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Key Figures and Facts 

• During Q2 of FY 2025/26, the National Bank Rate (NBR) was maintained at 15%, the credit 

growth ceiling was set at 24%, and the reserve requirement ratio was increased from 7% to 

10% in December 2025, revealing policy measures aimed at managing liquidity and 

containing inflationary pressures. 

• Headline inflation moderated to 9.7% in December 2025, down from 13.2% in September 

2025. Food inflation declined to 9.8%, while non-food inflation eased to 9.6%, indicating a 

gradual easing of price pressures across the economy. 

• Broad money (M2) expanded 10.6% quarter-on-quarter in Q2 of FY 2025/26, reaching 3.77 

trillion Birr, with year-on-year growth of 39.4%. Growth was mainly driven by domestic credit 

(58.5%) and net foreign assets (38.6%), while quasi-money accounted for 65.1% of annual 

growth and narrow money for 34.9%, exhibiting continued strong liquidity support to the 

economy. 

• In Q2 of FY 2025/26, reserve money rose by 10.9% and was 70.4% higher year-on-year, 

reaching 871.6 billion Birr as bank deposits at the NBE more than doubled. The broad money 

multiplier (4.34) and currency-to-broad money ratio (10%) remained stable, showing 

controlled liquidity conditions despite strong reserve growth. 

• During Q2 of FY 2025/26, the maximum savings deposit rate rose to 10%, raising the average 

savings rate from 8% to 8.5%, while time deposit rates remained stable at 7.7–7.8%. The 

weighted average treasury bill rate increased to 15.8%, with longer-term yields rising more 

sharply, and the maximum lending rate remained at 24.5%, reflecting tightening monetary 

conditions and higher returns for savers. 

• Treasury bill auctions saw a dramatic increase in private sector participation, with bidders 

rising from 1 in Q2 of FY 2024/25 to 139 in Q2 of FY 2025/26. Total bids reached 149.1 billion 

Birr, up 93.8% from the previous quarter and 758.4% year-on-year, highlighting growing 

confidence in government securities beyond traditional bank investors. 

• Outstanding treasury bills climbed to 344.9 billion Birr by the end of Q2 of FY 2025/26, a 

21.8% increase from the previous quarter and 171.4% year-on-year growth. Non-bank 

investors held 150.8 billion Birr, rising 21.7% quarter-on-quarter and increasing 282.4% 

year-on-year, showcasing a broader and more diversified investor base. 

• Interbank money market activity strengthened significantly, with transaction volumes reaching 

133.7 billion Birr, up 100.4% from the previous quarter and 209.5% year-on-year. The 

weighted average interest rate rose to 14.7%, a 12.2% increase quarter-on-quarter, indicating 

tighter liquidity conditions while maintaining activity within the NBE policy corridor. 

• The corporate bond market remained dormant in Q2 of FY 2025/26, with no new issuances, 

redemptions, or outstanding balances recorded for public enterprises or regional 

governments, continuing the pattern of limited activity and demonstrating the underdeveloped 

state of Ethiopia’s corporate debt market. 
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• During Q2 of FY 2025/26, state-owned banks mobilized 2.07 trillion Birr in resources, 

increasing 11.6% from the previous quarter and 42.2% year-on-year. Their outstanding credit 

reached 797.6 billion Birr, up 19.1% quarter-on-quarter and 75.5% year-on-year, signifying 

strong credit expansion and growing capacity of state banks to support the economy. 

• Private Banks disbursed 256 billion Birr in new loans, a 78.3% increase from the previous 

quarter and 251.7% higher year-on-year in Q2 of FY 2025/26. Their outstanding credit 

reached 1.62 trillion Birr, rising 14.5% quarter-on-quarter and 33.9% year-on-year, signaling 

robust lending activity and continued expansion of private sector credit. 

• In Q2 of FY 2025/26, manufacturing received the largest share of public bank credit, with 

206.3 billion Birr in outstanding loans, while private banks lent most to international trade, 

totaling 483.4 billion Birr. Credit to international trade by private banks rose 12.6% from the 

previous quarter and 46.7% year-on-year, highlighting targeted sectoral lending and 

sustained support for trade activities. 

• Both bank types directed over 91% of their new lending during Q2 of FY 2025/26 to private 

enterprises. Loan collections from private enterprises reached 131.2 billion Birr for private 

banks (up 24.5 percent quarter-on-quarter and 65.7 percent year-on-year) and 58.7 billion 

Birr for state-owned banks (down 33.5 percent quarter-on-quarter but up 63 percent year-on-

year). 

• At the end of Q2 of FY 2025/26, the NBE’s deposit liabilities reached 1.66 trillion Birr, rising 

9.9% from the previous quarter and 39.4% year-on-year. Commercial bank reserves more than 

doubled year-on-year to 485.1 billion Birr, while government deposits increased 77.9% 

annually to 127.1 billion Birr, signaling strong liquidity accumulation at the central bank and 

expanding public sector balances. 

• Total loans and advances remained unchanged from the previous quarter at 704.8 billion Birr 

in Q2 of FY 2025/26, with no new lending to the central government. Net claims of the NBE 

fell to –951 billion Birr, declining 18.6% quarter-on-quarter and 100% year-on-year, showing 

that deposit liabilities now exceed lending assets, demonstrating a shift toward stronger 

liquidity accumulation at the central bank.
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1. Introduction 

 

This edition of the Quarterly Macroeconomic Update reviews developments in the Ethiopian 

economy during the second quarter of the 2025/26 fiscal year, covering the period from October 

to December 2025. The report provides an overview of monetary policy developments, financial 

market activity, banking sector performance, and changes in the balance sheet of the National 

Bank of Ethiopia (NBE). The analysis draws primarily on data from the NBE and the Ethiopian 

Statistical Service (ESS) to assess recent trends and their implications for the broader economy. 

The review period coincides with the continued implementation of the interest-rate-based 

monetary policy framework introduced in July 2024, offering an opportunity to assess the early 

outcomes of this policy transition. 

Section 2 examines monetary policy and liquidity developments during the quarter. It reviews the 

NBE’s policy stance, including developments in the policy rate, reserve requirements, and credit 

growth ceilings, and assesses their implications for inflation and liquidity conditions. The section 

also analyzes movements in monetary aggregates, particularly broad money and reserve money, 

and reviews interest rate developments across deposit, lending, treasury bill, and interbank 

markets to evaluate the transmission of monetary policy signals. 

Section 3 focuses on financial market developments. It reviews trends in the treasury bill market, 

including auction outcomes and the increasing participation of private investors, as well as 

developments in the interbank money market. These developments reflect ongoing efforts to 

strengthen market-based mechanisms for liquidity management and government financing. 

Section 4 examines banking sector developments during the quarter. It analyzes deposit 

mobilization and credit allocation patterns across state-owned and private banks, highlighting 

differences in their roles in financial intermediation. The section also reviews sectoral credit 

distribution and lending by borrower type to illustrate evolving financing patterns within the 

banking system. 

Section 5 reviews developments in the balance sheet of the National Bank of Ethiopia. The 

analysis demonstrates changes in the central bank’s asset and liability structure, including rising 

bank reserves and the absence of new direct lending to the government, indicating a gradual shift 

away from monetary financing of fiscal deficits. 

The report aims to provide policymakers, researchers, market participants, and development 

partners with a timely assessment of monetary and financial sector developments in Ethiopia. By 

presenting a data-driven analysis of recent trends, the update seeks to support informed policy 

discussions during a period of ongoing monetary policy reform. 
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2. Monetary Policy and Liquidity Developments 

 

This section examines the monetary policy stance of the National Bank of Ethiopia (NBE) and its 

implications for liquidity conditions during the second quarter of FY 2025/26. It reviews 

developments in key policy instruments, including the policy interest rate and reserve 

requirements, and analyzes trends in market interest rates. The section also assesses developments 

in monetary aggregates, the composition of money supply, monetary ratios, and reserve money 

dynamics to better understand liquidity conditions and recent monetary developments. 

2.1. Monetary Policy Stance 

The National Bank of Ethiopia (NBE) changed its monetary policy framework on July 29, 2024, 

as part of a broader macroeconomic reform program aimed at achieving its primary objective of 

low and stable inflation. Under this reform, the NBE transitioned from a monetary aggregate 

targeting framework to an interest-rate-based monetary policy framework, where the policy rate 

becomes the main signal guiding liquidity and market interest rates (Daly & Gurhy, 2025). 

However, the effectiveness of this new framework depends on the smooth functioning of the 

monetary policy transmission mechanism. In many developing economies, including Ethiopia, 

transmission is often weaker due to shallow financial markets, limited interbank activity, and 

structural rigidities in the banking sector. In such environments, the interest rate channel may 

operate less effectively compared with advanced economies, highlighting the need for 

complementary instruments and institutional reforms to strengthen the impact of the policy rate 

on liquidity, credit, and inflation outcomes (Deb et al., 2023; Harjes et al., 2020). Recognizing 

these challenges, the NBE has designed its new framework to ensure that the policy rate effectively 

signals monetary conditions throughout the banking system. 

Under this framework, the policy interest rate, known as the National Bank Rate (NBR), serves 

as the key instrument for signaling monetary policy. The 7-day interbank interest rate serves as 

the operational target, through which monetary policy actions influence short-term market rates, 

liquidity conditions, and ultimately broader monetary and credit developments in the economy. 

To complement the policy rate and ensure its effectiveness, NBE has also expanded the use of 

indirect monetary policy instruments, including Open Market Operations (OMOs) and Standing 

Facilities (SFs). These instruments enable the central bank to manage short-term liquidity 

conditions and steer interbank market rates within the policy corridor, thereby improving the 

transmission of monetary policy (Bindseil, 2014; Mishkin, 2019). 

During the second quarter of FY 2025/26, NBE maintained a tight monetary policy stance aimed 

at containing inflationary pressures and moderating excess liquidity. Accordingly, the NBR was 

maintained at 15 percent, while the Standing Lending Facility (SLF) and Standing Deposit Facility 

(SDF) rates stood at 18 percent and 12 percent, respectively. 

In addition, during the review period, the NBE removed the long-standing minimum savings 

deposit interest rate of 7 percent. This reform may allow banks to determine deposit interest rates 
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based on market conditions through negotiation with depositors. The removal of the interest rate 

floor is intended to strengthen the effectiveness of the interest-rate-based monetary policy 

framework by allowing market interest rates to respond more flexibly to changes in the policy rate 

and improving the transmission of monetary policy. 

Beyond interest rate-based instruments, the NBE has continued to implement quantitative credit 

controls as a complementary policy measure. In August 2023, NBE introduced a credit growth 

cap of 14 percent on annual bank lending to curb excessive credit expansion and help reduce 

inflationary pressures. The cap was subsequently raised to 18 percent in early 2025 as inflation 

began to moderate. 

More recently, the Monetary Policy Committee of NBE, in its September 2025 meeting, decided 

to increase the allowable annual credit growth ceiling to 24 percent for FY 2025/26, while 

maintaining the policy rate at 15 percent. This decision exhibits the authorities’ effort to balance 

the need for continued disinflation with the need to support credit to the economy as the interest-

rate-based framework continues to strengthen. 

Liquidity management was further reinforced through an adjustment in statutory reserve 

requirements. Following the Monetary Policy Committee meeting held in December 2025, the 

NBE increased the monthly average reserve requirement ratio for commercial banks to 10 percent, 

from the previous 7 percent, while maintaining the daily minimum reserve requirement at 5 

percent. Banks were given a transition period of three to six months to fully comply with the new 

requirement. This measure aims to absorb excess liquidity in the banking system and support the 

ongoing disinflation process. 

The credit growth ceiling is currently maintained as a transitional macroprudential tool, as the 

transmission mechanism of the new policy rate framework is still developing. Together with the 

policy rate, OMOs, standing facilities, and statutory reserve requirements, the credit cap forms 

part of NBE’s broader policy toolkit aimed at containing inflation, managing liquidity conditions, 

and ensuring macro-financial stability. 

Overall, during the review period, NBE continued its tight monetary policy stance through a 

combination of policy rate management, liquidity operations, higher reserve requirements, and 

credit growth controls. As a result, inflationary pressures moderated, with headline inflation 

(overall inflation) declining steadily from 13.2 percent in September 2025 to 9.7 percent in 

December 2025. The decline was driven by both food and non-food components, with food 

inflation falling from 12.1 percent to 9.8 percent, and non-food inflation easing from 14.8 percent 

to 9.6 percent over the same period (Figure 1).  

This disinflationary trend likely shows the combined effect of several factors. First, sustained 

monetary tightening may have curtailed demand-side pressures. Second, improved agricultural 

output from favorable harvests probably helped stabilize food prices. Third, the curtailment of 

direct monetary financing of fiscal deficits since mid-2024 may have reduced the structural 

liquidity that previously fueled inflation. Taken together, these developments suggest the gradual 

effectiveness of the tightened monetary policy stance in containing inflation while supporting 

more balanced credit expansion. This is consistent with empirical evidence showing that 
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contractionary monetary policy reduces inflation by moderating aggregate demand and credit 

expansion (Bernanke & Gertler, 1995; Mishkin, 2019). 

 

Figure 1: Trends in Headline, Food, and Non-Food Inflation (Oct 2024 – Dec 2025) 

Source: Author’s compilation based on ESS data 

 

2.2. Monetary Aggregates and Liquidity Conditions 

2.2.1. Broad Money Developments 

Figure 2 presents the quarterly evolution of Broad Money (M2), with particular emphasis on 

developments in the second quarter of the 2025/26 fiscal year. The figure highlights a marked 

acceleration in monetary expansion during the review quarter, a trend that, on the surface, appears 

to contrast with the simultaneous moderation in inflationary pressures. The trajectory suggests 

that monetary aggregates continued to grow at a pace exceeding earlier quarters, underlining the 

complex interplay between liquidity conditions and price dynamics in a transitioning monetary 

policy framework. Excessive monetary growth can generate inflationary pressures, particularly in 

economies with limited productive capacity (IMF, 2023; Mishkin, 2019). 

In the second quarter of 2025/26, Broad Money expanded by an estimated 10.6 percent quarter-

on-quarter, representing the strongest quarterly growth recorded during the fiscal year. This 

acceleration follows a temporary moderation in the first quarter of 2025/26, when M2 growth 

slowed to approximately 5.5 percent, indicating a short-lived easing in liquidity expansion. The 

sharp rebound observed in the second quarter points to renewed liquidity injection into the 

economy, potentially showcasing sustained foreign exchange accumulation by the NBE, 
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particularly from gold and coffee exports, which injected Birr into the banking system, alongside 

strong credit disbursement amid the transitional 24 percent credit growth cap. 

On a year-on-year basis, M2 stood approximately 39 percent higher than in the corresponding 

quarter of the previous year, signaling a substantial cumulative expansion in liquidity. While such 

growth may provide short-term support to output and financing conditions, the pace of monetary 

expansion observed in the review quarter raises important considerations for inflationary 

pressures, exchange rate stability, and the broader macroeconomic stabilization agenda. 

 

Figure 2: Trend in Broad Money (M2), October 2024 – December 2025 (in million ETB) 

Source: Author’s compilation based on NBE data 

 

Table 1 presents the factors contributing to M2 growth for the period spanning the second quarter 

of FY 2024/25 to the second quarter of FY 2025/26. On a year-on-year basis, Broad Money 

expanded by 39.4 percent, indicating substantial liquidity accumulation in the domestic economy. 

This growth was predominantly driven by domestic credit, which contributed 58.5 percent to the 

annual increase. Within domestic credit, claims on non-central government entities were the 

dominant driver, contributing 65.6 percent to overall M2 growth. In contrast, claims on the central 

government exerted a modest dampening effect, contributing –7.1 percent, suggesting continued 

fiscal restraint and reduced reliance on central bank financing, while claims on financial 

institutions provided a negligible offset of –0.5 percent. Net foreign assets also played a significant 

role, accounting for 38.6 percent of the annual M2 growth, showing the NBE's accumulation of 

foreign exchange reserves. While this strengthened the external position, it simultaneously 

injected additional Birr liquidity into the domestic banking system. Other items (net) provided a 

minor offset of –2.9 percent. 
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On a quarter-on-quarter basis, Broad Money grew by 10.6 percent in Q2 2025/26, driven primarily 

by continued expansion in domestic credit and a notable improvement in net foreign assets during 

the quarter. The decomposition confirms that the recent monetary expansion has been principally 

credit-driven, with non-government borrowing playing the leading role. This composition carries 

important implications: while credit to the private sector supports economic activity, the rapid 

pace of monetary expansion, if sustained, could complicate the NBE's disinflation objectives and 

exchange rate stabilization efforts. 

 

Table 1: Key Contributors to Broad Money (M2) Growth 

Factors 

Quarters Percentage Change 

(%) 

Contributions 

of Each 

Component to 

Broad Money 

growth (%) 

(Annual) 

QII 

2024/25 

QI 

2025/26 

QII 

2025/26 
Quarter to 

Quarter    

(Q to Q) 

Year to 

Year 

(Y to Y) 

External Assets (net) -474017 -149181 -62896 -57.8 -86.7 38.6 

Domestic Credit 3021147 3447214 3644229  5.7 20.6 58.5 

Claims on Central 

government (net) 

1511179 1485849 1435309 -3.4 -5.0 -7.1 

Claims on Non-

Central government  

1509968 1961365 2208920 12.6 46.3 65.6 

Financial Institutions 35323 30123 30123 0.0 -14.7 -0.5 

Other Items (net) -154207 -106325 -184609 73.6 19.7 -2.9 

Broad Money (M2) 2701338 3404359 3765941 10.6 39.4 100 

Source: Author’s calculations based on NBE data 

 

Table 2 displays the growth rates and contributions of the main components of money supply for 

the second quarter of 2025/26. On a year-on-year basis, broad money expanded by 39.4 percent, 

driven primarily by quasi-money, which contributed 65.1 percent of the total growth. Within 

quasi-money, saving deposits were the dominant contributor (60.2 percent), while time deposits 

played a modest role (4.9 percent). Narrow money contributed the remaining 34.9 percent, 

supported largely by demand deposits (26 percent), with currency outside banks contributing a 

relatively modest 8.9 percent. This composition indicates that monetary growth continues to be 

dominated by deposit-based liquidity rather than currency in circulation, a pattern consistent with 

a gradually deepening financial system where economic agents increasingly hold wealth in 

interest-bearing forms. 
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The predominance of quasi-money, particularly saving deposits, carries important implications for 

monetary policy transmission and financial stability. First, the high share of saving deposits 

suggests that households and businesses are holding longer-term, interest-sensitive balances, 

which could enhance the transmission of policy rate signals as the NBE's new interest rate 

framework matures. Second, the relatively modest contribution of currency outside banks (8.9 

percent) indicates that liquidity remains largely within the banking system, reinforcing the role of 

banks as the primary conduit for monetary expansion. 

 

Table 2: Growth and Component Contributions to Broad Money (M2) 

Components 

Quarters Percentage Change 

(%) 

Contributions 

of Each 

Component to 

Broad Money 

growth (%) 

(Annual) 

QII 

2024/25 

QI 

2025/26 

QII 

2025/26 
Quarter to 

Quarter    

(Q to Q) 

Year to 

Year 

(Y to Y) 

Narrow Money Supply 885678 1108218 1257697 13.5 42 34.9 

Currency outside 

banks 

229781 273536 324685 18.7 41.3 8.9 

Demand deposits (net) 655898 834682 933012 11.8 42.2 26.0 

Quasi-Money 1815660 2296141 2508244  9.2 38.1 65.1 

Saving deposits 1612691 2052333 2253522  9.8 39.7 60.2 

Time deposits 202969 243808 254722  4.5 25.5 4.9 

Broad Money Supply 2701338 3404359 3765941 10.6 39.4 100 

Source: Author’s calculations based on NBE data. All nominal values are expressed in millions of Birr. 

Growth rates are in percent, and contributions are annual percentages. 

 

2.2.2. Developments in Reserve Money and Monetary Ratios 

Table 3 reveals a complex liquidity landscape in the second quarter of 2025/26, characterized by 

robust monetary expansion alongside deliberate policy tightening. Reserve money surged by 70.4 

percent year-on-year, reaching 871.6 billion ETB, driven by a more than doubling of bank deposits 

at the NBE (up 108.3 percent year-on-year) and a 38.8 percent increase in currency in circulation. 

This expansion shows the monetary impact of the NBE's foreign exchange accumulation, which 

injected substantial Birr liquidity into the banking system. In response, the NBE raised reserve 

requirements to 279.99 billion ETB (up 46.6 percent year-on-year), absorbing a portion of this 

liquidity. Despite these efforts, excess reserves, while declining modestly quarter-on-quarter (–9.1 

percent), remained more than three times higher than a year earlier, indicating that systemic 

liquidity remains historically elevated and that sterilization measures have only partially absorbed 

the inflows. 
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Encouragingly, monetary multipliers and ratios remained broadly stable during the quarter. The 

broad money multiplier held virtually unchanged at 4.34, suggesting that the transmission from 

reserve money to broader monetary aggregates has not amplified significantly, a sign that banks 

are not aggressively multiplying the expanded reserve base into new lending. Similarly, stable 

currency-to-money ratios (currency to broad money held at 10 percent) indicate that the public's 

preference for cash versus deposits has not shifted materially despite the expansion, implying 

confidence in the banking system. In total, Table 3 points to an economy awash in liquidity, largely 

from external inflows, prompting active NBE sterilization efforts. However, the stability of 

monetary ratios suggests that this liquidity is being absorbed within the banking system rather 

than spilling over into currency hoarding or uncontrolled credit expansion, a positive sign for 

monetary control as the NBE navigates its disinflation objectives. 

 

Table 3: Reserve Money and Monetary Ratios 

Items 

Quarters Percentage Change 

(%) 

QII 

2024/25 

QI 

2025/26 

QII 

2025/26 

Quarter to 

Quarter 

(Q to Q) 

Year to 

Year 

(Y to Y) 

Reserve Requirement (CB’s) 191037  252051 279990  11.08  46.56 

Actual Reserve (CB’s)  232926  451601 461415  2.17  98.09 

Excess Reserve (CB’s)  41889  199550 181425  -9.08  333.10 

Reserve Money  511486  785949 871604  10.90  70.40 

   Currency in Circulation  278678  336911 386764  14.80  38.79 

   Bank deposits at NBE  232809  449038 484841  7.97  108.26 

Money Multiplier (Ratio)      

   Narrow Money to Reserve Money  1.74  1.41 1.45  2.84 -16.67 

   Broad Money to Reserve Money  5.30  4.33 4.34  0.23 -18.11 

Other Monetary Ratios (%)      

   Currency to Narrow Money  31 30 31 3.33  0.00 

   Currency to Broad Money  10 10 10 0.00  0.00 

   Narrow Money to Broad Money  33 33 33 0.00  0.00 

Source: Author’s calculations based on NBE data. Monetary aggregates are expressed in millions of Birr. 

Growth rates are in percentage. 
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2.3. Interest Rate Developments 

Table 4 shows that the NBE maintained a steadfast monetary policy stance in the second quarter 

of 2025/26, with the National Bank Rate held at 15 percent, unchanged from both the previous 

quarter and the same period last year. This policy stability was mirrored across most administered 

rates, including minimum savings and lending rates (both at 7 percent) and all time deposit rates, 

which remained anchored at 7.7–7.8 percent. However, a notable development occurred on the 

deposit side: the maximum savings deposit rate increased to 10.0 percent (up 11.1 percent quarter-

on-quarter and year-on-year), pushing the average savings rate to 8.5 percent. This selective 

upward adjustment suggests that while the NBE maintains a tight policy stance at the aggregate 

level, some banks are competing more aggressively for retail deposits, potentially revealing efforts 

to mobilize savings amid strong liquidity demand or to manage their own funding structures. The 

stability of time deposit rates alongside rising savings rates may indicate that banks are prioritizing 

shorter-term, more flexible deposit mobilization over locking in longer-term liabilities. 

Table 4: Quarterly and Annual Changes in Key Interest Rates 

Particulars 

Quarters Percentage Change (%) 

QII 

2024/25 

QI 

2025/26 

QII 

2025/26 

Quarter to 

Quarter 

(Q to Q) 

Year to 

Year 

(Y to Y) 

National Bank Rate 15.0 15.0 15.0  0 0 

Savings Deposit Rate          

Minimum 7.0  7.0 7.0 0 0 

Maximum 9.0  9.0 10.0 11.1 11.1 

Average Saving rate 8.0  8.0 8.5 6.3 6.3 

Time Deposits      

Up to 1 year 7.7 7.7 7.7  0 0 

1-2 years 7.7 7.7 7.7  0 0 

Over 2 years 7.8 7.8 7.8  0 0 

Average Tim. Dep. Rate (Weighted) 7.7 7.7 7.7  0 0 

Demand Deposit (Weighted) 0.05 0.05 0.05 0 0 

Lending Rate      

Minimum 7.0 7.0 7.0 0 0 

Maximum 23.0 24.5 24.5 0 6.5 

T-bills rate (Weighted) 13.6 15.5 15.8 1.9 16.2 

28-days 15.2 13.8 13.7 -0.7 -9.8 

91-days 13.7 15.3 15.9 3.9  16.1 

182-days 11.4 16.3 16.2 -0.6  42.1 

364-days 14.1 16.6 17.2 3.6 21.9 

GERD Bond Yield 3      

Maturity within 5 years 7.5 7.5 7.5  0 0 

Maturity above 5 years 8.0  8.0 8.0  0 0 

Source: Author’s calculations based on NBE data 
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Treasury bill yields exhibited mixed but telling movements during the quarter. While the 28-day 

T-bill rate edged down (–0.7 percent quarter-on-quarter and –9.8 percent year-on-year), yields on 

longer tenors increased: the 91-day rate rose by 3.9 percent quarter-on-quarter and 16.1 percent 

year-on-year, the 182-day rate surged 42.1 percent above its year-ago level, and the 364-day rate 

climbed 21.9 percent year-on-year. This steepening yield curve suggests growing market demand 

for term premia, likely reflecting investor expectations of sustained tight liquidity or inflation 

concerns over longer horizons. The maximum lending rate remained at 24.5 percent, unchanged 

from the previous quarter but 6.5 percent higher than a year earlier, indicating that borrowing costs 

at the upper end remain elevated, consistent with the NBE’s disinflation objectives. Meanwhile, 

GERD Bond yields held steady, providing stable financing for infrastructure investment. Overall, 

the interest rate landscape in the second quarter points to a carefully managed tightening 

environment, with selective deposit rate adjustments and rising longer-term T-bill yields signaling 

market expectations of sustained policy discipline, even as the policy rate itself remains on hold. 

 

3. Financial Market Developments 

This section reviews financial market activity in Ethiopia during the second quarter of 2025/26, 

focusing on treasury bill auctions, interbank transactions, and developments in the corporate bond 

segment. It examines participation and demand conditions in the T-bill market and assesses trends 

in yields and investor composition. The section also reviews activity in the interbank market, 

including transaction volumes and interest rate movements within the policy corridor set by the 

National Bank of Ethiopia. Finally, it discusses developments in the corporate bond market and 

their implications for the evolution of Ethiopia’s financial system. 

Beginning with developments in the treasury bill market, Table 5 shows a remarkable shift in 

Ethiopia's treasury bill market during the second quarter of FY 2025/26. The number of bidders 

jumped to 164, a 264 percent increase from the previous quarter and more than ten times the 

number from a year ago. This growth was driven almost entirely by private sector participants, 

which rose from just 1 bidder in the second quarter of FY 2024/25 to 139 in the current quarter. 

The surge in private participation suggests that government securities are gaining credibility as 

investment tools beyond the traditional circle of public institutions and commercial banks. 

Demand for treasury bills also grew substantially during the quarter. Total bids reached 149.1 

billion Birr, a 94 percent increase from the previous quarter and more than seven times the amount 

demanded a year earlier. Investors showed strong interest across all maturities, particularly for 91-

day and 182-day bills. This preference for medium-term instruments suggests that market 

participants expect the current tight monetary policy to continue and want to lock in higher yields 

while maintaining some flexibility. 

The government supplied 86.5 billion Birr worth of treasury bills in response to this strong 

demand, up 56 percent from the previous quarter. Nearly all of this amount, 83 billion Birr, was 

successfully sold. Banks purchased 48.1 billion Birr, while non-bank investors bought 34.9 billion 

Birr. The significant role of non-bank buyers marks an important change, as it broadens the 

investor base and reduces the market's dependence on commercial banks. This diversification 

strengthens the financial system and gives the central bank more tools to manage liquidity. 
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Table 5: Treasury Bill Auction Results in the Second Quarter of FY 2025/26 

Items 

Quarters Percentage Change  

(%) 

QII 2024/25 QI 2025/26 QII 2025/26 
Quarter to 

Quarter 

(Q to Q) 

Year to 

Year 

(Y to Y) 

Number of Bidders 14 45 164 264.4 1071.4 

       Public 13 19 25 31.6 92.3 

       Private 1 26 139 434.6 13800.0 

Number of Bids Received  14 45 164 264.4 1071.4 

       Public 13 19 25 31.6 92.3 

       Private 1 26 139 434.6 13800.0 

Amount Demanded (Mn. Birr) 17367.1 76935.6 149087.9 93.8 758.4 

       28-day bill 1766.7 8853.1 24767.2 179.8 1302.0 

       91-day bill 2884 36300 63747.6 75.6 2110.0 

       182-day bill 3219.3 26615.8 42845.8 61.0 1231.0 

       364-day bill 9497.1 5166.7 17727.3 243.1 86.7 

Amount Supplied (Mn. Birr) 38193 55454.8 86516.3 56.0 126.5 

28-day bill 2288.5 1484.9 8101.6 445.6 254.0 

91-day bill 4250.1 14543.2 28355.7 95.0 567.2 

182-day bill 9339.9 24935.6 33573.2 34.6 259.5 

364-day bill 22314.5 14491.1 16485.8 13.8 -26.1 

Amount Sold (Mn. Birr) 17367.1 54813.1 83039.9 51.5 378.1 

Banks 6633.3 28350.0 48118.8 69.7 625.6 

Non-Banks 10733.8 26463.1 34921.1 32.0 225.3 

Redemption (Mn. Birr) 15659.5 49857.4 55453.9 11.2 254.1 

Average Weighted Price for 

Successful bids (%) 
94.5 93.4 93.3 -0.1 -1.3 

28-day bill 98.9 99 99  0.0  0.1 

91-day bill 96.7 96.3 96.2 -0.1 -0.5 

182-day bill 94.6 92.5 92.5  0.0 -2.2 

364-day bill 87.7 85.8 85.3 -0.6 -2.7 

Average Weighted Yield for 

Successful bids (%) 
13.6 15.5 15.7  1.3 15.4 

28-day bill 15.2 13.8 13.7 -0.7 -9.9 

91-day bill 13.6 15.3 15.8  3.3 16.2 

182-day bill 11.4 16.3 16.2 -0.6 42.1 

364-day bill 14.1 16.6 17.2  3.6 22.0 

Outstanding bills at the end of 

Period (Min. Birr) 
127039.8 283202.8 344875.1 21.8 171.4 

Banks 87606.7 159338.3 194064.0 21.8 121.5 

Non-Banks 39433.1 123864.5 150811.1 21.7 282.4 

Source: Author’s calculations based on NBE data 
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Pricing conditions reflected tighter liquidity during the quarter. The average yield on treasury bills 

rose to 15.7 percent, up from 13.6 percent a year earlier, while average prices edged slightly lower. 

Yields on longer-term bills increased more sharply than short-term bills, with 364-day paper 

yielding 17.2 percent compared to 13.7 percent for 28-day bills. This pattern suggests investors 

want higher returns for longer commitments, likely due to uncertainty about inflation. The total 

stock of outstanding treasury bills reached 344.9 billion Birr, a 171 percent increase from the 

previous year. This rapid expansion indicates the government's increasing reliance on market-

based borrowing rather than direct central bank financing. The development of domestic 

government securities markets is widely recognized as an important step in reducing reliance on 

central bank financing of fiscal deficits and strengthening monetary policy transmission by 

promoting market-based financing and benchmark interest rates (Burger & Warnock, 2006; Checo 

et al., 2024). 

 

Table 6 reveals that activity in Ethiopia's interbank money market increased notably during the 

second quarter of 2025/26. The number of interbank transactions rose to 299, a 64 percent increase 

from the previous quarter and nearly four times the number recorded a year ago. The value of 

these transactions more than doubled, reaching 133.7 billion Birr, up 100 percent from the 

previous quarter and 209 percent higher than the same period last year. These increases suggest 

that banks are now using the interbank market more regularly to manage their short-term liquidity 

needs. Higher transaction values also point to larger flows of funds between banks, which helps 

distribute liquidity more evenly across the financial system. 

Interest rates in the interbank market moved higher during the quarter. The weighted average rate 

rose to 14.7 percent, a 12 percent increase from the previous quarter. This increase suggests that 

liquidity conditions became somewhat tighter, making it more expensive for banks to borrow from 

each other. The maximum rate touched 18 percent, reaching the upper end of the NBE's policy 

corridor, while the minimum rate stayed at 12 percent. This range shows that some banks faced 

tighter liquidity while others still had excess funds to lend. The fact that rates moved within the 

policy corridor is a positive sign, as it indicates that the NBE's standing facilities are helping guide 

interbank rates as intended. 

Taken together, the data point to a more active interbank market, with banks trading more 

frequently and in larger amounts, albeit at slightly higher costs. This development is consistent 

with the NBE’s tight monetary policy stance. Increased activity in the interbank market also 

enhances monetary policy transmission, as changes in liquidity conditions are more readily 

reflected in market rates. Going forward, sustained growth in interbank activity should help the 

NBE implement its interest rate-based framework more effectively. Efficient interbank markets 

facilitate liquidity redistribution and strengthen monetary policy transmission (Allen & Gale, 

2000; Daly & Gurhy, 2025). 
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Table 6: Interbank Money Market Transactions and Interest Rate Developments (Millions 

of Birr / Percent) 

Particulars 

Quarters Percentage Change 

(%) QII 

2024/25 

QI 

2025/26 

QII 

2025/26 Quarter to 

Quarter 

(Q to Q) 

Year to 

Year 

(Y to Y) 

Interbank money market – transaction number 75.7 182 299 64.3 294.9 

Interbank money market – transaction value 43213.3 66735 133733.3 100.4 209.5 

Interest rates on interbank placements range       

-Maximum 17.8 17.3 18 4.0 1.1 

-Minimum 14.7 12 12 0.0 -18.4 

Interbank money market – Weighted Average 

Interest Rate 
17 13.1 14.7 12.2 -13.5 

Source: Author’s calculations based on NBE data 

Table 7 shows that Ethiopia’s corporate bond market remained largely dormant during the second 

quarter of FY 2025/26, continuing the pattern of limited activity observed over the past year. No 

new bond issuances, redemptions, or outstanding balances were recorded for either public 

enterprises or regional governments during the quarter. The only activity reported in the period 

covered by the table occurred in the second quarter of FY 2024/25, when a redemption of 

34,099.72 million Birr was recorded for Addis Ababa city administration. Apart from this single 

transaction, the corporate bond market has remained inactive, suggesting that the corporate bond 

segment has yet to emerge as a functional component of Ethiopia’s domestic financial market. The 

absence of activity is notable given the broader context of financial sector reforms and the 

government’s efforts to deepen capital markets. While other segments of the domestic debt market, 

particularly treasury bills, have experienced significant growth in participation and transaction 

volumes, the corporate bond market remains conspicuously underdeveloped. 

The continued dormancy of Ethiopia’s corporate bond market carries several implications for the 

country’s financial system. First, public enterprises and regional governments remain heavily 

reliant on bank lending rather than market-based financing, which concentrates credit risk within 

the banking sector. Second, the absence of corporate bonds restricts investment opportunities for 

institutional investors such as insurance companies and pension funds, which typically require 

long-term fixed-income assets to match their liabilities. Third, a functioning corporate bond 

market would provide important benchmarks for pricing credit risk across the economy, thereby 

supporting more efficient capital allocation. 

Looking ahead, developing this market will require coordinated efforts to strengthen the legal and 

regulatory framework, build institutional capacity, and encourage potential issuers to consider 

bond financing as a viable alternative to bank loans. Without such reforms, Ethiopia’s financial 

system is likely to remain heavily bank-dominated, limiting its ability to mobilize long-term 

savings for productive investment. Well-functioning corporate bond markets provide alternative 
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sources of long-term financing and reduce excessive dependence on bank lending (Fabozzi, 2007; 

Oluoch & Ojah, 2024). 

Table 7: Corporate Bond Market Activities by Issuer Type during the Second Quarter of 

2025/26, in Millions of Birr 

Items QII 2024/25 QI 2025/26 QII 2025/26 

Public Enterprises - - - 

New Placement (NP) - - - 

Redemption (Red) - - - 

Outstanding (O/S) - - - 

Regional Governments - - - 

New Placement (NP) - - - 

Redemption (Red) 34,099.72 (Addis Ababa) - - 

Outstanding (O/S) - - - 

Source: Author’s calculations based on NBE data 

 

4. Banking Sector Developments 

This section analyzes the performance of Ethiopia’s banking sector in the second quarter of 

2025/26, with particular attention to the roles of state-owned and private banks in financial 

intermediation. It examines trends in deposit mobilization and credit expansion across the two 

bank groups. The section also compares their growth patterns, liquidity conditions, and credit 

allocation structures. In addition, it reviews the sectoral distribution of credit and analyzes lending 

patterns by borrower type to better understand how credit is distributed between public and private 

sector activities. 

In line with this overview, Table 8 demonstrates that state-owned banks experienced strong growth 

in resource mobilization during the second quarter of 2025/26. Total resources mobilized reached 

2.07 trillion Birr, an 11.6 percent increase from the previous quarter and 42.2 percent growth year-

on-year. This expansion was driven almost entirely by deposit mobilization, which rose to 2.01 

trillion Birr. The strong deposit growth may indicate that state-owned banks remain the primary 

repositories of household and business savings, benefiting from extensive branch networks and 

public trust. 

Looking at deposit composition, demand deposits recorded the strongest growth, increasing by 

19.5 percent quarter-on-quarter to 823.7 billion Birr. This suggests that businesses and individuals 

are holding higher transactional balances, possibly showing increased economic activity or a 

preference for liquidity. Saving deposits also grew solidly at 10.9 percent quarter-on-quarter, while 

time deposits expanded more modestly at 8.5 percent. Loan collections during the quarter totaled 

63.9 billion Birr, a 33.5 percent decline from the previous quarter but still 63 percent higher than 

a year earlier. This moderation in collections may reflect some softening in loan repayments or a 

shift in borrower behavior. 
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The combination of robust deposit inflows and loan collections pushed net liquidity in state-owned 

banks to 1.94 trillion Birr, up 11.2 percent quarter-on-quarter and 42.2 percent year-on-year. This 

growing liquidity base supported continued credit deployment, with disbursements reaching 138.1 

billion Birr during the quarter. As a result, outstanding credit from state-owned banks rose to 797.6 

billion Birr, a 19.1 percent increase from the previous quarter and 75.5 percent higher than a year 

earlier. While such rapid credit expansion can support economic activity, it may also increase 

financial vulnerabilities if not accompanied by strong risk management and effective monitoring 

of asset quality (Schularick & Taylor, 2012).  

 

Table 8: State-Owned Banks’ Resources Mobilized, Disbursement, and Liquidity Changes, 

Millions of Birr 

Particulars 

Quarters Percentage Change 

(%) 

QII 2024/25 QI 2025/26 QII 2025/26 
Quarter to 

Quarter 

(Q to Q) 

Year to 

Year 

(Y to Y) 

Deposits (net change)  1,420,162.15 1,763,377.50 2,010,363.08 14.0 41.6 

Demand  569,410.88 689,277.65 823,708.34 19.5 44.7 

Saving  797,941.02 1,022,053.40 1,133,386.69 10.9 42.1 

Time  53,804.20 54,874.77 59,505.77 8.5 10.6 

Borrowing (net change)  - - - - - 

Local  - - - - - 

Foreign  - - - - - 

Collection of loans  39186.4 96197.3 63898.1 -33.5 63.0 

Total Resources Mobilized 1459348.6 1859574.8 2074261.2 11.6 42.2 

Disbursement 97670.8 118795.7 138092.7 16.2 41.4 

Change in Liquidity 1361677.8 1740779.1 1936168.5 11.2 42.2 

Memorandum Item: 

Outstanding Credit 

 

454371.4 

 

669772.2 

 

797614.6 

 

19.1 

 

75.5 

Source: Author’s calculations based on NBE data 

 

Table 9 reveals that private banks continued to mobilize substantial financial resources during the 

second quarter of 2025/26, driven mainly by strong deposit growth and increased loan collections. 

Deposits remained the largest source of resource mobilization, reaching 2.18 trillion Birr, a 12.3 

percent increase from the previous quarter and 46.8 percent growth year-on-year. All deposit 

categories contributed to this expansion. Demand deposits rose by 14.7 percent quarter-on-quarter 

to 732.2 billion Birr, exhibiting higher transaction balances. Savings deposits grew by 11.3 percent 

quarter-on-quarter to 1.23 trillion Birr, remaining the dominant deposit component. Time deposits 

also increased by 10.7 percent quarter-on-quarter to 225.8 billion Birr. Borrowings by private 

banks expanded as well, with net borrowing rising to 23 billion Birr, a 53.7 percent increase from 

the previous quarter. This growth was driven largely by local borrowing, which increased by 58.5 

percent quarter-on-quarter, while foreign borrowing declined notably year-on-year, suggesting 

reduced reliance on external financing. 
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Loan collections reached 136.8 billion Birr during the quarter, a 24.5 percent increase from the 

previous quarter and 65.7 percent growth year-on-year, indicating improved loan repayments. As 

a result, total resources mobilized by private banks increased to 2.34 trillion Birr, registering 13.4 

percent quarter-on-quarter growth and 47.3 percent year-on-year expansion. On the utilization 

side, loan disbursements rose sharply to 256 billion Birr, indicating a 78.3 percent increase from 

the previous quarter and a remarkable 251.7 percent surge compared to the same quarter last year. 

This rapid acceleration in lending suggests that private banks are becoming more aggressive in 

extending credit to the economy. Despite this strong growth in disbursements, outstanding credit 

reached 1.62 trillion Birr, up 14.5 percent from the previous quarter and 33.9 percent year-on-year. 

Liquidity in the private banking system continued to expand, reaching 2.08 trillion Birr, an 8.5 

percent quarterly increase and a 37.6 percent rise year-on-year. This indicates that resource 

mobilization continued to outpace credit disbursement, leaving private banks with ample liquidity 

buffers. Compared with state-owned banks, private banks recorded stronger year-on-year deposit 

growth, while state-owned banks experienced faster growth in outstanding credit. Loan 

disbursements by private banks also increased more rapidly than those of state-owned banks, 

showing a relatively aggressive lending posture. These developments exhibit the growing 

contribution of private banks to financial intermediation and credit provision in Ethiopia, 

consistent with the broader role of banks in mobilizing savings, allocating capital, and supporting 

economic growth in developing economies (Levine, 2005). 

 

Table 9: Private Banks’ Resources Mobilized, Disbursement, and Liquidity Changes, 

Millions of Birr 

Particulars 

Quarters Percentage Change 

(%) 

QII 2024/25 QI 2025/26 QII 2025/26 
Quarter to 

Quarter 

(Q to Q) 

Year to 

Year 

(Y to Y) 

Deposits (net change)  1481621.9 1937170.8 2175531.3 12.3 46.8 

       Demand  452877.8 638333.6 732202.5 14.7 61.6 

       Saving  876463.8 1109185.7 1233917.9 11.3 40.8 

    Time  158645.9 203988.2 225810.4 10.7 42.3 

Borrowing (net change)  20470.3 14973.1 23018 53.7 12.4 

       Local  17909.4 13529.7 21438.8 58.5 19.7 

       Foreign  2560.9 1443.4 1579.1  9.4 -38.4 

Collection of loans  82548.0 108264.5 136797.2 24.5 65.7 

Total Resources Mobilized 1584640.2 2060408.4 2335346.5 13.4 47.3 

Disbursement 72783.9  143518.2 255956.5  78.3 251.7 

Change in Liquidity 1511856.3 1916890.2 2079390.0 8.5 37.6 

Memorandum Item: 

         Outstanding Credit 

 

1210156.6 

 

1415795.7 

 

1620735.3  

 

14.5 

 

33.9 

Source: Author’s calculations based on NBE data 
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Table 10 shows that public banks disbursed 138.1 billion Birr in new loans during the second 

quarter of 2025/26, while collecting 63.9 billion Birr, resulting in outstanding credit of 797.6 

billion Birr. Total credit exposure across sectors reached 999.6 billion Birr. Credit allocation 

remained heavily concentrated in a few key sectors. Manufacturing received the largest share, 

with outstanding credit of 206.3 billion Birr and total exposure of 249.0 billion Birr, reflecting its 

central role in Ethiopia's industrial development strategy. Domestic trade recorded the highest 

disbursements during the quarter at 40.2 billion Birr, indicating strong demand for working capital. 

Building and construction also received significant financing, with outstanding credit of 128.9 

billion Birr, supporting infrastructure and real estate development. Agriculture received 38.5 

billion Birr in new disbursements, with outstanding credit of 120.3 billion Birr, underscoring 

continued support for productivity and food security. 

 

Table 10: Sectoral Distribution of Public Banks’ Credit in the Second Quarter of 2025/26 

(Million Birr) 

Borrowing Sector Disbursement Collection 
Outstanding 

credit 
Total 

Agriculture 38479.50 6,703.04 120,252.59 165,435.13 

Manufacturing 26,335.79 16,389.50 206,253.53 248,978.82 

Domestic trade 40,232.37 16,092.93 117,155.40 173,480.70 

International Trade 7,020.37 4,681.23 69,364.38 81,065.98 

    Export 5,394.96 3,320.30 52,056.81 60,772.07 

    Import 1,625.41 1,360.93 17,307.56 20,293.90 

Hotels and Tourism 1,670.41 931.35 11,443.61 14,045.37 

Building and construction 8,579.20 5,111.90 128,898.49 142,589.59 

Mines, power and water resources 316.68 271.91 5,027.47 5,616.06 

Financial institutions 2,386.36 1,362.10 21,324.55 25,073.01 

Transport and communication 627.41 409.50 4,691.90 5,728.81 

Health and education 453.94 260.13 2,252.89 2,966.96 

Consumer and staff loans 11,982.66 11,681.82 110,408.16 134,072.64 

Other sectors 7.99 2.74 541.63 552.36 

Total 138,092.69 63,898.14 797,614.60 999,605.43 

Source: Author’s compilation based on NBE data 

Within international trade, credit to export activities reached 60.8 billion Birr, considerably higher 

than the 20.3 billion Birr allocated to imports. This pattern suggests public banks are prioritizing 

export financing to support foreign exchange earnings. Consumer and staff loans also represented 

a notable portion at 110.4 billion Birr in outstanding credit, indicating sustained household 

borrowing. In contrast, sectors such as transport and communication, health and education, and 

mines and water resources received relatively smaller shares, suggesting less diversified lending. 
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In total, the sectoral distribution shows that public banks continue to prioritize productive sectors 

and trade-related activities that align with national development goals, particularly manufacturing, 

agriculture, and exports. While this concentrated approach supports structural transformation, it 

may also expose public banks to sector-specific risks if any of these priority sectors experience 

downturns. Such concentrated credit exposures can increase systemic vulnerability and amplify 

the impact of sectoral shocks on financial stability (Acharya, 2009; Andrieș et al., 2025). 

Table 11 exhibits that private banks disbursed 256 billion Birr in new loans during the second 

quarter of 2025/26, while collecting 136.8 billion Birr, resulting in outstanding credit of 1.62 

trillion Birr and total credit exposure of 2.01 trillion Birr. The sectoral distribution reveals a strong 

concentration in trade-related activities. International trade received the largest share, with 

outstanding loans of 483.4 billion Birr and total exposure of 631.4 billion Birr. Within this 

category, export financing reached 312.1 billion Birr, significantly higher than import financing 

at 171.2 billion Birr, indicating private banks' active role in supporting foreign exchange earnings. 

Domestic trade also absorbed substantial credit, with outstanding loans of 342.1 billion Birr and 

total exposure of 439.5 billion Birr, reflecting strong demand for working capital in wholesale, 

retail, and distribution activities. The manufacturing sector received considerable support as well, 

with outstanding credit of 216 billion Birr, while building and construction followed with 190.5 

billion Birr in outstanding loans. 

Private banks also extended notable credit to consumer and staff loans at 122.1 billion Birr and 

transport and communication at 75.7 billion Birr. In contrast, sectors such as mines and water 

resources, financial institutions, and health and education received relatively small shares, 

indicating that private bank lending remains concentrated in trade, manufacturing, and 

construction. Compared with public banks, private banks allocate a significantly larger share of 

their credit to trade activities, while public banks focus more on agriculture and strategic sectors. 

This pattern suggests that private banks are primarily oriented toward commercial and market-

driven activities closely linked to import-export operations and domestic distribution networks. 

Their strong focus on export financing also aligns with national goals of improving foreign 

exchange earnings, though the concentration in trade and construction exposes them to sector-

specific risks should those areas face downturns. 

Table 12 portrays a distinct, though partially overlapping, division of labor within Ethiopia's 

banking sector during the second quarter of 2025/26, driven by bank ownership structure. State-

owned banks demonstrate a hybrid approach, serving as a critical bridge between the government's 

developmental objectives and the private sector. While they provide indispensable financing to 

state enterprises, accounting for 121.9 billion Birr in outstanding loans, a figure significantly 

higher than that of private banks, their primary focus has shifted decisively toward private 

businesses. They channeled over 91% of their new disbursements (125.9 billion Birr) to private 

enterprises, resulting in an outstanding loan portfolio of 663.8 billion Birr to this segment. This 

suggests that state-owned banks are leveraging their substantial balance sheets not just for public 

sector entities but also as a major engine for general commercial activity. Conversely, their lending 

to cooperatives remains nominal (just 11.9 billion Birr outstanding), hinting at either a strategic 



Quarterly Macroeconomic Update Volume 10 Number 04             March 2026   19 

prioritization of larger-scale borrowers or persisting challenges in assessing and underwriting the 

credit risk associated with smaller, collective enterprises. 

 

Table 11: Sectoral Distribution of Private Banks’ Credit in the Second Quarter of 2025/26 

(Million Birr) 

Borrowing Sector Disbursement Collection 
Outstanding 

credit 
Total 

Agriculture 17,864.85  10,400.76  97,603.66  125,869.27 

Manufacturing 16,743.82  14,734.36  215,988.49  247,466.67 

Domestic trade  67,244.34  30,140.24  342,105.95  439,490.53 

International Trade 100,370.17  47,680.11  483,352.91  631,403.19 

    Export 73,477.79  32,287.72  312,104.95  417,870.46 

    Import 26,892.38  15,392.40  171,247.97  213,532.75 

Hotels and Tourism 2,339.56  2,254.52  43,048.00  47,642.08 

Building and construction 17,334.11  10,510.22  190,507.88  218,352.21 

Mines, power and water resources 1,171.07  330.42  841.02  2,342.51 

Financial institutions 484.18  384.74  9,460.12  10,329.04 

Transport and communication 12,867.00  7,046.02  75,734.47  95,647.49 

Health and education 499.09  452.14  8,574.89  9,526.12 

Consumer and staff loans 9,337.82  7,722.81  122,127.12  139,187.75 

Other sectors 9,700.50  5,140.81  31,390.78  46,232.09 

Total 255,956.50  136,797.17  1,620,735.29  2,013,488.96 

Source: Author’s compilation based on NBE data 

 

In contrast, private banks operate with a laser-focused, commercially driven strategy, 

overwhelmingly concentrating their resources on the private enterprise segment. Their lending to 

private businesses is the cornerstone of their business model, absorbing 96.3% of their new loan 

disbursements (246.5 billion Birr) and constituting a massive 1.59 trillion Birr, or 98.3%, of their 

total outstanding loans. This demonstrates a clear preference for borrowers perceived to have 

established credit histories and the capacity for high-volume transactions. Engagement with state 

enterprises (10.5 billion Birr outstanding) and cooperatives (16.2 billion Birr outstanding) is 

marginal, representing less than 2% of their combined loan book. This pattern confirms that 

private banks are the primary financiers of Ethiopia's private sector, directing credit to the most 

commercially viable and dynamic businesses, largely independent of direct state influence. 

Collectively, the data paints a clear picture of a banking system where private enterprises are the 

dominant recipients of credit, irrespective of the lender's ownership. This market reality is 

validated by the loan collection figures, which show that collections from private enterprises are 
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substantially higher than from other borrower types for both state-owned and private banks. This 

strong repayment performance reinforces the commercial logic for banks to prioritize this 

segment. While state-owned banks fulfill a complementary role by financing the state enterprise 

sector, their own data shows they are equally, if not more, committed to private sector lending. 

Ultimately, the second quarter of 2025/26 figures indicate that Ethiopia's financial landscape is 

predominantly market-driven, with credit flowing most freely to private commercial enterprises, 

a trend that is both led by private banks and robustly supported by their state-owned counterparts. 

 

Table 12: Credit Distribution by Borrower Type and Bank Ownership in the Second Quarter 

of 2025/26 (Million Birr) 

Variable 
Loan 

disbursement 

% 

Share 

Loan 

Collection 

% 

Share 

Outstanding 

loan 

% 

Share 

State owned Bank 138093 35 63898 32 797615 33 

       State Enterprises 12,112.61 8.7 4,990.38 7.8 121,882.81 15.3 

       Cooperatives 64.42 0.1 246.00 0.4 11,899.15 1.5 

Private Enterprises 125,915.65 91.2 58,661.77 91.8 663,832.65 83.2 

Private Banks 255957 65 136797 68 1620735 67 

      State Enterprises 2,671.47 1.1 1,572.01 1.2 10,503.15 0.7 

      Cooperatives 6,759.92 2.6 3,989.11 2.9 16,218.23 1 

      Private Enterprises 246,525.11 96.3 131,236.05 95.9 1,594,013.91 98.3 

Grand Total  394050 100 200695 100 2418350 100 

Source: Author’s calculations based on NBE data 

 

5. National Bank of Ethiopia Balance Sheet Developments 

This section examines the structure of the National Bank of Ethiopia (NBE) balance sheet during 

the second quarter of 2025/26. It reviews developments on both the asset and liability sides of the 

central bank’s balance sheet, with particular attention to loans and advances, deposit liabilities, 

and foreign exchange–related operations. The section also analyzes changes in the composition of 

reserves and government deposits and assesses their implications for liquidity conditions and the 

NBE’s net claims position. 

Against this backdrop, Table 13 provides a detailed picture of these developments, showing a 

notable transformation in the NBE’s balance sheet during the second quarter of 2025/26. On the 

asset side, total loans and advances remained unchanged from the previous quarter at 704.8 billion 

ETB, with lending to the central government holding steady at 674.7 billion ETB while advances 

to the Development Bank of Ethiopia contracted by 14.7 percent year-on-year. This stability in 

central bank lending, particularly the absence of new lending to government, aligns with the 

Ministry of Finance's commitment since mid-2024 to avoid direct advances from the NBE and 

instead finance fiscal deficits through market-based instruments such as treasury bills. The 

reduction in Development Bank of Ethiopia financing may exhibit a strategic shift away from 
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direct central bank funding of development finance institutions, potentially pushing such entities 

toward market-based funding sources. 

The liability side tells a more dynamic story, with total deposit liabilities surging to 1.66 trillion 

ETB, a 9.9 percent quarter-on-quarter increase and 39.4 percent year-on-year growth. This 

expansion was overwhelmingly driven by commercial banks' reserve deposits, which more than 

doubled year-on-year to 485.1 billion ETB, alongside a 77.9 percent annual surge in government 

deposits to 127.1 billion ETB. The substantial buildup of bank reserves reveals the NBE's foreign 

exchange accumulation operations, which inject Birr liquidity into the banking system when the 

central bank purchases foreign currency. Notably, the net claims of NBE deepened further into 

negative territory, reaching –951 billion ETB, indicating that deposit liabilities now far exceed the 

central bank's lending assets. This structural shift has profound implications: it suggests the NBE 

is increasingly functioning as a liquidity absorber rather than a liquidity creator, a reversal of its 

historical role, while also exposing the central bank to significant foreign exchange revaluation 

risk, as its foreign currency-denominated assets and liabilities must be translated at market rates 

under the new flexible exchange rate regime. 

 

Table 13: National Bank of Ethiopia: Selected Balance Sheet Indicators (Millions of Birr) 

Particulars 

Quarters Percentage Change 

(%) QII 

2024/25 

QI 

2025/26 

QII 

2025/26 Quarter to 

Quarter 

(Q to Q) 

Year to 

Year 

(Y to Y) 

1. Loans and Advances 712443.2 704807.6 704807.6  0 -1.1 

1.1. To Central Government 

1.2. To Development Bank of Ethiopia 

675120.5 

35322.7 

674684.9 

30122.7 

674684.9 

30122.7 

 0 

 0 

-0.1 

-14.7 

2. Deposit Liabilities 1187964.5 1506684.9 1655852 9.9 39.4 

2.1. Government 71457.5 113110.4 127108.1 12.4 77.9 

2.2. Financial Institutions (O/W:) 234713.6 450082.6 485400.8 7.8 106.8 

- Banks (Reserve) 233761.1 449560.5 485120.8 7.9 107.5 

- Insurance Companies 15.5 7.9 22.8 188.6 47.1 

3. Net Claims of NBE -475521.3 -801877.3 -951044.4 18.6 100 

Source: Author’s calculations based on NBE data 

 

6. Concluding Remarks 

The second quarter of FY 2025/26 marked a period of continued transition in Ethiopia’s monetary 

policy framework. The National Bank of Ethiopia (NBE) maintained a tight monetary policy 

stance through policy rate management, higher reserve requirements, and credit growth controls. 

During the quarter, inflation moderated to single digits by December 2025, likely reflecting a 

combination of factors including cumulative monetary tightening, improved agricultural output, 

and reduced direct fiscal financing from the central bank. At the same time, broad money growth 
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accelerated, driven largely by domestic credit expansion and foreign asset accumulation 

associated with export inflows. The relative stability of monetary ratios suggests that the 

expansion in liquidity has largely been absorbed within the banking system, indicating an 

improving adjustment process under the evolving monetary policy framework. 

Financial market developments showed signs of gradual deepening. Activity in the treasury bill 

market strengthened, with increased private participation broadening the investor base for 

government securities and supporting the transition toward market-based government financing. 

The interbank market also became more active, with transaction volumes rising and interest rates 

moving within the policy corridor established by the NBE, suggesting improving liquidity 

management among banks and strengthening monetary policy transmission. However, the 

continued limited activity in the corporate bond segment shows a persistent gap in Ethiopia’s 

capital market development. 

Banking sector developments revealed distinct but complementary roles for state-owned and 

private banks in financial intermediation. Both groups mobilized substantial resources through 

strong deposit growth, with private banks recording faster increases in deposits while state-owned 

banks showed relatively stronger expansion in outstanding credit. Sectoral lending patterns 

differed between the two groups: public banks directed a larger share of credit toward 

manufacturing, agriculture, and export-oriented activities in line with national development 

priorities, whereas private banks concentrated more heavily on trade and commerce. Despite these 

differences, both bank groups allocated the majority of their credit to private enterprises, 

underscoring the central role of private sector lending in driving overall credit expansion. 

Developments in the balance sheet of the National Bank of Ethiopia exhibited ongoing structural 

changes in the central bank’s financial position. While the asset side remained relatively stable 

during the quarter, deposit liabilities increased significantly, largely due to rising commercial bank 

reserves and government deposits. The absence of new lending to the government indicates a 

continued shift away from direct monetary financing of fiscal deficits, strengthening policy 

credibility. At the same time, foreign exchange accumulation has contributed to higher liquidity 

in the banking system, partially offset by increased reserve requirements. The resulting deepening 

of the central bank’s negative net claims position suggests that the NBE is increasingly functioning 

as a liquidity absorber, a shift that, together with the flexible exchange rate regime, introduces 

new balance sheet considerations including potential foreign exchange valuation risks. 

Based on the analysis, the following policy recommendations are proposed, prioritized and 

tailored to address the key findings: 

1. Strengthen Monetary Policy Implementation and Liquidity Management 

• Enhance the transmission of policy rates: With the new interest-rate-based framework still 

maturing, continued development of the interbank market and clearer communication of 

policy intentions would help policy signals transmit more effectively to deposit and 

lending rates. 
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• Refine sterilization instruments: Given the substantial buildup of bank reserves from 

foreign exchange accumulation, further development of open market operations and other 

sterilization tools would help manage systemic liquidity more effectively and support 

disinflation objectives. 

• Maintain a cautious approach to credit growth ceilings: As the credit growth cap transitions 

from a primary tool to a macroprudential measure, careful calibration will be needed to 

balance credit support for economic activity with the need to contain inflationary 

pressures. 

2. Enhance Banking Sector Resilience and Risk Management 

• Monitor asset quality amid rapid lending growth: With private bank loan disbursements 

increasing by 251.7 percent year-on-year and concentrations in trade and construction 

sectors, enhanced supervision and regular stress testing would help identify emerging risks 

to asset quality. 

• Encourage diversification of lending portfolios: Given the concentrated exposure of public 

banks in manufacturing and agriculture, and private banks in trade and commerce, 

measures to encourage more diversified lending across sectors could reduce vulnerability 

to sector-specific downturns. 

• Strengthen risk management frameworks for state-owned banks: With state-owned banks 

holding 797.6 billion Birr in outstanding credit and showing faster credit growth than 

private banks, continued attention to risk management practices and portfolio quality 

would be beneficial. 

3. Develop Domestic Financial Markets 

• Build on treasury bill market momentum: The dramatic increase in private participation in 

treasury bill auctions presents an opportunity to further broaden the investor base and 

deepen the market for government securities, supporting the transition away from direct 

central bank financing. 

• Address corporate bond market dormancy: Developing the legal and regulatory 

framework, building institutional capacity, and providing incentives for potential issuers 

could help activate the corporate bond market, providing alternative financing sources and 

reducing bank concentration risk. 

• Support continued interbank market development: The increased activity and rates moving 

within the policy corridor are positive developments. Continued efforts to encourage bank 

participation and improve liquidity distribution across the system would support monetary 

policy transmission. 

4. Strengthen Central Bank Balance Sheet Management 

• Manage foreign exchange revaluation risk: With the deepening negative net claims 

position and exposure to foreign currency-denominated assets and liabilities under the 
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flexible exchange rate regime, developing frameworks for managing exchange rate risk 

would be prudent. 

• Maintain the shift away from direct fiscal financing: The absence of new lending to 

government is a positive development. Continuing this practice and relying on market-

based borrowing would support monetary policy credibility and inflation control. 

• Coordinate foreign exchange accumulation with liquidity management: While building 

reserves through export earnings strengthens the external position, closer coordination 

with sterilization operations would help manage the domestic liquidity implications of 

foreign exchange purchases. 

5. Support Productive Sector Financing and Economic Diversification 

• Maintain focus on export financing: Given the strong emphasis on export lending by both 

bank types and its importance for foreign exchange earnings, continued support for export-

oriented activities could be maintained while ensuring appropriate risk assessment. 

• Encourage lending to underserved sectors: The limited lending to cooperatives by state-

owned banks and the minimal engagement with agriculture by private banks suggest 

opportunities to explore how credit access could be expanded to these segments while 

managing risks appropriately. 

• Support the development of lending infrastructure: Investments in credit reporting 

systems, collateral registration, and borrower assessment capabilities could help banks 

expand lending to a wider range of borrowers while maintaining portfolio quality. 
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