transaction
costs invaived under such a situation is likely to be significantly higher than would
have been under the presence of a securities market, Mareover, the ease with which
shares are transferred matters a lot for individuals' decisions to hold shares.

High transaction cost is unlikely to be true in Ethiopia as a sizeable number of share
companies and shareholders exist in the country, partly owing to the deregulation of
the economy which made licensing relatively easy for new investments and
establishments. Though country-wide data is not available, there are ab8ut 133 share
companes with a total capital of 1.06 billion Birr, registered with the Addis Ababa
Administration, Trade and Industry Bureau™ (Table 8). Total shareholders of these
companies stand at 9,609, and membership ranges from as few as 3 to 1,400, Of
these, 17 companies are with shareholders above 100. Of these companies, nine of
them have an initial capital of 50 million Birr and above, while about 21 of them have
an initial capital ranging between 10 and 50 million Birr. More than 50% of the share
companies, however, have an initial capital of less than a million Birr, suggesting
majority of them are owned by close relatives which are generally regarded as less
willing ta let the control of their businesses to outsiders.

Nevertheless, with the opening up of a securities market, more companies in need of
resources larger than what their own fund allows may come to the picture. Existing
under-capitalised companies may as well be encouraged to issue additional shares to
bring their paid up capital to the required level”’. Large corporations with significant
long-term investraents may as well be important players in augmenting the supply
side of the market in the future, mainly by issuing corporate bonds™ In the meantime,
the absence of a securities market makes entry and exit of individuals holding equity
shares relatively difficult and probably of high cost. This would be sufficient to
discourage ndividuals from holding shares. The establishment of a securities market
may thus be expected to provide much more flexibility in the transferability of shares
{i e through its secondary market) and hence improve resource allocation as entry
and exit would be easier than is currently being practised.
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New Invesfors

Mewly established companies could be another source of supply of shares to the
market®®. Overall investment activities in the country is generally on the rise, though
modestly, as indicated by the investment rate which grew from 14% to 18% over the
last seven years. Up urtil December 1998, about 4817 projects worth about 40 billion
Birr, have been licensed by the Ethiopian Investment Authority and investment
bureaux of the regions™ Of these, about 1358 projects worth 9.0 billion Birr went into
operation, which constitutes 22 0% of the tolal in value terms

\While this may ba an encouraging trend, the gap between licensed and those actually
implemented nevertheless suggest that investment in the country is not as much as
one would have liked. Over 77% of the licensed projects have not been implemented
hecause of several possible reasons: While many of these projects may not show a
true commitment on the part of the licensee (Collier and Gunning 1885.238), the
financial constraints, particularly obtaining bank credit given collateral requirements
cannol be understated at this stage. The banking sector, as discussed above, is
hardly in a position to entertain all investment demands. The wide gap between actual
mvestment and licensed projects may nonetheless indicate the potential supply of
shares in the future, With the establishment of a securities market, many of the
licensees may find the stock market attractive to raise equity funds{o finance their
orojects. Even those having access to bank credit may prefer the stock market so as
to reduce their risks associated with bank debt The fact that risk is diversified among
many shareholders would generally make equity finance of lower nsk to the issuing
company, and motivate companies to involve in higher investment risk than they
would be able with bank loan (Kenny and Todd 18298} Companies financing by
issuing shares are also relieved from interest payments on a regular basis, which in
times of weak performance, may be a source of risk.

Government Securities

A distinction is generally made between shares and bonds with the latter entitiing the
holder a fixed interest income, and issued mainly by governments, both at local and
federal levels and to some extent by corporations. Shares and 2onds also differ based
on the degres of risk attached to them. Shares are generally high-nsk investment to
the nolder for the return from share holding depends on the profitability of the
company issuing it. Bonds, particularly government bonds carry low nsk. Inflatien 1s
the only source of risk for bondholders. In times of setflement of claims emanating
from liguidation. bondholders also get priority over sharehclders (The Economisi
Navember 13, 1599).

Manetheless, both bonds and shares are, in many cases, fraded in the same market.
I fack it is often reported that government securities dominate the stock markets in
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many developing countries, particularly at the early stage. Transactions of
government securities in value terms, for Nigeria. for example, have been above 90%
of the total transaction in the 1970s, though constituting only 20% in volume because
of the large denomination of the par value so as to reduce transaction costs (Samuel
and Yacout 1981). This same market was transformed into an equity market in the
1880s and 1980s, with bonds constituting an increasingly smaller size than equities
(lkhide 1987) This same trend was true with the Abidjan stock exchange (Calamanti
1980)

There are at least two reasons why governments issue bonds and treasury bills. One
major reason is to finance budgetary deficits that may principally arise because
relative to expunditure and/or overall expenditures may be in excess of total revenue.
The record shows that the stock of outstanding Ethiopian government borrowing from
the banking sector is quite a sizeable amount, accounting for almost 30% of the GDP
(Table 4} About 59% of this is direct advance from the National Bank of Ethigpia®,
while about 30% was raised by issuing bonds. Treasury bills constituted about 11% of
the total, but the yearly gross borrowing by issuing treasury bills is much higher than
this. Most of the treasury bills being issued have a maturity date of 28 and 90 days
and to a limited extent 182 days,

The second reason for a government to invoive in securities market afees from the
need to regulate the money supply in the econemy. The central bank (i.e. NBE) sells
bonds and treasury hills whenever it feels the overall meney supply is in excess of the
amount that would maintain a stable price and exchange rate, and it buys whenever
the economy is strangulated by inadequate money supply. In this respect, a
government involves not only as a supplier of securities but also as a buyer

In Ethiopia, open market operation to regulate money supply is hardly practised But
bonds and treasury bilis may increase i the future owing to the increased
liberalisation of the econemy Including the financial sector, and consequently, the
increased government resort o indirect monetary control as opposed to direct
regulation This, iogether with the motive to fill financing gaps, are factors likely to
increase the supply of securities i the economy In the future. The fact that
government bonds are relatively of low risk may make them relatively more preferred
form of asset holdings than shares.

4.2. Demand for Shares
Demand for shares may come from various sources. Portfolio adjustments of

indiwidual asset holders, institutional savers, and the growth in the middle and high-
ncome groups of the population may be regarded as potential buyers of shares.
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Porifolio Adjustment

In 2 semi-urbanised society such as Ethiopia, assets may be held in the form of cash,
bank deposits, physical assets in the form of land, real estates, livestock. precious
metals and consumer durables such as vehicles as well as in hard currency Data
regarding the form of asset holdings and the relative size of each is hard to come by
These are traditional forms of asset holdings of the society at large and the
establishment of a secunties market will create another form of asset holdings and
ncentives to diversify asset perifolio for individuals, Thus, one may expect significant
asset holding adjustments towards shares following the establishment of a securities
market in the country. This is likely to be more intensive in the urban areas where
commercial activities predominate people’s lives. In the leng run, farmers may be
drawn into the market based on the motives to reduce the impact of uncertainties
arising from drought and shortage of grazing land, as well as in anticipation of betier
returns from securities. Available evidence from some African countries, however,
=how that the impact of the stock markets on the farming sector was rather limited as
the market itself is mainly urban based (Calamanti 1980; Osei 1988) though broad
nased asset ownership is one of the objectives the market seeks to achieve “* On the
ather hand, even If portfolio adjustment may not help raise overall savings in the
urban aregs. it can help relesse resources from passive forms of asset holdings to
more active and productive activities, and long-term investments, at least in the long-
term. It all depends on the rate of return from share holding vis-a-vis other alternative
forms of asset holdings. A significantly high returns and low risks from share holdings
may encourage individuals and companies to shift to this market

Small and Institutional Savers

Under current legal and policy envirenment, small savers have limited choice as to
hold their savings, The only available avenue is to put it in the banks in the farm of
saving and time deposits. The size of private companies and individual saving in the
banking sector is fast surpassing that of the public sector, after the start of the
ongoing liberalisation process (Commercial Bank of Ethiopia 1998, Alemayehu Geda
188%). Whether individuals and private companies have been motivated by the rate of
raturn banks offer or by the protection motive is an open question. If the farmer
dominates the latter, then one would expect a shift of resocurces to share holdings
provided share-holding offers a return in excess of the bank rate Opening up a
securities market may as well bring about additional options of investment for these
small savers, which in some respects, may lead to a competitive situation between the
banks and the securities market *'

Insurance corporations and pension funds often believed to have a sizeable amount

of surplus maney (Jefferis 1995) and which can be channelled for long-term
investments are the other potential scurces of demand for the market There are
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about eight insurance companies, with the Ethiopian Insurance Corporation having
over 66% of the total asset (Bekele 1998), and one Pension Authority in the country®
A good part of the financial resources of these companies and corporation is generally
invested in treasury bills and government bonds, the yield of which is far below the 6%
minimum deposit rates of the banking sector”™. These are obviously investment areas
of low return fer these companies, and a significant portfolio adjustment towards share
holding can be expected following the establishment of a securities market.

Thrift associations mainly of public sector employees, and 'Equbs’ and 'Edirs', which
are part of the informal financial sector and traditicnal forms of saving mobilisation in
the country ¢an also be good source of demand. The size of resources mobilised by
the 'Equbs' and 'Edirs' is not howewver known at this stage with some degres of
certainly. Research conducted in 1978, for example, showed that savings mobilised
by 'Equbs' alone was estimated at 8-10% of the GDP (Tschakert 1576, quoted In
Bournan {1995:373)), Ancther study made In 1987 as well indicated that 95% of the
'Equbs’ surveyed in Addis Ababa were found to raise funds amounting to 15% of tha
total household saving deposits with the CBE (Mauri 1987, guoted in Bouman
{1995:373)). Such estimates, of course, are likely to involve wide margin of errors.
Nevertheless the order of magnitude suggested shows that 'Equbs' and 'Edirs’ are
likely to be good source of demand for the market. 'Equbs’ in particular are widely
used among traders In the towns as a means to raise funds to run their business, and
may increasingly be drawn into the market to diversify their investmefts and asset
holdings.

Income and Employment

Level, growth and distribution in income, and employment expansion are generally
some of the major sources of demand for securities. COverall per capita income in the
cauntry 1s, of course, low and GDP growth picked up only recently, albet modestly.
The level of income as well as growth trends in income determines the size and
strength of the market. Low level of income, suggests that the expected securities
market is |ikely to be thin and small in size.

Income districution pattern may also be another factor with significant implicatian on
the market since it determines the size of the upper and middie-income groups of the
population. These groups are potential securities buyers as the experience from other
African countries shows.™ The group consists of traders, professionals, and
employees of the public and private sectors including wage earners (Calamant| 1980,
Osel 1998} The World Development Report (1883) indicated that in Ethiopia the
highest 10% and 20% of the population in 1981/82 used to command about 27.5%
and 41% of the incomelconsumptan expenditure, respectively, while the lowest 20%
had a share of 8.6% (Table 7b), Althcuagh these are relatively outdated statistics, they,
nevertheless, indicate that income distribution was significantly asymmetrical even
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when the economy was under the command system. With economic liberalisation and
further deregulation, income inequality is likely to be worsened, perhaps increasing
the size of the population that can potentially be involved in the securities market.
Data obtained from a recent household survey seems to sugaest that nearly a fifth of
the top households claim about 50% of the income/expenditure of the total
households, while 40% of the bottom claim only about 16% (Tables 7a and 7b).

Comprehensive data on employment in the modern sector is not easily available. The
overall public sector employees as of 1995, is estimated to be about half a million, of
which 42% are employees of the public enterprises sector, while the rest belong to the
civil service sector (United Mations Development Programme 1898 World Bank
1097) Employment of the public sector is thus extremely low given a population of
1.7 milion® The eaming structure of the public employees is even more
disheartening from the perspective of the securities market. 19% eam less than 200
Birr. while 67% of them earn less than 500 Birr, Those public employees with a
monthly eaming of 500 to 1000 Birr account for 22%, Only 2.5% earn above 1000 Birr
{United Nations Development Programme 1998). This earning structure, by and large,
suggests that public employees’ participation in the market would, at best be modest,

The number of emplayees in the large and medium scale manufacturing sector (both
public and private) as of 1997, was also about 90,000, This shows a growth rate of
2.2% per annum compared to the 82,644 in 1961/62 (Table 9), &tll a negligible
proportions when compared with the total population of the country. The average
wage rate per annum for this sector as well grew from 3378 in 1992 ta 5076 Birr in
1497 indicating an average growth rate of 10.7%, in nominal terms, This |s an
encouraging trend, though not large enough to offset the cumulative erosions in real
wages over the years. In addition. over 70% of them earn less than 500 Birr indicating
many of them are low-income groups (Table 10)

The number of persons engaged in the wholesale and retail trade as well as in the
small service sectars was also estimated at 548,483, of which 28.8% are salaned
groups. Of the salaried groups, 7.7% earn above 550 Birr, while about 13.6% earn
above 350 Birr. Average net profit per firm per month stands at 10,672 Birr for the
whaolesale, 472 Birr for the retail, and 365 Birr for the small service sector (Tables 11
and 12), One, however, needs to cautiously read these statistics given the fact that
businessmen often fail to record their transactions and understate their income,
probably for reasons of taxation Nonetheless, these are the group of people one
would expect as a potential snurce of demand for the market particularly for shares.
mainly because their average income is significantly better than the average citizen
and are capable of making some savings,
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5. HOW BIG MIGHT THE MARKET BE?

The supply and demand assessment made above Is suggestive of the size of the
market Low level of income, employment and urbanisation would mean that a robust
demand for shares could only be realised in the long run. In addition, conservative
attitudes towards share holdings that characterise many low-income countries of
which Ethiopia 1s not an exception, and the risk likely to be perceived from securities
nolding would be factors undermining the demand for shares (Drake 1977). On the
sther hand, a predominantly agricullural economy with the manufacturing sector
contributing only about 10 per cent of the gross domestic product would potentially be
a [imiting factor on the supply side of the market. About 65 per cent of the large- and
medium-scate manufacturing  industries, both public and private owned, have
employment size of less than 50 persons and a paid-up capital of iess than one million
Birr (Tables 13 and 14). Of the privately owned, about 63% have no book of accounts,
For the domestic trade and service sector, this proportion goes up to over 90 ger cent
(Table 15), suggesting that they are operating on the border of the informal sectar
The potential number of companias likely to adopt a corporate form of organisation
and willing to let public participation is thus small. to say the obvious. Smallness does
not, however, preclude the starting of the market.

Even In the developed countries where equity markets are highly develpped, banks
and other sources, mainly retained earnings, by and large, dominate the investment
financing structures of firms, when judged in terms of the net resources raised™
Monetheless, world stock markets, measured in terms of market capitalisation have
been growing at a rapid rate over the last cne and half decade. Over the 1385-1394
period, world market capitalisation™ grew from $4.7 to $15.2 trillien (Demirguc-Kunt
and Levine 1999}, In Asia and Latin America, market capitalisation grew from $1.6 to
546 trilion, showing the fastest growth. For many Asian countnies, market
capitalisation ratio is well ovar 100 per cent showing that share markets are significant
form of resource mobilisation and allocation In these economies (Feldman and Kumar
1995

In contrast, stock market ‘development in Africa is incomparably low, With the
exception of Kenya and Zmbabwe. the capitalisation ratic 15 well below 10%. The
ratio for Kenya and Zimbabwe. however, stands at about 25%. This leaves much to
be desired compared to Asian countries (Feldman and Kumar 1985). The low
capitalisation ratio shows that resources mabilised through the stock markets in SSA
countries is very small. Numbers of listed companies by themselves are generally in
the range of 10 to 50 (Kenny and Todd 1888), Only Nigeria (186}, Zimbabwe (64) and
Kenya (56) have higher than 50 listed companies in the market Turnover ratios are
also very low, reflecting the low demand for snares (Kenny and Todd: 831)
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Although the size of the market is low in SSA, it has nonetheless shown significant
growth In the late 1980s and 1990s Kenny and Moss (1998), for example, reported
that over the 1990-1896 period, the number of listed companies and market
capitalisation for some SSA countries more than doubled [Kenny and Todd 1998:830]
Turnover ratio is nising indicating an improvement in liquidity. Trading of newly issued
shares as a proportion of GDP is low, but growing overtime {Ikhide 1997, showing an
increasing resort of investors to the market These are indeed signs of hope for those
countries contemplating to institute the market The positive association between
grawth in the securities market and per capita income (Demirguc-Kunt and Levine
18386} 1s also evidence of the potential role of the market in countries such as Ethiopia,
Thus, even If the supply and demand conditions assessed above suggest that the
market is likely to be small in size. the recent rapid growth observed in low- income
554 countries 15 a good indicotor of its viability and potentialities in the lang-term.

6. AREAS OF EMPHASIS
6.1, Legal and Institutional Infrastruciures

Like all other markets. the first requirement for the realisation of a securities market,
however small it is. is the existence of both the supply and demand conditions. The
above assessment of the patential supply and demand suggests that fne prospect for
a securities market does seem to be good. There are already a number of share
companies and shareholders in the country Some degree of informal share
transactions may thus be taking place owing to the absence of the required
institutional and lega' arrangements necessary to formalise the market

What legal and institutional framework 18 needed depends on the nature of the market.
Secunties markets, particularly at the early stage, are susceptible to volatility, partly
owing to the thinness of the market where the action of individual companies has
significant impact on the prnice of the market The fact that the market is highly
exposed to fraudulent, speculative and insiders’ manipulation calis for Instituting an
appropriate legal and insttutional framework to ensure stability, smoothen the
nperafion of the market, protect shareholders and promote public confidengs {Horch
1988} Ethiopa's Commercial Code provides the minimum requirements for 3 share
market to take place [Addis Ababa Chamber of Commerce 1999 Porter 1936) But
further refinements. mainly in the forms of additional specific regulatory rules, to
formalise and create a maore propitious ground may be essential for the market to start
operation and develop ™

Rules and procedures issued as laws or by-laws should be able to define the modes

of operation of the market. Companies that raise funds from the market should be
listed upon fulfilment of the regulatory requirements. The modalities for share pricing
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and the frequencies of trading of shares must be determined depending on
considerations of supply and demand as well as the overall environment. Information
disciosure procedures of companies need to be clearly stipulated and regularly
monitored.

Providing incentive systems may be an essential component of the market,
particularly at the early stage. Should capital gain taxes are to be applicable on the
share market, this needs to be determined, and the magnitude speilt out, The same is
true with dividends. At the early stage, tax incentives to listed companies may be
unaveidable to 2ncourage companies and sharehoiders, as the market Itself would be
new io poiential participants. The experience of other countries such as Korea and
Brazil suggests tax relief as an appropriate instrument to encourage the growth and
development of the market (Horch 1985

Institutions that regulate and manage the day to day operation of the market need to
be in place, and Its mandates defined. Historical records of other countries show that
there have been two ways of institutionalising the market One is through the
associations of securities dealers and brokers, with the responsibility of defining the
conduct of the market through its own by-laws and managing the day to day operation
of the market. This was the way some of the largest stock markets in the world had
initially started to operate and evolved over time (Porter 1986). Ancther is through the
establishment of an agency that manages the operation of the market This is often
orgamsed as an autonomous agency. Experience of other countries shows that the
agency Is accountable to a board of directors reporting to a government ministry such
as the ministry of finance (Jefferis 1895, Ikhide 1987, Calamanti 1980}, Securities
Exchange Commissions (SEC) of this type are very common these days in a number
of S5A countries

Both ways of institutionalising the market may have their own merits. Permitting a
securities market to be run by dealers' and brokers' association may help avoid
unnecessary government iniervention in the market. Establishing a commission or an
agency headed by a government appointed board of directors to manage the market,
on the other hand, may help obtain a pesitive suppart of the government. The latter is
also likely to encourage public participation and develop trust in the market, which is
an essential element for such markets particularly in countries with  low
communication and information infrastructures, such as Ethiopia.

6.2, Managerial Capacity
VWhen indwiduals and companies buy shares of a company they have an implicit or
explicit belief in the strength of the company as well as on the management that runs

the company Investors will seek to have a full and up-to-date information naot anly on
the company's performance but also on the status, quality, professional track record
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stc. of the management. Good management with the required skill and with
unguestioned integrity and honesty is required, among others, to win peoples'
confidence and trust on the listed companies If the securiies market, once
established, is to develop in breadth and depth.

The legal and institutional infrastructures cited above are not too difficult to put in
place. However, they are not sufficient by themselves. Implementation requires skifled
and professional managers, analysts etc,, the generation of which has been extremely
imited in Ethiopia.® The possibility of conflict of interest between shareholders
(owners) and managers running these companies, would also mean that the true
financial position of companies may not be revealed by lhe regular reports made by
managers in line with the information disclosure procedures of the stock market.
Managers have, at least in theory, an incentive to present rosy reports in spite of
difficulties faced by companies ™ In this respect, the public would find it difficult to
differentiate the best performer from an inefficient one

Poor record-keeping and low accounting rules and standards, which are conspicuous
in the country, are also factors to have a compounding effect (Table 15}, The
absence of independent rating agencies, or audit companies with high quality and
reputation, on the other hand, suggest that individual stockholders have fo bear the
burden of acquiring pertinent information while deciding to buy shares of a company,
ut the costs involved to do so as well as the lack of skills, at least bysmost potential
share buyers to process information would prove to be cne of the handicaps for the
growth of the market. The dearth of qualified and career professional managers are
thus factors likely to pose significant challenges for the development and viability of a
securities market, There alsc seems to be system-wide corrupt and unethical
practices in this country.¥ This would, in particular, have the potential to erode public
confidence in the market,

6.3. Stable Environment

A securities market, once established, is shaped by a number of factors, both
economic and non-economic. Economic and political events are very important in the
developed countries as well Nonetheless, the amplitude and consequences of
economic (2.g. terms of trade shocks, policies change such as major currency
devaluation etc.) and political instabilities on the market in low-income countries are
much larger than in the developed countries (Kenny and Todd 1988) Narrow
industrial and export base of countries such as Ethiopia would mean that terms of
trade shock has significant impact on the economy and on the securities markets thal
are generally thin and small as is the case in other SSA countries ™ Shocks arising
from drought, war and other natural and man made calamities etc. are by na means
iess important in impacting the economies of law-income countries such as Ethiopia.
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4 stable environment is thus one of the requirements for the market to operate
smioothly and grow over time. And, this is one of the major challenges of many
markets of low-income countries such as Ethiopia. It is a challenging task because
many of these sources of instability may not always be manageable, and are likely to
create significant havec on the market, Stock markets at best stagnate when the
econamy performs poorly, as was the case in Jamaica (Freckleton 1985), Muzamani
(1993), observing the Zimbabwe stock exchange, concluded that * when lhe
serformance of the stock exchange is good with rising indices, firms make extensive
use of the stock exchange as a market to raise funds’, but shows great reluctance
when the market collapses. This shows that investors would find the market less
attractive to raise funds when the overall climate determining demand and investment
activities is un’avourable and vice versa,

7. SUMMARY AND CONCLUSION

Securities markets are essential elements of a financial market. They help mobilise
and allocate resources io long-term mnvestment activities. In doing so, they fill the gap
left by the banking sector. In light of this, attempt has been made to assess the
prospects for a securities market In Ethiopia. Although securities markets are still at
infancy In sub-Saharan Alrica, trends show that this is a8 growing, @nam'rc: and
essential component of the financial sector.

The saving and investmant situation in Ethiopia reveals that resource maobilisation is
not only far below what a rapid growth would require but also compared to countries
with similar level of development. The low level of income need not, however, imply
the absence of potentials for further resource mebilisation. There are ample
avidences from rural Africa showing considerable saving potentials that can be
channelled to more productive activities through appropriate mix of incentives and
mechanisms. Domestic saving rates of countries with similar level of development in
SSA stands at 16% which is mere than twice the rate for Ethiopia. Even If overall
saving rate 1s not raised, the establishment of a securfties market may help release
resources from low productive and passive forms of assat holdings to maore active,
easily mobile assets. Finally, more than 80% of lhe nvestment of the country is
financed by external resources but sustained economic growth, to a large extant,
would require rellance on domestic resources

The financial sector in the country suggests that the securities market is a missing
element. Nearly §3% of the savings are mobilised by the commercial banks, and 91%
of the deposits constitutes demand and saving deposits which are short-term maturing
liabilities Time deposit remains limited in size. A disproportionately large part of the
bank lnans extended to the various sectors constitute short and medium term loans.
Long-term investment finance |s marginalized because of its obvious implication an
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gsset - hability mismatch. The DBE caters to this market but has an extremely limited
resource base. The fact, that banks reqguire collateral valued at 100% to 150% of the
loan value to ensure repayment of loans is another factor that discourages
Investments

A look at the supply and demand side of the market suggests that there are sufficient
grounds to start the market. The deregulation of the economy, which made licensing
relatively easy and the privatisation process are factors expected to increase share
companies in the economy Government securities are the other supply sources fo
the market And, this source is likely to ingrease with the increased resort of the
government to indirect monetary policy instruments, i.e., open market operations

Demand for shares, on the other hand, may be expected to come from varous
sources including from portfolio adjustment of individuals, small and institutional
savers and growth and distribution in income, and employment. The key motivating
factor ta prefer shares and bonds to other alternative asset holdings 1s that their rate
of return, adjusted for risk, is sufficiently higher.

Given these developments, the economy does seem ready to have a securities
market The size of the market is likely to be very small initially, but can help fill some
of the gaps in the financing of long-term investment activities. Experiance in 554 also
shows that even if such markets are small, they nonetheless tend to arow at rapid
rate. Effective and transparent rules and regulations are needed to ensure the stability
of the market and promote public confidence on the markat,

Once the market is established, its future growth will depend on the growth of the
economy and maintenance of a stable economic and political environment. as well as
the capacity to generate professional managers, analysts etc. The fact that the
economy is vulnerable to a number of shocks (such as terms of trade, natural and
man made calamities etc.) Is expected to be one of the constraints to the market The
lack of professional career managers with unguesticnable integrity and honesty is
lkely to pose formidable challenges to the market, The public can invoive in the

trading of shares if supplied with reliable information and have canfidence In the
uperation of companies listed in the market.
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NOTES

' Becurities markets, capital markats and equity markets are interchangeably used in the literature in spite
af somea substantive differences ($ee chart 1 for a clear distinction among these) It should also be noted
that a securities market has two interdependant markel segments, ie., the primary and secondary
rrarkets. The initial transfer (sale) of shares and bonds from the is5uing company to the public constitutes
Ihe primary markel, The sale and resale of shares and bonds through the intermediary of brokers and
dealers, on the other hand, constitutes the secondary market (see Popiel 19%2),

# See, for example, Addis Ababa Chamber of Cammerce (Addis Ababa Chamber of Commerce 1933);
and Eyob and Felleke (1958},

! Thres methodolrgies are commonly used in the literature to assess the efficiency of a securities market;
|&., aweak form, a semi-strong form and a strong form. A weak form seeks to test whether share pricas
are independent of historical price trends or not. A semi-strong farm s employed to test the sensitivity of
share prices of a firm 1o all publicly available economic and financial information including historical price
trends. Prediclability of the share prices from these variables suggests inefficiency of the market. The
strong form of market efficiensy, on the other hand, tests the response of asset prices to information
available to insiders, |.e.. that are not published (Osei 1988}, (Craigwell et al., 1553), (Olowe 1938)

* Heusehold saving is defined in the survey to constitute expenditures on 'Equb’ | loans given out, loans
repaid, bank deposil, pension contribution, interest and "Edir’ contributions {Central Statistical Authority
1958)

i M course, securties markets are urban based and are no bettar accessitle to the large rural population
than banks

* Individual country regression, hewever, showed this varable was insignificant for Ethiapia because the
branch to poputation ratio varied lithe during the period selacted (lkhide 1936).

" This paint dees net provide the justification for a secunties market but to some extent coyld suggest the
kind of response from the varicus graups and sectors of the economy when the market is I#Isljtl.lllmj in the
future

! The Construction and Business Bank used to be called as the Housing and Savings Bank prior to 1594
The bank was re-named and allowed to Involve in universal banking services in addition to the
consiruction seator {Council of Ministers Reguiation No. 203/1984)

7 Excludes inter-bank loans and advances.

" Of the annual agricultural loans disbursed by the DBE In 1995, 78% constituted working capital while
investment lnans claimed 24%  Feriliser loan constituted about 26% of the agricultural loan (Development
Bank of Ethiopia Annual Repost 1857)

" The CBE anjoys some degree of excess liquidity (Commercial Bark of Ethiopia 1998) but the share of
fts long-term loan remains low, not because heee is no demand for long-term loan but largely because of
the fear of asset-liability mismatch

2 Digcussian with the manager, project finance of the CBE, revealed that this is the case with the CBE.

" This is significantly higher than the 1-5 per cent observed in. the indusirislised countries {see Andrew
Sheng 1296)

Hopccuate and official data with regard o non-performing feans are often difficult to ebtain for the bartking
sector; estimates ranging between 20 and 30% ls likely to be reasonable estimate (se2 also World Bank
14998 Alemayehu Geda 1995)

54 survey by the CEA for the Distribulive and small service sectar shows that shortage of capital 15 ane
of the major problermns, both to start up, expand and operate at capacity leve (Central Statstical Authonty
1987}

5 |t is stated |n the saving passbook thal banks have the right ta require 30 days notice for withdrawals
from savings accounts in excess of certain limits (e.g in excess of 500 B in the case of CBE, and 1000
Birr in the case of Awash International Bank) But this is often less tinding in practice

"' The discussion on demand and supply is imited to the internal scurces: The capital contrel likely ta
remain in place for some time, low level of marke! size, poor commumication infrastructures and the
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relatively high level of investment risk rating often least developing countries receive (Cohen et al., 1939))
would make the international capital market a less impartant source in the immediate future.

* The share of deposits and loans of the private commercial banks hardly exceeds 8 and 7 per cent.
respectively (Tables 2 and 3). However, their loan market share is higher than this if one takes the annual
loan disbursement (excluding overdraft loans) (the fiow) instead of the outstanding loan (the stock) (ses
Alemayehy Gada 1893),

" Same eshmates put the asset value of the PEs siated for privalisation over the next three years al over
471 hilllon Birr {Reporter, Amhanc Newspaper 1998). This is much higher than the resources mobilised by
the banking systems in the country, and rellance on domestic resources alone seems ta ba inadequate to
effectively transfer the PEs to the private hands as per the scheduled time period.

M This dees not include companies registered with the Federal Mimstry of Trade and Industry, and with
the other Regional states, the data for which proved to be less accassible.

 The recent NBE regulation requiring banks {mainfy private banks), to raise their paid up capital by
almast 100% is a case in point that could have a subsiantial positive implcation on the supply of shares.

“ The Policy Framewark Paper of the gevemment agreed with ihe IMF and World Bank in 1938 states
Ihal Ethiopian Electic Power Corporation. Ethiepian Air Lines and the Development Bank of Ethiopia will
be encouraged to raise resourcas by issuing long-term debt securities {Government of Ethiopia 1998)

A 0Of course, the regulatory procedures for listing companies may not allow nawly formed and little known
companies. but the securities market may be of help for investars 1o easily raise capital to form new
companies provided adequate publicity work is dong

# Data obtained from the Ethiopian Investment Authority

T The policy Framework paper referred to above (fooinote 22) also envisages to securitize pan of the
overdraft position of the govemment with the NBE,

® |nvestment by professien in the Ghanian stock market shows that farmers and antisans -account for
28% and 5% of the traded value, raspectively; whila small business owners, offica clerks including
teachers. middle managers, chief executives, and pensioners account for 34 2%, 15%418.8%, 11.7% and
12 5% respectivaely (Osei 1598:15]

" Ranks and stock markets may not atways be competitive. The stock markal may bring with it ancillary
husziness activities and sourca of revenue for banks. Shares may serve as collateral to obtain bank ioans
Banks may serve as brokers and underwriters of shares particularty at the early stages of the stock
rarket, which through their branch network may help diffuse the spread of shares and make accessible to
wider potential buyers. In return, banks may cbtain a sizeable incomea in the form of commission and
service charges. In one of the stock exchange centres in Africa, the Abidian Stock Euchange. share
transactions at the early stage used ta be carried out by banks (Calamanti 1982), In fact, it is argued that
stock maekets thrive in countries whera there is 8 well-develcped banking and non-banking: financial
infermediarias (Demirguc-Kunt and Levine 1956)

# |nstitutional savers such 33 mutual funds, private pensian funds, investment banks etc., have not come
into the scene showing the undeveloped nature of the financial sector in this area as well.

T The yield from treasury bills generally ranges between 3-4%, and the rate of return from invesiment on
government bonds is samewhnat higher than this but less than the bank depesit rate (WBE, unpublizhed
bard yield data).

* The Ghaman stock marker clteg eariker shows that, of the patticipants of e ke, oiddie fooanee
group, upper middle income group and high income group constitute 283%, 28.3% and 27.5%.
respectively [Osei 1958:17).

' See World Bank, Workd Development Repoart (1957},

A study by Mayer (1990 of eight industriaised countries showed that the net financial resources raised
(by non-firancial firms) through shorl-term securites, shares and bonds hardly exceed 5 per cant of the
total finance rased for investment, This rate goes up o only 10-12 per cant for the US and Canada where
equity and bond markets are mana developad than in the ather developed countries (Mayer, 1980, guated
in Gibson and Tsakalgtos Freckleton 1995.613), (See aiso Sligltz 199322},

¥ Market capitalisation is generally defined as the ratio of the value of listed shares to GOP
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* Porter (Paner 1898} argues that no legal impadiment sxist in Ethiopia: baming indwviduals from involving
in avar tha counter (OTC) securifies markel, bul 3 regulatory framewark s nesded io establish an
organized and properly functioning securities market (fhid.}

¥ Girgss enmalment rate @l all educational level is low aven by SSA standard (United Nations Devetopment
Programme 1988}, The quality of education is generally accepted as poor, considering many indicators
noiuding shortage of budgetary resources, qualified teachers, teaching equipment ‘and faciliies, poar
management, gnd poor finkage with the economy [UNDP 1298:37]. This is compounded by the brain drain
balieved ta be vary high In Ethiopia (The Ethiopizn Herald, 19 March 2000:3)

" This s the wall- known principal-agent problem in the literature

7 & warkshop under the theme of ‘The Danger of Corruption on the Ecanomic Develoomant of Ethiopia’
vrganised by Walla Informatian Centre, revealed the pervasiveness of corruption in the country (Addis
Zemean Amhanc Newspaper 19993

* 1t is argued that securities market prices strongly depend on the pedormance of the Industrial sectar
Ermpincal evidence shows a sirang causality between the Industial sector and the stock markel, and
share prices vary depending on the performance of the industrial seclor (Nishat and Saghir 1951:140).
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‘ Non-Securiies Market

Chart 1
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equities ifdebt-seculiﬁes
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Treasury
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" am grateful to Ata Tekls Brahan G Michael for his suggestion to use this chart so as to aveid confusions

in using terminclogles related to capital markets {see also Popiel, 1990, pp. 218-222).
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Table 2. Breskdown of Quistanding Loans & Advances from lhe Banking System by Sector”

{in Milllan Birrp June 30, 1997 Jiine- 30, 1998 June 30, 19494

Mn Birr % Share?| MnBire | % Sharel| MnBir [ % Share!

IS

:] Ceniral Gov bomrowing FOEEY: 157 2ze3a [EEIEET 178
At G072 GE| tora1l 74| 13153 7
[Peustry PEREE: 17E[ 17880 18] 20787 113
Dgmestic Tradr 2,143 4 18T 22241 1--._4_I 1 0018 104
[nEEmaneaa Trsde 25022 187 259055 18:4 32218 176
Export I ol 1oosa 855 11761 £.4
Irnpicet 1,565.1 1.7 199684 123 2 45T 1.2
Hizusing & Leostruction 14521 1oe| t4798 46| 18557 55
Transpart & Communicatan oe0 5 k' N 6.0 BEZ B 3.5
Hotel & Towrsm 3s30 27 A7d 1 27 4258 2.5
rines, Power & Walel As 209 0.z 315 .2 234 GE]
Fersonal try o 1957 oy 128 ot
Olsers 3703 43 17ER2 4| E2500 178
Intr Bane Landing 5408 au 45957 e B8 30
Tatal (Including Irter -Bank Lending) t3.329.7 154350 16,2706
Tolal [Exciuthag Inter -Bark Lendmg) T0785.8 1000 149383 nen ti.?za} 700 o

Source: National Bank 'of Ethiopia {Annual & Quartery Repons)

7 A5 aproporiion of (ot fgans exciuding ifer banking ferding,
'Share of banks of outsrnding loans and podvance 7985

. Banks Mn Birr Shara (%)

[ ceE 12129 B 63
DHE J596.5 218
CBE BO1 B 4 A
Awidin Bassk 3028 a1
Crashan Bank 3965 21
Bank of Abyssima 418 13
Wegagen 2223 14

Toal 18,2710, 100

E;i')lur'.‘.{.‘: MBE Quarery Reports (1996, 1987 and 1286)
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Table 2. Breakdown of Deposils by Type and Mobilising Bank {(min Birr}

! June 30, 1997 June 30, 1998 Juni 30, 1999 |
Banks Mn Birr | % Share | Mn Birr | % Share | Mn Birr | % Share
Commercial Banks®
I Diemand 7.270.8 548 94833 576| 80220 546
; Saving 542489 40,8 62257 77| BBTYE 417
Time 587.6 4.4 7694 48 BO3 7 37
Total 13,282.3 100.0| 16,504.% 100.0| 18505.3 100
DBE
Demand 365 941 70.6 47 150 2.0y
I Saving 21 56 Z.0 0.3 21 07
Time 0 na]  eood4 5510 7589 57 &
Total 377 100.0 B32.0 100.0 776.0 100
CEB
Demand 367 66 268 4.7 259 7.5
Saving 2608 458 266.0 451 2653 501
T Time 258 1 465 2A53 50.2 2492 a7 |:||1
Total 556.4 100.0 566.1 100.0 £20.5 100;
‘Al Banks
Darmand 72824 530y 95730 541 S07E. 8 509
Saving EEB7 4 410] 87337 35.1| TiaTD 40.1
(= Tirme B46.B a0 19804 111 113 9.0
u Total 13876.8]  100.0| 17,706.0]  100.0) 178357  100.0

Includes the CBE and the private commercial banks. Tha share of deposits of private banks for 1958 is;

|| Type of Deposit Amnount %%

|| Cemand 442 5 445 3
Savirg B79.5 12.3
Time | 1654 103
Tota | T4BE 4 83
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Table 4, Government Internal Debt by Holder (mn Birr)*

o | 1997 1998 1989
Wi, Min. Mn,
Birr o Birr o Birr "
Mational Bank of Ethiopia
|+ DrectAdvence 6685.0 54 | 7B450 568 | 85360 587
»  Gov't Bands 2952.9 17.4 1974 148 | 99262 13.1
Commarcial Banks
«  Gov't Bands Z089.8 168 | 20B8.8 157 | 20858 142
= Teeasury Bills 471 0.4 1233 0.8 401.8 27
Gthers
«  Govi Bonds 4838 39 4280 3z 4205 2.8
«  Treasury Bills 8994 13 arvG 66 | 12280 83
Totsl Government Indebtedness 12359.0 100 | 13339.0 100 | 14700.3 100

Source: NBE, Quarterly Bulletin Val 14, No. 4, 1999

1997 1958 1988

Direct Advances 54 G588 587
Goverprment SBand 382 3.7 |

| Treassury Bilig e 75 110
Government Intermal indebtedness as % of GOP 29.8 2848 298

| Giher Sectors' Borrowing {excluding Intar bank 30.a8 332 36
lean! fram the banking sector (excluding NBE)

| == % GDp
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Table 5. Percentage of Saving, Non-saving and Dis-saving Housshold Groups and thair

Percentagg Shares of Income/Receipt

| Urban Rural JI'Eﬂunw -wide
Earnings and Expenditures =
HH= who spend what they earn’ (%) 18.0 388 33T
" Share from totai HH Income 413 356 ﬁ_
HHs who spend more than their eamings®%:) BE.4 42.:4 a6 1)
Share from total HH Income 280 L 308
[HHs who spend less than their earnings | 7s) 157 #Ha 201
Share fram fotal HH Incame £8.6 28 318
Receipts and Fayments
HHE who paid what they received' (%) 18.2 360 333
Share fram total HH Receipts 485 352 g8
HHs who paid mare than ther receipts?(%) 65,5 A8 47 1
Share from tatal HH Receipts 27T B 330 k% 1
iHHs wha paid less than their receipts?(3h) 154 04 196
Share from total HH Receipts 237 218 25 'r'1
| HH Sawving out of total Earnings 56 3.‘ 4,EI

Mote: 1 The Mon-Saving Group, 2 dis-saving Group, and 3 Saving Groug, HH Haussholn

Domestic Expenditurﬁg: total expenditure ingurred fy the HH or any of its members. |t includes
expenditure on consumption as well as non-consumption items

Payments: Domestic expenditure plus other expenditures such as refmittance paid, Penszion and other
contnbutions, donations, fines and other related legal expenses ingcomeé tax, 'eoub’ payments, 'ldif’

contnbutions, etc.

Income: refers to consumption of own ocrops and Invesiock wagas and Sataries allowance, overime
bonus, pension, Commissian | discounts (e concessions abtamed, imputed  rent of free housing |
subsidised amount only), imputed rent of owner ocsupied housing, value of

almany, et

tems obiamag frea,

Receipts: refers to income plus “Equb" and "ldi" gifts, lnans. Repayment of Loans, Insurance. legal
darnages. withgrawal fram saving and sale of HM durable goods and persanal effects

Source: Central Siatistical Authority, Revised Repon on the 1995/55 Household Income, Gonsumption
ang Expanditure Surviey. Exlracted from the wext pan of the suryey

Ethiopia
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Table 6. Registered Share Companies by Amount of Capital and Shareholder Size (1987)
A. By Amount of Capital

and Expendilire Survay, tables 10a. 10b, 100, 153, 150 Buliehn Mo, 204, Addis fbaha

116

Wao., of Companies Mo. of Shargholders Total Capital
Capital Size Ma. Ya Mo, W I thousand %
birr
<1 Milliom 63 51.5 3032 318 13,846.68 13
|| 1 Miflion to 5 Million 26 18.7 | 706 T4 61,962.62 5.8
5 Milllon to 10 Million B 6.1 1102 11.6 51,766.00 4.9 1
10 Million to 20 Milllon 13 88 1221 | 12.8 160,616.93 154 ||
20 Millign to 50 Million B 6.1 1884 | 17.8 208,515.01 19.7 ||
50 Miilion ta 164 Millien 7 3 1744 | 183 363,000.00 4.2
=700 Millian z 15 10 0.1 202,000.00 9.0
. Total 132 1040.0 8509 100.0 1,062.527.23 100.0
B. By Size of Shareholders
f
Mo. of Companies No. of Sharehalders
- Total Capital
MHo. of Shareholders of M. " Mo o In thousand %
Companies birr
<§ T 1448 22 0.2 24 4TH.BI 23
Blo il &0 4085 320 3.4 431,071.05 40,6
10.10.50 27 205 611 b.4 234 064 T 22.0
A0 b 100 11 8.3 TO8 o4 43, 25500 a4
=100 17 129 7.758 B15G 328.819.81 30.8
Tatal 132 100.0 4,509 100.0 1,062,827.23 100.0
Source: Addis Ababa City Admimstration. Trade Industry and Tourism.
Table 7a. Income Distribution by Income Group (%)
[ Urbar Rural Country
’-‘ Sharg af Share of Share of Share of Shara of Share of
[\ !mcome graup {Biir) | HHs Incame HHs Ifcome HHz e
<BHE0 I 016 0BS 006 1,12 .08
A00-999 4 B8 0.45 | 224 038 2 B6 030
1000-13949 T18 0.98 ATT .94 4.29 0.895
140019949 e | 247 BaT 2.88 581 2. TG
2000-2581 B 54 221 008 483 0.54 401
| ZE00-3288 024 a0 1370 018 13.88 778
TA00-4150 767 5T 13,32 1050 12.45 B.75 |
i 4Z00-5389 10,15 5 57 18.13 1591 1521 1545
| 5400-5559 864 5EE | 986 | 1263 967 11.03
GEOD-Aas89 9487 BT 1137 17.86 11.14 1571
4030125349 6a7 15 '|EI_ 51 13,15 G523 13.63
12600-15199 4 19 B.04 2.03 5.93 2.6 6,43
1AZ00-159345 252 5.4 D EBS 41 084 3.26
20000 and awver 5.7 3825 .89 3:25 1:49 11.53
Total 100,00 10000 100.00 1 100.00 100.00 100.00
Source: Cenital Statstical Authonty (1998), Revised Reporl on the 19896/35 Househeld Income. Consumption
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Table Tt, Distribution of Income or Consumption Expenditures

Early Period of Command Economy Early Post Reform Period
if % Share of consumption
| Fractiips of Persons Expenditure (1981/82) % Share of Consumption Expenditure
(1FESEE)
Lowest 10% 3
Lowest 20%% BG Ta
“Secand Quintile 1T 08
Thied Qyanlile 16.4 HET
Fourth Quintie 211 ma
Highest 200 413 47T
Highest 10% 274 1T
Source: World Bank Wond Development Reporl. 1993 and 1224
Table 8, Percentage Distribution of Expenditures of Households by ltems
Urbian % Rural % Country ¥
| Al ltems 100,00 1g0.00 100.00
Consumption Expenditure BB.55 93.82 92,78
oo 47.08 & 73 G271
baverages 033 035 034
| Crparates & Tobacco 041 042 n42
| Clathing & Footwear Q45 960 8.57
I Haouse Rent, Gon Mater, Water, Fuel & Power 1437 1589 1563
Furniture Furnishings & HH Equipment 473 470 a7
Modical Care & health Expenses 118 1.40 1.12
Transpar T Communication 340 1.10 1 54
Retreation & Educalion i E] Q2,38 0E3
Personal Care & Effects 1.40 1,23 1.35
__ Miscellanecus Goods & services 4.15 4 56 471
Hpﬂ-l:nna.umml-un Expenditure 11,45 .08 T.22
N i‘:'.qum 1652 0.BD 181
Lovarrs goven oul 1.02 0,55 0.65
Loans Repaid 115 0.52 .9
Ingurance Premiums 003 . om
Bank deposil 043 o.87 nra
Pangien Contnibubion 0.47 002 01z
Interest I Bz | 0oz
IBgome Wax of Wanes & Salanes o7e 013 oz
| Assoomtion’'s membarahip .08 QaF 008
[ Edir Cordnbubon .85 .40 57§
II: Reigicus Coninbulion .11 032 cza |
Remillanss 0.18 .03 .08
I Alsm 018 [RE] 0,18
Gifts 116 163 1.53
Lattery Tigket 0.2% 0.04 109
2ihers 0.0# 009 0.08

Source: Central Stalstics Auhonty [1928). Rewsed Repor on the 1985/96 Household Incomea. Consumapban and
Expendture Survey. tables 12a and 120, Bulletin No. 204, Addes Abalba
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Table 8. Total Number of Employees in the Large and Medium Scale Hanuhﬂudng Sector-Publle 2nd Privato

[ Per Caplta Wage !
Year No. of Employees Growth Rate and Salaries Paid Growth Rata

| per Employea

FEECECER 87 644 3,372

I:_I BOZrA3 B2 082 0.7 4,113 M7

| 1093/54 BE, H4F 7.5 4,518 8.8

| 1Eg4008 a0,213 .2 4,726 47

|| 198556 B0,039 07 £.07E T4

|| reeEEy g2 385 2B 5301 4.4

Source! "CUU5 A Reporl on Large and Medium Scale manutactunng and Elsctricity Industry Survey, Stanstical Bulletin Mo,
17E, Clober 1697, Summary Tahble 3.3 and 2.4, pages 21-22 and Statistical Bulletin No, 181, Golobar 1508,

Tabile 10. Total Mumber of Permanent Employeas In Large and Medlum Scate Manufacturing Industries by wages
and salaries Group— Publie and Private 1996/57 (1588 E.F.Y)

Gross Salary Group Number of Employees Proporton of the Total
Undey 105 1,748 o
105-2040 34,350 39,7
300-453 24 573 254
il FOC-5GE 5616 111
|[ #oo0-zam 9334 0.8
i 1000-1409 4946 3.7
| 1500-1989 1686 2.0
2000 & Owar 363 0.4
Total 86,638 100

Source: © 5.4, Reporl on Large anc Medium Scale Manufaclunng and Electricity Industry Survey, Statistical Bulietn No.
178, Ootober 1288, Summary Table 4,14, pp. 65-70.

Tabie 11. Number of PFarsons Engaged in Distributive and Service Sector by Mationality and Tﬂﬂ' Estabilahmaont
and Average Met-profit per Firm per Manth; 1898 (National Urban)

Number of Perscns Engaged

Establishmen? Ethiopians Forgigners Total Of which Man- Avorage Met

Permanent Salaried profit per

Salaried Groups. Flrm per

| Workers Manth In

| Birr
Whelesale Business j_ AT ad4 405 37,849 17,718 B.650 10672
Retail Businass | 233,015 1,535 234,551 T317% 92,513 472
Service Business E 27HOE8 1,281 273,319 12077 TT.B51 85
B Total | 543,428 3,23 £51 718 163,975 175,814 11,508

Source: C3A, Report on Distnbutive and Serace rade Survey, statishesl Bulletin No, 179, Dotober 1857, 1abies 34, 35 and
36, pp90-83-and " lables 2 104, 3108 and 3 10C, pp. 4445,

Tabig 12, Total Number of Permanent (Fald) Employees of the Distributive and service Sector Type of National

Urban
I Wholesala B Rotall Business T Retall Business |

Salary group {In birr} Number Proportion of Number Froportion Numbar Proporton
| the Total of the Total of tha Total
| Linger 150 43370 23.8 12,566.0 508 58,3180 51.4

150-348 5 5880 38:3 85100 4.5 42,236.0 368

3E0-540 228840 | 126 22110 g.4 B,063.0 7.0
[ 550-749 14710 B3 553.0 24 2,858.0 2.5
| T50.949 1,122.0 B.2 2340 0.8 T61.0 o7
I 950+ 2.543.0 128 5850 23 21750 149
| Total "IE_.:;E-TF:I B 1600 24,671.0 100.0 115,456.0 100.0

Source: CSA, Repoiton Enﬁc-utwu and Service rade Survey, statistical Bulletin Ne 178, October 1807, tables 34, 35 and

38, po H0-93 and:* tables 3,104, 2.108 and 3 16C, pp. 44-48
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Table 13. Plant Size by Employmaent of Large and Medlum Scale Manufacturing industries

|IJI Public and Private Puhlic Private
Emptayment Mo [l Ho. % Mo [Ty
Siza
10-19 304 405 5 X 255 510
2048 185 250 5 3T 178 BN
50 & Cer 255 34 150 EEF] 105 18,1
Total 74 100 161 100 530 100

Source: 0S4 [19498). Report on Large and Medum Scale Manufactunng and Electnioty Indusiries Survey, Bulletin Mo
199 Adds Ababa

Table 14. Plant Size

Size of Paid-up Capital of Large and Medium Scale Manufacturing Industries

Size of Public and Private Fublig Private
Pald up Caphtal No % Na Yo No Yo
Up to 50,000 ] 138 2 13 g7 1654
50,007 - 100,000 ¥l 104 1 0.5 TE 1349
160,001 - 250,000 117 161 7 4 110 2
250,001 - 500,000 1o 13.9 ] 5.2 83 16.2
00,001 - 1,000,000 a4 115 18 17 ‘EE 115
Crwver 1. 000000 2E9 4.5 118 TR 133 2329
2
Tatal 728 100 154 f00 574 100
Source: G5A {1986) Repart on Lasge and Medum Scale Manufacturing and Electnicity Indusines Survey
Bulletin Mo 1891 Addis Ababa
Table 15. Establishments With and Without Book of Accounts
Number Parcentage
With but With but
With Without it sl Taotal WWith Without Mat full
A Large and Medium Scale
Manufactunng and
Electncity Industy {or
g 198697y
= Publz and Private 389 arz ra1 49 B 50.2
= Pubile 154 T 181 5.5 ad £ !|
«  Prvals 215 355 S0 371 f24 * "
. B,  Dsiributive and Service
Irade /{906
- Whinlezale Husiness 546 R 1,175 Ty Ta 74 851
= Retal Trage 1838 118,931 & B55 123,728 14 G249 55 |
= Seraca Trade 1,718 TE QBO 3,358 81,157 21 837 a9

Source: C5A (1998}, Repod on Large and Medium Scale Manufagtenng and Eleclrcty Industries Suney, Bulletin Na 101
Addis Ataba and C3A (1997], Repart on Distnbulve and Service Trade Survey, Statistical Bullela Mo 79 Addis Ataba.
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