




















International Journal of Science and Research (IJSR)

ISSN (Online):
Index Copernicus Value (2013): 6

2319-7064
.14 | Impact Factor (2013): 4.438

9. Estimation Result

Table 6: Standardized befa p €igenvectors

LD InEHCA InGCF InLABE
Tests for Stationarity . — ——
Table 4: Augmented Dickey- Fuller tests for unit root ~ |S-coefficients 0.4733  0.8911  2.2682  0.0494
t-statistics _ t-statistics LR-test 3.5573 15768 40900  3.4642
Wartables (with mtercept (with mtereept but P-values {0.0592*{“.2092] {0_0431) *% {l].l]ﬁ:?)*
and trend) not trend )
WMRGDGPP- 0.4990 3705 JEI’qLIE-BEI:l 2722192 Prob 0236380
InLD 2.6734 0.6057 Heteroskedasticity Test: Breusch-Pagan-Godfrey
InEHCA 2.4382 0.7228 ) )
InGCF 3.6240%= 1.2647 F-statistic 1.3234%7 DProb F[(432) 02182
InLAB 3.6237%= A314 i
B. Variables at frst difference | RamseyREST Test
AlnRGDEP J4873%%= 4.603 *== F-ztatistic 2843823 ProbF(1.31) 0.101%
AlnLD 2.0344%== 8.1683%*= i i
AlnEHCA 1.0000F ERRRECE Breusch-Godfrey Serial Comrelation LM Test:
AlnGCF §.6211%%%  8.7610°** F-statistic 31.80940 ProbF (0.0000)
AlnlAR T4944##= [ 7 5005%%3

Source:Author’s calculations denotes first difference***,
** * indicates the rejectionf the null hypothesisof non-
stationary at 1, 5 and 10 percent significant level
respectively. From the above ADF test result the variable
are non-stationanat levels but all are stationarst first
difference hence the variables are consideasd! (1)
processe¢Table 4). Thus, all are choseto be includedin a
long run.

Estimation of the Long Run Models

The next steps to test for cointegration test i.e., although
macroeconomic series manpt stationary independently its
liner combinatioris stationarylf two or more non stationary
time series follow a common long run pathequilibrium,
test for cointegrations permitted. A tesbr cointegration
usedto testif a linear combinationf the seriegs stationary
or not.

Table 5 Thé, t randk e mtests

Null hypothesig Alternative Statistcal | 5% critical| Prob.| Eigen
hypothesi{  value value value
Atrges tEsts
r=10
r=10 73.4321** 69.8189 |0.025(0.641]
A gy tests
r=10 r=1 | 358684+ 33.8769 |0.028(°841]

(Null ypothesis: See Enders(2002) Pp 396 for presentation
of test results. Only the first cointegrating rank is presented

Source: Autha's calculations,* denotes rejectiohthe
hypothesisatthe 0.05 level.

Table 5 showedhe existenceof a single cointegration
vector leadgo long run estimation and variables have the
same stochastic trends and cannot drift @oapart. The
existenceof one cointegrating vector advocates the first ro
of # and first columrof @ matrices are important for further
analysis.
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Sour@: Author’s calculations, **, * donates significance at
5and10 percent respectively.

Fhe resulbf the diagnostic test confirms the adequatthe
model for further analysis. All tests have not discovered any
problem  of non-normality, serial correlation,
hetroscedasticity, and model misspecificatiohe P-value
indicated net interest rate margin, gross capital formation,
and labor are statistically significanty 10, 5 andLOpercent
respectively.

The coefficientof the net interest rate margis 0.4735
implies that,in the long run, holding other things constant, a
one percent increase interest rate margin deteriorated real
GDP per capitaby 0.4735percent. The result implies that
economic growth will become slow when transaction costs
get higher and a small shadf savingsis flow in to
investment dueto the inefficiencyof the banking sector
measuredby the margin between lending and deposit
interest rates.

Even though the rationale for Ethiopian banking sector
inefficiency requires furthestudy the cause may arise dioe

the following: Financial repression whicls a set of
government regulations and other non-market restrictions
distort the financial intermediaries from functioniagtheir

full capacity. For instance, pre 1991 there was
discriminatory interstate between private and government
nterprise, absena&f domestic and international financial
Iberalization which limited competition. High bank
concentration for instanda 2008the 58 percent asset share
of Commercial Banlof Ethiopa the highesin East Africa

in which prevents efficient allocatioof resources and low
bank competition. Moreover, the nominal lending and
saving interest rates wet® and 6.5 percent respectively
during 19922011 which were among the highdst the

V\yvorld.

Exogeneity Tests

To identify the variables includeid the growth model weak
exogeneity of each variable testedby imposing zero
restrictionson the first columnof a-coefficients using the
loglikely ratio (LR-ratio). The result revealed that the null
hypothesis of weak exogeneity not rejected for all
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explanatory variables i.e., the variables are
statisticallyto be weakly exogenous.

Table 7: Test for exogeneitgf Variables

ML B CA| InGCFE | mlAE
e-coefficient| 0.0965| .0.0550(-0.0060| -0.0188
LR-test |0.0081| 1.3804| 1.175 | 3.6614
P-values |0.9282| 0.2400| 0.7107| 0.0557

Source:Author’s calculations.

From Table 7 resultef exogeneity test the null hypothesis
of weak exogeneityis not rejected for all explanatory

variables i.e., all the independent variables fouadbe
weakly exogenouat the convectional significance level.

Estimation of Error Correction Models (ECM)

Table 8 Parsimonious error correction model

Begressors Coefficient SE i P
AlnRGDPP{—1) 040131 0.1607 24933 00184*=
AlnlD(—1) -0.1854 00873 -21233  00424%= ,I
AlnEHCA 0.0410 01345 03050 0.7826 7
AlnGCF(-1) 024358 00692 35501 00013%==
ECT(-1) 02461 007243 33078 0.0244%=
Constant 0.0050 0.0174 02836 007749
F.-squarad 1.413485 hiezn dependent var [0.013438
A djusted B-squared |0.312374 |5.D. dependentvar  |0.087074
S.E ofregression |0.072205 |Aksikemfo criterion [-2.263311
Sum squaredresid 2131193 |Schwarzeriterion [[1.097180
Log likelihood 143 61660 [Hamnan-Quinn criter. |-2.171770
[F-stahistic 4.080002 Durbin-Watsen stat  [1.333766

IProb(F -statistic) 0.0062335
Source:Author’s calculati

with expected sign0-2461 indi
long run equilibriumis adjusted

period lagged value)were significaiat 5% significance

level. Un like long run positive relation coefficient, the
lending deposit spread, (proxy for bank efficiency ) results
negative coefficient implies a one percent decremse

lending deposit interest rate increase @BIP per capiteby
0.1854 percent.

10. Conclusions andPolicy Implications

The between

study examined the nexus

problem of financial depth (size) whichs not a valid

measurementf financial sectodevelopment tis study used
net interest rate margin. Economic growth accelerates whe[g]

transaction costs get lower and larger shafresaving is

flowedin to investmentn the economy. However, Ethiopian

S0

rves,
bIeiﬁgfinan ial market. The requirement reserve
[ ained

financiajy
development specifically banking sector development and
economic growthin Ethiopia using Johnson method for 5]
contegration approach betwe&8752011To overcome the

foundanking sector development remainsefficient with high
economic growth. The

interest rate margin hinder
inefficiency of banking sector even thougtrequires further

researchest may be due to high bank concentration for

instancan 2007the assetf the three largest banks fou@f
percent comparéo 59 percent for Kenyag7 percent for
Tanzania63 percent for Uganda, and 81percent$8Aas

a whole that hamper competition among commercial banks.
In terms of efficiency, the nominal lending and saving
interest rates ard2 and 6.5 percent respectively during

19922011 which were among the highasthe world.

Moreover, financial repression through direct control over

the financial system pr&994the government chaehfunds
to itself at lower lending rate thart could resortto market

finance. Specifically, during 1975-1991 the nominal lending

and saving interest rates were 8.21 and 5.41 percent

respectively which was relatively faire with a small profit

marginanincentiveto private sector investment.

The gra
est rate,_spread incorporate the amourdf no-

hicban reduce the amountf funds

15 per
July2007

nt from Ap&lDO08 the declingo
March 2008 but decreasdo

interest rate margn

tor efficiency needs
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