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VISION

To Become a World-Class Commercial Bank by the year 2025.
MISSION

We are committed to best realize stakeholders’ values through enhanced financial intermediation globally
and supporting national development priorities, by deploying highly motivated, skilled and disciplined
employees as well as state of the art technology. We strongly believe that winning public confidence i the
basis of our success.

VALUES

1. Integrity
* We are committed to the highest ideals of honor and integrity.
* We strive to act in an honest and trustworthy manner.
* We firmly adhere to ethical principles.

2. Customer Satisfaction
* We strive to excel in our business and satisfy our customers.
* We are committed to offering the highest quality service to our customers and aspire to be branded
with quality im the minds of our customers and the general public.

3. Employee Satisfaction
* We are committed to employee training and professional development.
* We distinguish our employees as valuable organizational resources.
* We recognize our employees for their achievements.

4. Leaming Organization
* We are committed to anticipating and responding to internal and external changes through
constant improvement and adaptation.
= We strive to establish a culture that nurtures individual and group leaming.

3. Teamwork and Collaboration
* We recognize the importance of teamwork for our success.
* We support one another and working co-operatively.

6. Public Trust
* We understand that the sustainability of our business depends on our ability to maintain and
build confidence.

7. Value for Money
* We use resources carefully to save expense, time or effort.
* We deliver the same level of service for less cost, time or effort.
* We deliver & better service for getting a better return for the same amount of expensa, time and effort.

8. Decentralization
* We are committed to delegating operations and decision-making responsibilities.

9. Corporate Citizenship
* We value the importance of our role in national development endeavors.
* We abide by the laws of Ethiopia and other countries in which we do business.
* We care about society's welfare and the environment.
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MESSAGE FROM THE
PRESIDENT/ CEO

We at the Commercial Bank of Ethiopia had remarkable meetings separately with the Ethio-
pian Diaspora and exporters working with the bank during the last two months. In keeping
with the values of CBE to create customer satisfaction, it went all the way to assessing the
needs of the Diaspora and developing mortgage loan product. The loan product was hence
made available to Ethiopians living abroad and foreigners of Ethiopian origin who at the
forum forward feedbacks and comments for furthers improvements.

Many who came home to visit relatives came in droves to the meeting held at Sheraton
Addis. Almost all were engaged in the discussion about building houses in their beloved
country. Senior credit officials, including myself, explained about the credit service and gave
clarifications. Brochures on the housing loan were also distributed and comprehensive in-
formation pested on the website of the bank. From the lively meeting we had with the Dias-
pora, the Commercial Bank of Ethiopia hopes that they would be wise enough to seize this
opportunity as CBE has offered good service, fulfilling its values to strive for the satisfaction
of customers in every form.




I would like to note here that the success of the housing loan will not only benefit the Ethi-
opian diaspora but also the country which can make good use of the money for the devel-
opment of the nation. This mutually beneficial arrangement needs to be expanded and our
bank is devoted to this objective.

Similarly, the latest meeting with exporter customers of the bank was meant to encourage
the exporters and serve them better. Many exporters took part in the discussion that | dis-
covered to be very important.

Ethiopia's export is not as glamorous as its economic growth. The stagnating or declining
trend of the export trade is worrisome and calls for huge collaboration of all stakeholders.
Cognizant of this responsibility, the Commercial Bank of Ethiopia has been holding an annu-
al event that brings customer exporters of the bank together.

Dubbed CBE's Exporters Day, the 7th annual event took place at Addis Hilton at the end of
December 2018. The interest of CBE and the participants was and is to develop the export
sector. | believe that this commeon interest has brought about consensus on the need for
removing domestic problems to effectively compete globally. We, the CBE, will stand by our
exporters in all eventualities.

To demonstrate its continued commitment to customers and express gratitude, CBE also
held a dinner party that same evening of the Exporters Day where outstanding foreign cur-
rency earners for the bank received awards. Qur Board Chairperson Ate Ahmed Abtew gave
the awards and assured them that the bank will do everything in its capacity to extend
support to all who generate foreign currency which is vital for our socio-economic develop-
ment. We are, therefore, looking forward to the export sector to pick up soon, and further
improve in the years to come.

Bacha Gina
President/CEO




Ethiopian Banking in Historical
Perspective and the Need to Take

Proactive Actions
By Tilahun Abbay ( former president of CBE)

1, INTRODUCTION

This paper is prepared in response to an invitation initiated and formally addressed to the author,
among other invitees, by the former President of the Commercial Bank of Ethiopia, Ato Bekalu
Zeleke, on the occasion of the celebration marking the 75th Anniversary of the Bank which be-
gan on December 2,2017 but continued to be subsequently and colorfully celebrated intermittently
by other similar complementary events. The paper is designed to highlight the salient features
which characterized the developments of the finandial sector during the last 113 years and the
shortcomings and the challenges experienced with respect thereto. Modest attempt is also made
to recommend the major responsive and proactive measures needed to be taken by regulatory
authorities and other stakeholders concemed in the light of the benefits to be gained from the
entry of foreign banks in due course. Most importantly in the wake of the continually globalizing
waorld, opening up the financial sector ranks foremost lest we lag behind in the integration process
due to the consequential ramifications of protracted delays which would be too costly to catch up
in terms of technology transfer, human capital development and skills and complex banking prod-




ucts not yet intreduced inm Ethiopia. Therefore,
well-thought-of, visionary and forward look-
ing preparedness in all respects is paramount
in the best interest of the finance sector in par-
ticular and the overall growth of our country

at large.

2, Early Doys of Bawnking
. J :

v E tHLE:Fi.C-.

Unlike the historical development of bank-
ing in the rest of colonial Africa, there was
no bank in Ethiopia prior to the 19th century
and the legal framework for same was not in
place. Mor was there the initiative needed to
raise financial capital and to pioneer human
capacity building to conduct banking busi-
ness. Thus, the first bank in Ethiopia came
only into being 13 years ago.

Although gold coins {samples of which
have been preserved to date at the Ethio-
pian Mational Museum) were minted local-
ly and used as medium of exchange during
the Axumite Empire, modern banking dates
back to the establishment of the Bank of
Abyssinia in 1905, during the reign of Em-
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peror Menelik 1l. The capital of the bank was
500,000 pounds sterding, of which 100,000
was subscribed and paid up when the bank

was constituted and further capital was
raised by public offerings of shares in Addis
Ababa, Cairo, Alexanderia, Vienna, Rome,
London, Paris and Mew York.

The Emperor sought the assistance of both
the British and French Governments to help
him establish a bank; but he finally favored the
British over the French because of an earlier
resentment he had with the French with re-
spect to the Franco-Ethiopian Djibouti-Addis
Ababa Railway. (According to anecdote, the
Emperor wanted the railway to extend from
Djibouti to Addis then all the way through the
western part of Ethiopia to the White Nile
but, the French did not comply with the origi-
nal agreement). Hence the British owned Na-
tional Bank of Egypt was mandated to estab-
lish the Bank of Abyssinia in May 1905 under

the Egyptian Commercial Law.
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The Canadian, Mr.(.5 Collier was appoint-
ed as the first CEO of the Bank. Accord-
ing to Pamkurst (1965), the Bank was lo-
cated initially at Ras Mekonnen Palace
(now Addis Ababa University) and later
moved to another building.

The Bank of Abyssinia combined both the
responsibility of undertaking the central and
commercial bank functions. Based on the
“Charter for the Bank of Abyssinia™ signed
on March 11, 1905, the Bank was granted
Lo years concession of exclusive monopoly
right to mint coins and be the sole financial
agent of the government, give priority for
all issues of govermment loans, permission
to bonded warehouses, free grant of land
for the Bank's premises, and transport of its
specie by rail in the country at government
rates. Im addition, 10% of the profit would be
earmarked for distribution to shareholders
as dividend and the remaining 20% of the
profit assigned to the Emperor.

In return for these concessions, Emper-
or Menelik forwarded three pre-condi-
tions:

@) Internalization of the institution on
three tiers represented by sharehold-
ers, Board of Directors, and the man-
agement;

b] A number of seats in the board
be reserved to imperial nominees;
and

) Transfer to the Emperor substantial
share of profit.

Cairo was chosen for the registered of-
fice of the institution and the forum for

the meeting of the Board of Directors and
shareholders. The first Board of Direc-

tors of the Bank comprised of:

1.5ir Elwinn Palmer, Governor of the Nation

al Bank of EEVPL. . sucusminsesa «o0 Chairman
2.0 Mak Gillivray, Governor of the Bank of
Abyssinia... cco voe semsaninee oo VChairman
3.Bogos Pasha Nubar, Director of the Nation
al Bank of Egypt... ... ... Member
4.Raffaile Suares, Director of the National
Bank of Egypt «. -t cou voa .. Memiber

5.1. De Menashe, Director of the National
Bank of Egypt... . cox cas sas o Member

6. F.Monaovissin, Director of the Societe
Generale de Credit Industrial et Commer
clal viiriinsinsninns oaa . Miember

7.Francesco Varvaro Pojero, Director of the

Bank of Italy... ... ... ... ... Member
5. Wilhelm Pelzaeus, German citizen living in
COlND ... vee e ae e s anmee BTN

g9.Ras Mekonnen, Governor of Harar (Ap
pointed by Menelik) ... ... ... ... Member

10.Ras Wolde-Giorgis, Governor of Kaffa (Ap
pointed by Menelik) ... ... Member

In the subsequent years, however, the Em-
peror felt uncomfortable with the Bank's
performance occasioned by its failure to pro-
mote developmental activities, its sluggish
growth in terms of branch expansion and
outreach, inability to introduce various bank-
ing products and the composition of Board
of Directors, which was dominated by expa-
triates and the management disproportion-
ately skewed in favor of catering services
to the foreign communities and the limited
number of rich local merchants.

Therefore, with capital increase, renewed
mandate and wider owner representation on
the Board of Directors, a new bank named
“Bank of Ethiopia" was established in 1931 in

place of the Bank of Abyssinia which was lig-




uidated by Emperor Haile-Selassie |, although
the idea was originally conceived and deliber-
ated upon by Emperor Menelik. The Bank was
fuilly subscribed and became the first wholly
owned government bank of indigenous Afri-
cans in the continent. Unfortunately, the ltal-
ian occupation of Ethiopia in 1936 caused the
liguidation of Bamk of Ethiopia. There were
other banks as well then such as Societe Matio-
nale d' Ethiopie pour le Development de I"Ag-
riculture et du Commerce(established during
Emperor Menelik in 1909) and other foreign
banks like Banco Di Roma (Eth) 5., Banco
Di Mapoli (Eth) 5.C, Banca Mationale de La-
vore, and Banque de ndochine.

After the [talians were driven out of Ethiopia
and Emperor Haile Selassie returmed to the
country, a new bank named, “5State Bank of
Ethiopia" was established in 1942 with a capital
of one million Maria Theresa. The Bank, which
began its operation in the following year with
42 staff and two branches, was entrusted with
the responsibility of acting as custodian of the
Ethiopian Government money and as the fiscal
agent of the Ministry of Finance.

In 1946, the Bank was entrusted by the gov-
ernment with added responsibility of issuing
bank notes and administering the foreign
exchange reserves of the country, undertak-
ing current (checking) accounts, provision of
loans, monitoring foreign exchange and ex-
ecuting transfers telegraphically and by mail
transfer orders. During the same year, savings
account services began to be provided for cus-
tomers at 4% interest per anmum and the Bank
issued bank notes and minted various denom-
ination of coins. Going forward, it managed
to replace the East African Shilling, Italian Lire
and the Maria Theresa which had been circu-

lating in the country as medium of exchange.

Subsequently over the years, the Bank intensi-
fied its scope of services and began providing
financing for existing manufacturing firms and
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service rendering organizations.

During its 11 years of existence, from 1943 to
1963, the State Bank of Ethiopia had the fol-
lowing branches and regencies:

= State Bank of Ethiopia, Addis Ketema
Branch, Addis Ababa;

= State Bank of Ethiopia, Dessie Branch, Des
sie;

= State Bank of Ethiopia; Assab Branch,
Assab;

=5State Bank of Ethiopia Dire Dawa Branch,
Dire Dawa;

=5State Bank of Ethiopia, Jimma Branch,
Jimma;

=Mortgage Bank 5.C, Addis Ababua;

= Maritime Transit Agency, Djibouti;

= Investment Bank Addis Ababa; and

= Maritime Transit Agency, Khartoum.

With the advent of the formation of a new
private-owned bank named “Addis Ababa
Bank 5.C", (40% owned by Mational and Grin-
dlays Bank, LLK, and 60% by Ethiopian citizens
and foreign nationals residing in Ethiopia), it
became necessary to issue new banking laws
that would accommodate private banks and
simultaneously split the State Bank of Ethio-
pia into the “MNational Bank of Ethiopia™ and
the “Commercial Bank of Ethiopia” in 1963.
The establishment of the Addis Bank 5.C
triggered aggressive competition within the
banking industry. Enabling environment was
created within the banking industry to foster
competition among domestic banks and the
banks started to recruit graduates from col-
leges and universities, motivate and retain
them, refine customer service delivery, and
develop new banking products. The Institute
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of Banking and Insurance was established to

conduct a three-year diploma program on reg-
ular basis with a view to attaining the forgoing
objectives and augment the need for skilled
manpower. The author of this article taught
the graduating students of the institute on
domestic banking, international banking and
credit policies, procedures and practices for
11 years in the evening sessions.

3, Banking i Secialist
Ethi.c:—Fi.& (1974-1991)

In the wake of the foregoing developments
and exactly 11 years after the split of the State
Bank of Ethiopia into the Mational Bank of
Ethiopia and Commercial Bank of Ethiopia
and the promulgation of the law that allowead
private banking, the military regime known
as the Dergue overthrew the Emperor and
took power. The Dergue changed the course
of the banking industry in the country by
taking the following measures:

=Three private banks, namely, Addis Ababa
Bank 5.C (ADB), Banco DV Roma 5,C (BDR)
and Banco Di Napoli 5.C (BDN), were
nationalized in 1975 and merged a year
later to form “Addis Bank";

*=The Ethiopian Investment and Savings
Bank 5.C was amalgamated with the Ethi
opian Government Savings and Mortgage
Company to form

“Housing and Saving Bank"';

=The Development and Industrial Bank was
nationalized;

=13 private insurance companies were

amal gamated to form “The Ethiopian

Insurance Corporation™;

=In 1980 Commercial Bank of Ethiopia and
Addis Bank were amalgamated to form the
monopoly “Commercial Bank of Ethiopia”™,
and all banks were put under the tutelage
of the National Bank of Ethiopia.

Researchers and economists believe that
the post-nationalization and amalgamation
of banking activities denuded the sector of
its fledgling competitive feature and large-
ly was characterized by diminishing return.
The author fully subscribes to this and the
following ramifications stand out  wvividly
about the operation of the post-nationaliza-
ticn and merger of the sector.

=The banking sector was rendered ineffi
cient, fragile, and major hindrance to eco
nomic growth; '

=The sector lost the advantage of competi
tion owing to the merging of banks and
this was a major setback;

The staff of the four banks (CBE, AAB,

BDR,BDN} were crowded under the

umbrella of one organization haphazardly

¥

thereby precipitating manpower
redundancy;
= Huge stationery and other resources of
the individwal banks had to be disposed
of after the merger leading to wastage;
= The drive to innovation of products lagged
behind;
=The separate and variable salary scales
and benefits schemes of the four banks
pre-Dergue Regime which was carried
over to the merged bank negatively im
pacted the motivational spirit of some
of the merged bank staff. For instance

a teller from BDR was paid as much

" Admassu and Asayehegn in “Banking Secior Reform in Ethiopia” in International Journal of Business

angd Commerce Vol. 3, No.8: Apr 2014[25-38]




as 1,200 Birr per month while a teller in
AAB earned only 300 Birr and this anoma
Iy continued unabated until the merger
with the CBE;
=The advantage of technology transfer
which could have been obtained from the
separate foreign-owned banks including
AAB by virtue of Grinlays Banks 40% equity
share ownership was curtailed;
*=Throughout the 17 years reign of the so
clalist regime, new delivery channels such
as ATM and other channels internationally
intreduced since the 705 were not adopted
in Ethiopia;
=In general, branch expansion stagnated
during the protracted civil war and key
resources like computer hardware, soft
ware, and other facilities were unavailable
owing to lack of foreign exchange. Poor
telecom infrastructure, restrictive policy
which discouraged private entrepreneur
ship and lack of enabling enwvironment

crippled the banking sector.

Strange as it may seem, however, the Dergue
regime did not actively interferein CBE's opera-
tions and the Bank preserved its independence
im the area of branch expansion, credit review
and granting process, recruitment of staff,
training and promotion, motivation, etc of cler-
ical level staff. One significant deterrent wor-
thy of mentioning regarding human resource
was the salary freeze beyond Birr 651 that
made financial motivation of middle and up-
per management staff impossible.

With respect to operation, the management
chose to stick to standard benchmarks of op-

haAliD X vl
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eration, and its deft stance in this respect was

praiseworthy in consideration of the potential
risk that management would have faced in
defying the dictates of top-level Dergue mem-
bers. For instance, as CBE would largely mobi-
lize short-term deposits, management would
politely but firmly refuse to provide long-term
finance to avoid the resultant mismatch. Such
financing was left to the responsibility of Agri-
cultural and Industrial Bank and Housing and
Savings Bank. In accordance with the dictates
of the credit policy issued by the NMational Bank
of Ethiopia, the witimate objective of cred-
it was to enhance the socialization process
where public enterprises claimed the largest
proportion of the Bank's aggregate loans and
advances. However, CBE in particular adhered
to its inherited prudence in credit analysis un-
like the situation in other socialist countries
that had passed through socialist and cen-
tral planning economic process. If the cash
flow, profitability and collateral requirements
of state enterprises prove to be below CBE
benchmark, management would demand the
counter guarantee of the Ministry of Finance,
the owner of the Enterprises.

Harvey, in his research paper “Banking Re-

form in Ethiopia™?

, aptly articulated the ethical
values and modus operandi of the Commercial
Bank of Ethiopia as follows : "Most unusual-
Iy in these circumstances, CBE continued to
do credit analysis of the lending decisions
according to the commercial criteria used
in the pre-socialist period and continued to

train staff in the necessary techniques, even

* Banking Reform in Ethiopia™ Charles Harvey, Institute of Development Studies {December 1996)
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though the majority of lending was to pub-

lic enterprises.... A second factor was that,
although CBE was under pressure to expand
its branch network, the expansion which took
place was not so rapid as to endanger the ef-
ficiency and therefore the profitability of the
Bank. “Other attributes were that adequate
spreads between deposits and loans gave CBE
comfortable profits; and the Bank always pro-
visioned for doubtful debts, and loans grant-
ed to state owned enterprises were not high
as to affect the CBE solvency.”

In general, the pre-1994 banking sector milieu
was marked by a shallow sector with limited
access to the large portion of the population.
The banking system was also unable to pro-
vide credit and foreign exchange to key sec-
tors of the economy.

&, Economic and Flunakcial

Reform(1994-to date)

With the collapse of the Dergue regime in
1991 and the coming of the Transitional Gov-
ernment of Ethiopia (TGE), the banking sector
saw again the financial sector reform which in-
dicated the rebirth of market-criented banking
policy that allowed banks to operate based on
the dictates of market forces. With the com-
ing of the TGE a host of economic and finan-
dial sector liberalization were enacted, among
which include the following:

= Transitional economic policy that abro
gates and voids the anti-development and
anti-freedom proclamations, directives, pol
icies, notices, etc., Issued by the Dergue

10

was put in place. The policy supported pri
vate business initiative and market driven
ECOMOMY;

*=Banking law, which is consistent with
TGE's transitional economic policy, was
enacted and the law [ssued in1994 al
lowed for  the formation of private
owned commercial banks for Ethiopian
citizens;

= Ethiopian Privatization Agency was
formed and entrusted with deregu
lating and privatization of public
enterprises. The author was assigned as
a member of the Board of Management for
the Ethiopian Privatiza tion Agency to fa
cllitate the provision of short and medium
term financing and accelerate the
privatization process occasionally undertak
en on 50:50% basis, but generally on 70%to
30% debt-equity ratio respectively;

= Proclamations were issued to reestablish
the Housing and Savings Bank and the
Agricultural and Industrial Development
Bank as the Construction and Business Bank
and the Development Bank respectively
and allow both to operate as universal com
mercial banks as the other banks, with

out losing sight of their core functions;

= Minimum interest paid to depositors were
fixed at 5% for savings and the cap for inter

est on loans was left open-ended to be
agreed upon between the banks and the
borrowers on supply and demand basis.
The CBE, DBE and CBB were mostly lending
at g9.5% interest rate while private banks
would fix interest at a higher rates depend
ing on the size of their liquidities and the
nature and scope of their customers’ busi
nesses., Exporters were accorded

exceptional preferential rate of 7.5% p.a,
covering credit focilities for pre and
post-shipment finance;




*During the socialist era, NBE was approv
ing loans in excess of the single borrow
ers’ limit set for each bank. The prac
tice continued even during the TGE. The
exercise was discontinued later on to
avoid conflict of interest on the part
aof NBE, which has supervisory and over
sight authority over banks. The respon
sibility was entrusted to the Board of
Directors of each bank, including the
governmental banks. Eventually, howev
er, even the boards of most banks discontin
ued involving themselves in credit decision
making;

=Treasury market was opened to banks, in
surance companies and other big custom
ers, private and public alike;

*=As in the past, provision for doubtful debts
was the sole discretion of banks. But later
NBE issued elaborate procedures for the
modus operandi of handling non-perform
ing loans consistent with the requirements
of and standards of the bank for
International Settlement- (BIS advised
standards);

*=Based on BIS guideline, capital was re
quired to be at a minimum of 8% of a
bank's risk weighted assets;

=[nsider appointment of Board of Directors
by collusion on the basis of peer groups or
other means of affectionate interpersonal
relationship, including insider lending pos
sibilities, Is detrimental to the well-being of
banks. This was enforced by NBE regulatory

directives and reinforced by inspection
conducted from time to time;

*=Unscrupulous borrowers were deliberate
Iy refusing to honor their loan repayments
taking undue advantage of the then pro
tracted delays in the due process of court
proceedings. The author took the initia

*ALID i/
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tive to prepare a paper and recommend
ed the concept of the benefit to be derived
frem adopting foreclosure law which was
endorsed by NBE and forwarded to the Min
istry of Justice. The law was finally enact
ed in the form of a proclamation much to
the great satisfaction and relief of the en
tire financial sector.

5. Impacts of Liberalizakion

o bhe Bai kg fecltor

The growth of banking in Ethiopia was in
fits and spurts until the liberalization of the
sector in 1994. Ethiopia only boasted 155
branches owned by the Commercial Bank
of Ethiopia, until 1995. Between 1973 and
1994 the CBE branches grew from 83 to 155,
a mere annualized growth of 2% or about so
to speak. Bank branch per population was
one of the lowest in the world at about 320
thousand people per branch.

The wery strident dewelopment in banking
happened after 1994 which saw the change
of the Banking Law favoring liberalization and
the establishment of commercial banks. Since
then, banking branch development showed
an improved growth trend. Because of the in-
troduction of private banking, branch growth
surged to an annualized growth rate of X
after 1990 and kept the pace in subsequent
years and reached 7X in 2003/4. The branch
expansion pace went into double digit after
2006 reaching 16% in that year. All of this time
the major growth change in branch expan-
sion was driven by private commercial banks.
In fact, CBE has increased its branch network
by only 20 branches in the year 1974-2005. Up

# This and other statistics used here are obtained from NBE annual report and the Annual Report of the banks them

selves

11
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until 2010, CBE had only 209 branches, indi-
cating the bank"s overall lackluster contribu-

tion to branch network growth.

The main change in branch network growth
was seen after 2011, at around the intreduction
of GTP | and this significant growth was spurt-
ed by CBE. Inthis year, CBEincreasedits branch
network by almost 100% pushing the number
from 200 to 417, in just one year. Mearly all of
the growth was reflected in branch expansion
of the Bank outside Addis Ababa. The branch
number in the regions increased from 160 to
313, during this year. Branch network expan-
sion has never been the same since then and
the growth is in the region of 70-90% overall,
for all of the banks in the country. The branch
network has grown from 421 inthe year 20067
to 4257 in 2016/17, showing a 1o-fold increase
in just 10 years. The tremendous growth in
network has materialized in substantial num-

ber in the regions of the country.

Similar to the growth in branch network, the
capital base of the banks, both private and
public, has increased. Capital of banks has
grown from 9.2 billion in 20067 to 78 billion
in 2016f17. Again, the substantial portion of
the capital increase has come from the side
of CBE, which showed an increase of capi-
tal from 4.2 billion to 43 billion.

Branch network growth in Ethiopia has been
very robust in comparison with many Af-
rican countries. In just 10 years (between
2006/7-2016/17) it was possible to dwindle the
population to branch ratio from i-178 thou-

sand to 1-22 thousand. This is a tremendous
feat and is showing mo abating.

Although the overall capital increase is quite
heartening, it must be noted that the series
of devaluations administered for the sake of
macroeconomic adjustment and the crawling
depreciation of the Birr, has rendered the in-
crease less significant when compared with
other African banks. This suggests that it is still
necessary to account for this factor in the ad-
justmentof capital, going forward.

Along with and as a result of branch expan-
sion, the resource mobilization and intermedi-
ation performance of banks in the country has
also shown a very good trend. Deposit mobi-
lized by banks in the system has grown from
Birr 44.4 billion to 567 billion, between 2005/6-
2016/17. That is a thirteen-fold increase, in just
a little over a decade. Total loan outstanding
in the system, during the same period has in-
creased from 43 billion to 323 billion, or almest
by eight-fold.

In terms of ROl and ROE banks are also
shiowing wvery high record, by comparison
to any bank in Africa. While most banks
are showing ROE in the regions of 1%, their
counterparts in Ethiopia have recorded a
figure as high as almost 5% ROl of most
banks is also above 30 percent in the last 10
years while this figure is hovering at around
15X for most banks in Africa.

In terms of employment creation, banks in
the system have become the second largest
employer next to the civil service. The sector
boasts owver 75 thousand direct employees
and equal number of indirect employees for

security and janitorial services.

Considerable effort has also been made to
modermnize the banking sector so much so
that there is now no bank that does not
have a core banking to support its opera-

tion. Most banks have now wentured into
technology driven services such as ATM/POS,




Mabile, Internet and Agent banking, etc. It
is believed that this will enhance the incu-
sion drive pushed in the Growth and Trans-
formation Plan of the country.

Thie sector, with 2 public and 16 private banks
has become a significant part of the country's
economic mosaic and contributing substan-
tially to the GDF of the country.

More and more role is assigned by the govern-
ment to the sector so that sustainable devel-
opment can be achieved over the second GTP
pericd. Banks are required to raise more and
more capital, consolidate, promote inclusion
and getready for eventual opening up. Already,
all banks have published plans to expand per
the GTF Il requirement and we are bound to

see more expansion in the sector.

&, The Pace of Liberalizakion
and Eoikg Forward

The first wawve of financial liberalization
which was taken by the GoE, especial-
ly the proclamation that allowed the for-
mation of private owned banks and insur-
ances in Ethiopia, reinstituted vitality and
competition in the sector.

This is especially true of the number and type
of sector players and physical access. From
only one public commercial bank before lib-
eralization, the number has now grown to 17
commercial banks including the public bank,
CBE; same is true for insurance companies, the
number has grown to 17, including the public
insurance company EIC. As regards other sec-
tor players, as of 201617, there are 35 micro-fi-
nance institutions, § capital leasing companies
and 18,000 Credit and Savings Cooperatives.
Channel wise the sector, especially the com-

*The implementation of CBS itself needed the persuasion and finally direction of the NBE to be seriously taken i
by private banks.
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mercial banks, are employing current technol-
ogies like ATM/POS, Internet, Mobile and other
devices. In terms of physical access, especial-
Iy in banking, the number of population that
a bank branch is serving has shown tremen-

dous change for the better (in the last 10 years
(2006(7-2016{17) the number has gone down
from 1:153.4 thousand to 1:22.6 thousand).
Even though the sector has seen growth, it
is yet to show that it is growing in tandem
with the economy of the country.

Although the number and type of finandial
sector players has grown substantially since
the 1994 liberalization, the sector players
have been content at prowviding only basic
services and, by and large, were reluctant
to innovate and produce services relevant
to the economy*, even by comparison to
their peers in Sub-Saharan Africa (S5A) coun-
tries. As some studies indicate, the efficien-

cy of the sector is also wanting.

In spite of the fact that population per bank
branch has shown tremendous improvement,
in comparison to other African countres,
Ethiopia still finds itself, if not in the absolute
bottom, at the lowest rung of the pecking
order when it comes to account ownership
and actual bank service use by its population.
Global Findex® Report-201718 indicates that
Ethiopia has a long way to go:

= Financial services inclusion, as mea-

sured in terms of “Account Ownership™

for age 15+;

= Use of "Bank Account™ for receipt,

transfer of funds and similar transac-

tiomn;
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= Access to finance to the poor (40% of

the population);

= The number of people using saving in-
struments at Fls;

= Use of Digital Financial Services (DF5);
and

= The percentage of firms and individu-
als accessing loans from formal financial

services providers.

Ethiopia is at the forefront in the expansion of
maobile telephone service, almost outstripping
maost 55A countries, albeit, it is yet to deploy
this infrastructure for a meaningful financial
services and affordable banking use. Forexam-
ple Kenya, Tanzania, Zimbabwe, Ghana, Ugan-
da, Gabon, Mamibia are some of the African
countries which have achieved 40% coverage
of their adult population with mobile banking,
while the use of mobile banking in Ethiopia is
below 1% The same is true about the popula-
tion using Internet to access banking services.
The use of DFS in Ethiopia is the lowest even
when compared with African countries whose
economies is hardly at par and their tele-
com infrastructure is lackluster.

This implies that there is a strong need to do
a second wave of financial liberalization which
focuses on improving access, use of services,
relevance of services to the underserved and
unbanked. There is also need to improve mar-
kets and institutions that work around finan-
cial deepening and diversification.

While the above changes are very important
and should be undertaken to take the sector

to the next level, a very strong voice is also

heard from the International Finandial Orga-
nizations (WE and IMF) side and some acade-
micians and business people that public banks
need to be privatized and foreign bank should
be allowed entry for the benefit of the coun-
try and the development of the sector. Itis ar-
gued that the privatization of the public banks
and the opening up of the sector to foreign
banks will help domestic banks better them-
selves in terms of efficiency and customer ser-
vicing, through force of competition with the
new foreign banks. It is also argued that the
existence of foreign banks will be a pull for FDI
to come into the country and the technolog-
ical improvement of the sector.

To date, there is very little research work
that has established causal relationship be-
tween FDI, technological improvement and
efficiency either to the privatization of banks
and the entry of foreign banks into a coun-
try or any African country for that matter.
The Ethiopian experience with foreign banks
during Emperor Menelik and Haile Selass-
ie until 1974 is in fact very lackluster in both
branch expansion and as a pull factor for FDI.
There is little healthy banking sector devel-
opment worth telling during the existence
of almost 40 years of foreign banks in Ethio-
pia, including the foreign banks.

The predomimant experience im most Afri-
can countries with regard to foreign banks
is that they are mostly located in major cit-
ies and cherry picking of customers, es-
sentially overtuming the cross-subsidy bal-
ance available in domestic banks and the
initiative of these banks to branch out to out-
lying branches for network effect.

The caveat for allowing foreign banks into
the domestic market must be that they

* The Glohal Findex database is the worlds maost comprehensive dinta set on how adufts save, borrow, munke payments, and manage
risk. Liawmched with fimading from the Bill & Mefinda Gates Foundation, the dmtmhase has been puldished every three pears simce
200 ). State on Ethiopia fimancial seywices was generated in two series in 2004 and 317

14




Future Head Quariers of CBE

should be allowed when supervision capaci-
ty is developed and as partners of the exist-
ing domestic banks to benefit from the tech-

nology and knowhow transfer.

7. Recommendalbiocis

The author believes that the banking sec-
tor in Ethiopia should develop in many
ways before it opens up for foreign banks.
Key among the changes envisioned by
the author are the following:

1.The gradual adoption of work flow,
process streamlining and digitization of
front office and back office operation
covering the whole gamut of services
rendered to customers (ranging from afc
opening to credit servicing and remit-
tances to trade services);

2.{ustomer facing services should be
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time-sensitive and banks should estab-
lish service turn-around time and intro-
duce queuing systems to help them in
improving and following up service time
standards;

3. Although most banks have acquired
Core Banking System (CB5), very small
portion of the capacity available in the
systems is implemented. The choice and
Implementation of the services avallable
in the CBS must be driven by business
people and the choice should be based
on business requirement than on tech-
nology choice;

4. A specter of service denlal attack and
hacking for financial gains is bedeviling
banks across geographies and banks us-
ing advanced technology for supporting
their operation should use resources of
their correspondent banks to reverse
this tide and continually be vigilant in
the development of their security infra-
structure;

5. Identification of illiterate customers is
a daunting task in a developing country
and banks must adopt current technol-
ogy which uses three tier identification
systems;

6. A government act that introduces a
national 1D card system will go a long
way in helping banks conduct safe and
fraud-free transaction. Banks must lob-
by for this initiative through their Bank-
ers association;

7. Before the full-fledged liberalization
of the sector it is important that [) mon-
ey market ii) capital market iil) foreign
exchange market iv) stock exchange
market; and v)full-fledged commodity
market be introduced to create a free
market environment for both foreign
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and local banks;

5.As more and more branches are intro-
duced by banks in remote areas the re-
quirement for communications of each
branch with the data base in the cen-

ter becomes more vital, for the bank to

manage its operation and provide man-
datory reports to stakeholders, includ-
img MBE. This requires the provision of
VPN services to all banks beside the usu-
al telecom infrastructure;

9. As the entry of foreign banks will
bring the requirement for benchmarked
international best proctice procedures
and regulation, it will be mandatory to
harmonize NBE's working documents
and directives with international bench-
marks;

10. Merger between banks is being con-
templated in the foreseeable future with
the view to enhancing their capital base
and readying them for the competition
with thelr foreign counterparts. The
merger of private banks could be daunt-
img and time consuming given the fact
that (i) these banks have separate sal-
ary scales, different motivation, ethics,
vision etc. (i) redundancy of staff and
resources may ensue; (iii) there is little
knowledge of asset valuation of banks;
(iv) the ROA and ROE of different banks
is different and compromising expecta-
tions of stakeholders may be mind-bog-
gling.

Merger is like marriage, bound by love
and with life time commitment to live
together as one (caring and sharing). In
view of this and the various states banks
are found, the legal framework must
be drafted early on and discussed by all

stakeholders before it becomes into law
of the land;

11. Banks must be encouraged, cajoled or
directed to sponsor and finance innova-
tive ideas without requiring collateral.
A reasonable percentage of each bank's
aggregates board portfolio can be ear-
marked for this purpose to avoid exces-
sive exposure on such loans;

12.Banks should provide separately or in
unison the best training available during
on-boarding of staff and at various levels
of career building, to keep them compet-
itive and retain their staff;

13.All banks must design ways of
serving the unbanked and the under-
served and this must be overseen by
NBE;

14. Knowledge in money market, foreign
exchange and other instrument mar-
kets and asset and liability management
must be @ requirement to most of the
staffers working in the finance and trea-
sury operations of banks and these must
be catered for by the banks;

15. Consolidation of the momentum of
the gains of many years of fast and ag-
gressive branch expansion is necessary
to keep the health of the financial sector,
going forward. Howewver, the dire need
for mobilization of deposits through
branch expansion should be reviewed
for potential downside risk associated
with the over-expansion and sharehold-
er desire to sustain value for their invest-
ment.

16.We bankers used to extensively make
use of “Discounting of promissory notes
facility” during the pre-Dergue era, to
facilitate transactions covering sales of
merchandise on credit basis between
wholesalers and retailers. Promissory
note is an important negotiable instru-
ment like cheques, stipulated in the com-
mercial code of Ethiopia but it was ren-
dered null and avoid by a simple letter




addressed to all banks by NBE during the
Dergu regime on the presumption that
Government owned enterprises (Con-

transact with first class, credit worthy
wholesalers and retailers based on gen-
uine business and ease their liguidity

sidered as sister companies) could then needs. Therefore, this product should be
transact credit sales of merchandise on reinstated as it Is vital in market econo-
consignment basis. This was also aimed mies.

at avoiding accommodation paper. Nev-

ertheless banks can exercise care to
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1. Inbroduction

The technological advancement of the present era, especially the advancement of Information Commu-
nication Technology (ICT), is bringing dramatic changes in our daily life and our ways of communica-
tion, doing business, teaching and learning, and other activities.

Businesses must adopt and embrace state of the art technologies so as to provide excellent operations and
services to their dients. As a business industry, the banking sector derives benefits from the advancement
of ICT. ICT enables organizations to reduce operational costs, introduce new features like anytime, any-
where banking, acoess new geographical areas, improve service, increase income and open new business
opportunities. In the clients side: it offers no time limitation, better time organization, no geographical
limits, lower costs, security and twenty four hours support.

Although ICT has brought several opportunities for the banking sector, it has also brought several chal-
lenges. Cyber-attacks are increasing enormously. A large number of cyber-attacks are exposing and ex-
ploiting data privacy and security with online payments, Automated Teller Machines (ATMs), electronic
cards, Internet banking transactions, etc. Studies show that the average attacks on banking is four times
than other organizations.

As a result, regulatory bodies also oblige banks to provide safe online banking environment for their
users. Hence, there is a high demand for the implementation of countermeasures to protect the most

valuable assets of banks against these attacks and to meet the requirements of the regulatory bodies.




2 Literobure Review

Researches have pointed out that ICT plays
a significant role in creating user-friendly
platforms for banks and customers which
enable them perform banking transactions
in an effective and efficient manner. In addi-
tion to this, it helps them extend their prod-
ucts and services beyond the lmitations
of time and space. |t can be summarized
that ICT is important for the following three
main reasons: (i) to protect and increase
market share; (i) to reduce physical opera-
tion cost; and (jii) to generate new revenue.

Yalew Migusse and Asmare Emerie, in their
analysis based on linear regression showed
that positive coefficient of 0.803 for custom-
er satisfaction and 0.725 for employee perfor-
mance. These figures imply that there is a good
correlation between ICT and customer satisfac-
tion and employee performance. The research
also depicted that there are challenges due
to intermittent network connectivity, lack of
state-of-the-art ICT infrastructures and contin-
uous power failures while adopting |CT. In gen-
eral, the paper concludes with a remark that
ICT has impacted the overall performance pos-
itively for the studied Ethiopian private banks.

According to 5.K Mishra, banks need to invest
in cutting-edge technology and innowvation if
they need to stay competitive and retain their
customers. This approach is enabling non-
bank providers to draw customers away from
banks. Many banks which do not use ICT are
experiencing a significant reduction in profit
due to the emergence of new entrants such
as PayPal. They are utilizing banks" infrastruc-
tures while banks carry their entire burden and
other issues for managing the infrastructure.

ICT is the main enabler for the rapidly chang-
ing and emerging economies. It boosts the ef-
fickency and effectiveness of services offered
to customers, enhances business processes,
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managerial decision making and workgroup
collaborations so as to strengthen their com-
petitive positions. A paper by Mathew K.
Luka and Ibikikunle A. Frank further discuss-
es the impacts of ICT on productivity, mar-
ket structure, inmovation and wvalue chain
of ICTs on the Nigerian banking industry.

A study conducted in Kenya on ICT's oppor-
tunities and challenges says that ICT is the
focal point for production. The survey con-
cludes that ICT made a great contribution
to reduce operational costs, engage with
more customers, and reach more customers
through other channels made possible by
the adoption of ICT. The study recommend-
ed that studies be conducted on human cap-
ital in hamessing ICT to its ubmost advantage.

A paper by Abebe Zeleke and Fanta Tsegera
reports the findings of ICT services with
respect to Dashen Bank 5.C, to under-
stand the usefulness, ease of use, risk, or-
ganizational and environmental factors on
adoption of ICT. The analysis shows that
usefulness, risk and environmental fac-
tors were found to have significant impact.

Ower the past three years three major cy-
ber-attacks on banks were made public. Two
of the three attacks resulted in financial losses
of around USD 100 million. The three breach-
es were committed by exploiting weaknesses
of the digital infrastructure and systems that
connect banks to the global SWIFT network.

= In January 2015 in 10 days of at-
tack, the Ecuodorion Banco Del Aus-
tro (BDA) was infiltrated by hockers
with financial losses of USD 12 million.

= In December 2015 Vietnam's Tien
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Phong Bank (TP Bank) was attacked by

hackers who attempted to use fraudu-

lent SWIFT messages to transfer more
than one million Euros. The attack was
not sent through the bank's network
but by using the infrastructure of an out-
side vendor who was hired by TP to con-
nect it to the SWIFT messaging system.

= [n February 2016, a fraudulent trans-
fer of USD B50 million from Bangladesh
Central Bank was blocked after SWIFT
detected a spelling error in the name of
the recipient. However, Bangladesh Cen-
tral Bank was not able to prevent the en-
tire transfer and the hackers successfully
transferred USD 101 million (of the USD
850 million). In this attack, hackers used
a malware that prevented the system
responsible for checking monetary trans-
actions from functioning properly. This
type of malware is difficult to detect. Ac-
cording to cyber-security experts, it takes
around 146 days to cleanse an organiza-
tion comtaminated with such a mahware.

According to TechRepublic.com, the attackers
don't just steal the credentials; they remotaly
control the user's computer and log into the
banking site, transfer money, change login cre-
dentials, write checks, etc. In such cases, bank-

ing sites cannot trace and identify the identi-
ty of the attacker vs. its customer. However,
one security mechanism banks can implement
is wsing two-factor level authentication.

3.Research Methodology

Thie main aim of this research was to investi-
gate the challenges and opportunities of ICT
for the Ethiopian banking industry. Question-
naires were used as the primary techniques
of data collection. Desktop research was also
performed by visiting the official websites of
the banks. This survey study was composed of
the following key activities. The block diagram
indicated in Figure 1 below shows the steps
and specific activities accomplished in each
step.

A research design can be defined as a blue
primt for conducting a study with maximum
control over the factors that may interfere
with validity of the findings. It is a plan for
cellecting and utilizing data so that desired
information can be obtained with suficient
precision. This study adopted a descriptive
or explanatory research and it was conduct-
ed on seventeen public and private banks in
Ethiopia. The respondents of this survey were
IT managers and security experts of each
bank. During the data collection process we
have ocbserved that since most of the banks
are using core banking technology in which
there is a centralized database system that

Figure 1: Key activities and methods




allows access from any branch, the relevant
IT imfrastructure is located in the headguar-
ters of the banks and almost all the branch-
es use the core banking services without the
need of configuration of IT infrastructure.

For each of the respondents, two types of
questionnaires were prepared. The first cate-
gory of questionnaires was designed to be an-
swered by IT managers and mainly deals with
concepts that show the degree of adoption
of IT and to what extent are Ethiopian banks
are exploiting the opportunities of IT. These
guestionnaires were based on five point Liker
scale, where 1 = Strongly Disagree, 2 = Dis-
agree, 3= Neutral, 4 = Agree, and 5 = Strongly
Agree. The second category of questionnaires
was designed to be answered by security ax-
perts im the banks amd the questionmaires
focused on security concepts and tools ap-
plied in banks at present time. The purpose
of this category was to know whether such
techniques are well adopted by Ethiopian
banks or not, and the guestionnaires were en-
coded as 1= Yes, 2 = No and 3 = | don't know.

4.Data Analysis & Discussion

Closed-ended questionnaires (with one last
open-ended question for additional com-
ments) were used to collect the primary
data from the seventeen Ethiopian banks.
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to the remaining six banks. Out of the sev-
enteen banks, ten of the banks replied to

the guestionnaires properly. Table 1 summsa-
rizes the responses to the questionnaires:

As can be seen from table 1, the overall re-
sponse rate is 64.7% and the response rate of
the drop and pick later technique is 100%, but
that of e-mail is 0X. This indicates that the use
of e-mail to collect data for a research purpose
from the banks is very poor, and hence more
effort should be exerted to resolve this chal-
lenge. The details of theresultsofthe analysis of
this study are shown in the following sections.

ﬂ,l,ﬂF‘Fl’:f‘Eunilihﬂ J’}F 1T F.n’_:-f Fae

Bowblag Inchustry

According to the respondents of this study,
it was possible to learn that the use of IT ser-
vices has enabled the banks to increase their
profit. The banks have dedicated T depart-
ments with their own managers but most of
the IT managers are not aware of the annual
budget allocated for IT systems (services). In
relation to the general questions about the
availability of different IT services (systems)
in the respondent banks, the banks indicat-
ed that all of them have implemented ATM
services and more than 20% percent of them
have introduced ATM ten years ago. Similarly,

So | Technigue wsed i Number Pespondents | Respoase ruie
ool B barks branky

| | Drogudpicsler |11 i i

] E-mal 1 L] [P

3 [Toad ] 1l i4.1%

bl | Respoere rates of e bk

Table 1: Response rates of the banks

The guestionnaires were administered using
both electronic ways and the drop and pick
later methods. Both categories of guestion-
naires were administered in eleven banks
using drop and pick later technigue; and
~e-mail was used to send the questionnaires
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they have also introduced Intermet Banking,
Mobile Banking and Agent Banking Services.
But B0% of the banks have not yet introduced
enterprise rescurce planning (ERF). The de-
tail results are shown in Figure 2 below. The
banks use both intermal and extemal capaci-
ties to design, develop and maintain their IT
systems (services). Most of the respondents
indicated that their bank is not able to exploit
the full potential of IT services to its advan-
tage due to lack of skilled manpower, lack
of sufficent infrastructure and low aware-

ness about the importance of IT services.

The study showed that information technol-
ogy has brought several advantages to the
banking industry. The main reason why the
banks are introducing IT services (systems) is
because IT provides them with the opportuni-
ty of retaining existing customers and attract-

ing new ones. It also enables them to remain

agile and gain competitive advantage. Similar-
ly, it also helps them to keep track of the cur-
rent technological advancements. The results
of this analysis are depicted in Figure 3 below.

The other important opportunity of IT to
the baking industry is customer satisfac-
tion. It provides several advantages to
bank customers. In this study, we tried
to identify the perception of the banks
about the benefits of IT to their customers.

It was found that the banks believe that
the important advantage that the custom-
ers get from IT services provided by them is
time saving with an average response rate
of 4.9. And the other advantages are be-
ing able to perform tasks from anywhere
without geographic limit and ease and

convenience of use of banking services.

r !
Number of Years since IT Services are
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Figure 2: Number of years that the banks have been providing IT services
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Figure 3: The percentage of the reasons for the adoption of IT services by the respondent banks

4. 2. Chollenges of IT for the

Bankilng Inclustry

Although IT systems are the main enablers
to achieve competitive advantage, there
are several challenges that are considered
as the main impediments for achieving

4.2.1. Challenges faced during the
implementation of IT systems

The study indicated that Ethiopian banks
are facing several challenges during the im-
plementation of IT systems. High customer
resistance and high cost of IT systems were
found to be very challenging for the respon-
demt banks. The next challenge was found

competitive advantage. The study investi-
gated the following challenges.

to be security and privacy of systems, and
the least significant challenge insufficient
data regarding customer needs. Figure 4 de-
picts the challenges that the banks are facing
during the implementation of their IT services.

s ™y

Challenges faced during IT Services Implementation
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Figure 4: The average rasponsa rate of the challenges faced by the banks during imple
mentation of IT services
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banking industry. The result of the analysis

4.2.2. Challenges that hinder the prog- showed that low penetration of the Internat,
ress of achieving sustainable competitive poor IT infrastructure, incapability of service
advantage

providers to meet their service level agree-

ment and customer resistance were found
The banks are facing other critical IT chal-

lengdes that hinder the progress of achieving
sustainable competitive advantage in the

to be the main impediments for achieving
competitive advantage of the IT sector. The
detail results are indicated in Figure 5 below.

IT Challenges
4.5

Oda O4b Qdc Qad Qde OQ4f Qdg Qah Q4 Q4] Qdk Q4 Qdm Qdn
Figure 5. IT challenges that are impediments to achieve sustainable competitive advantage in the

banking industry

Code of the Question in Explanation of Codes used in the graph
the graph

Oda Cuostomers are nod willing to use the techmology

Qb Low penetration of Internet usage

b Higher Mamagement reluctance 1o introduse IT systems

Odd Technology is unreliable

O Secunily and privacy nsks

[aTT Poor IT infrastrucluse

iy High cost of IT swvsiemns

(b High opcration and maintenance cost of 1T sysicms

i Increasing security attacks

Oy Service prowiders are nod able fo meet their service level agreement

bl Changes in organizational strocture

[az]] Adopled wechnology becomes obsolete due o upgrade

b Tmpact of social media on the bank’s repulation

Crlin Impaci of digiial currencies like Bitcoin

Tabie 2: Question codes for figure 5 and their explanation
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In order to know the awareness of the re-
spondents about the impact of social media
on the banks reputation and the impact of
alternative digital currencies like Bitcoim, the
respondents were asked about how much
these issues challenge their banks. The im-
pact of social media got low rating with an
average response rate of 2.4, and digital cur-
rencies average rating of 2.1. This shows that
these factors are not as challenging as low
penetration of the Internet and poor IT infra-
structure. This might be due to the fact that
the Ethiopian banking system is closed. But it
should be well noted that alternative digital
currencies like Bitcoin and Litecoin plus secu-
rity and privacy risks are becoming the main
threats to the banking industry at this time.
The use of technology in the nation is becom-
ing widespread and it is expected that the
nation will make its banking system open to
the world when it joins the World Trade Orga-
nization. Taking this into consideration, Ethio-

Security Mechanisms being used by the banks
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pian banks should be aware about the effects
of such issues for the future and plan ahead
to mitigate the effects of such challenges.

4-2.3.5ecurity & Privacy Challenges

By its nature, IT comes with security & privacy
challenges since the IT services involve com-
puting devices and communication over the
Internet. The result of the analysis of the ques-
tionnaires shows that most of the banks are
changing the default passwords of their elec-
tronic devices, using multifactor authentica-
tion, implamented cryptographic technigues
and giving training to their end users on the
application of security measures like the use
of strong passwords and changing passwords
frequently. But only half of the banks have pro-
tected their ATMs by Anti-Skimming Software.
The figure below shows the percentage of
banks applying the given security mechanisms.

Changing the Multifactor
default passwords  authentication
of their electronic

devices

Implementation of Protecting ATMS

cryptographic by Anti-Skimming
technigues Software

Figure 6. Security mechanisms that are being used by the banks
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Testing of software applications is an im-
portant phase of software development.
It checks whether the promised features
of the system are developed as promised
or not.lt is the mechanism of checking
that the system is error free. Sensitive
applications like e-banking applications
must be thoroughly tested before they
are deployed for actual use so that de-
fects in the applications can be detected
and comrected as early as possible. From
the results of the analysis, 63% said their
e- banking applications are tested against
common security attacks, 17% said are
not tested, and 20% do not know wheth-
er the e-banking applications are tested
against common security attacks or not.
The results are depicted in Figure 7 below.

design and development of their e-bank-
ing systems. About thirteen of the respon-
dentbanks indicated that their outsourced
e-banking systems are subject to risk man-
agement, security and privacy policies
that meet the standards of the banks. To
tighten their security, banks must estab-
lish fraud detection application controls
that could prompt additional checking
of suspicious activities like unusual vol-
ume or size of transfer, large amount of
deposits on new account, etc. In this re-
gard, the results of the analysis indicated
that fraud detection application controls
that prompt additional checking of suspi-
cious activities are not properly applied in
the Ethiopian banks. The banks that are
applying such measures are below 60%.

Testing e-baking applications against common
security attacks

=Yes

"o
= | don't know

Figure 7: Testing of e-banking applications against common security attacks

Proactive monitoring of the infrastructure
of the banks on an ongoing basis so as to
detect and record any security breaches
such as suspected intrusions is very cru-
cial. 80 % of the respondent banks indicat-
ed that they are applying proactive mon-
itoring of their e-banking infrastructure
on an ongoing basis so as to detect and
record any security breaches. A significant
number of Ethiopian banks outsource the

Banks apply alternative confirmation chamn-
nels as additional authentication tech-
nigues during various activities like enrol-
ment to a new service, large fund transfer,
user account maintenance changes, erro-
neous login, etc. Fifty six percent of the re-
spondent banks agreed that they are ap-
plying alternative confirmation channels
during enrclment to a new service and
during suspicious account activity like erro-
necus login, And about sixty two percent
of the respondent banks agreed that they




nels during large fund transfer and user
account maintenance changes. The detail
results are indicated in the figure below:
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Alternate channel confirmation like telephone,
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Figure 8. Use of alternate channels of confirmation like telephone, e-mail

Banks also give security precautionary ad-
vices to their customers on different issues
like password selection and protection,
handling of PINs, awareness creation on
phishing e-mails, etc. This is a very import-
ant security measure that helps to achieve
high level of security protection. Almost all

Security precautionary advice given to
Customers

120%
L

335§ 8

Proee dures/palice s
o ensre the
S8 ourity and
eonfident sty of
CUSIOMEr FeCords

Prote ot isn of
pe rsonal
information

the Ethiopian banks are giving such precau-
tionary advice to their customers, but only
59% of the banks are involved inawareness
creation about email phishing. The detail
results are shown in the figure below.

Mot writing ther  Awsmene &S Cre Bt on
password & PN on about &-mail
paper phishing

Figure g: Security precautionary advice given by banks to customers
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Comprehensive risk management frame-
works that are used to identify threats
and vulnerabilities, continuous checking
of any risk exposure internally and con-
tinuous monitering of risks arising from
e-banking activities are very important
security tools. According to this study, it
was possible to figure out that more than

4.2.4.Shortage of Skilled E-banking
Experts

Skilled manpower is very crucial for the sUCCEss
of any organization. The study also tried to
investigate the availability of skilled e-bank-
ing experts with the required knowledge
and experience. As can be seen from Fig-
ure 11 below, 59% of the respondents said

' ™
Having comprehensive risk management framewaork
BO.00%
G0.00%
40.00%
20.00%
i il =
Yas Mo I don't know
= To identify threats and vulnerabilities
m Continuous checking of any risk pxposure internalky
g m Continuous manitoring of risks arising from e-banking activities
-

Figure 10: Comprehensive risk management framework

seventy percent of the banks have com-
prehensive risk management frameworks.

Policies and procedures that are applied
for different security enforcement purpos-
es such as ensuring the security and con-
fidentiality of customer records are cru-
cial measures that strengthen security in
the banks. This study revealed that more
than 85% of the respondent banks have
enacted such policies/procedures so as
to protect the records of their customers.

that they have adequate number of skilled
staff who can deal with the technical com-
plexities of e-banking, 20% said they don't
have adequate skilled staff members and
M% have no knowledge whether there
are adequate staff or not in their bank.
Having skilled manpower who can deal
with the complexities of e-baking applica-
tions is very crucial to accomplish tasks on
time and with adequate budget.Ethiopian
banks should work more in strengthening
theirinternal capacity so as to deal with the
complexities of e- banking applications.
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Availability of qualified e-banking experts in the Banks
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Figure 11: Availability of adequate staff with the necessary knowledge and skills in the banks
to deal with the technical complexities of e-banking

4.3.5krabegles Appliecdd by the Banks

bex L'rarh_ wibh Exlstbag Challenoges

One of the objectives of this research was
to identify the strategies that are applied
by the banks to cope with the existing chal-
lenges and remain competitive. Analysis of
results showed that personal interaction
with customers, traditional advertisement

technigues and providing e-banking ser-
vices, customer education and awareness
creation were the main strategies applied
by the banks to cope with the current chal-
lenges and remain competitive. The detail
of the results is shown in the figure below.

Strategies applied by the banks so as to cope with the current challenges
& remain competent

-
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Figure 12: Strategies applied by the banks to cope with the current challenges & remain
com petitive.
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Table 3: Question codes for Figure 12 and their explanation
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The study covers Commercial Bnks of Ethi-
opian (CBE) and sixteen private banks. The
following is a brief comparison between
the results of CBE and the private banks.

The study indicated that CBE uses differ-
ent ways of authentication mechanisms in
order to protect customers' identity and
accounts; but the private banks are not
properly applying multifactor authentica-
tion. Most of the time, security breaches
happen due to forgetting to change or
reset default passwords. All the respon-
dents from the private banks agreed that
they change default/factory passwords.
However, only 82.35% of CBE respondents
agreed that they change default pass-
waords. In relation to employing anti-skim-
ming techniques in order to protect ATM
machines from fraudsters, 52.14% of CBE
respondents and 58.82% of private banks
respondents agreed that their bank is em-
ploying this technigue. Regarding pene-
tration testing, 64.7% of both CBE and the
private banks respondents agreed that
they are applying it. This shows that pen-

etration testing is not properly applied
in CBE and the private banks. In relation
to proactive monitoring of e-banking in-
frastructure, 94.12% of CBE respondents
agreed that their bank applies proactive
monitoring practices and 7i1% of private
banks agreed that their banks apply pro-
active monitoring of the e-banking infra-
structure. In this case, CBE is found to
be better than the private banks. With
regard to risk management, security and
privacy policies for the outsourced sys-
tems and operations, 88.24% of CBE re-
spondents agreed that their bank applies
such policies and 58.82% of the respon-
dents from the private banks also agreed
that their banks apply such policies.

In general, it can be deduced that both
CBE and the private banks have several
security issues in both CBE and private
banks. As security breaches are increasing
from time to time globally, there should
not be a room for such security challeng-
es. Such challenges should be resclved as
early possible in order to tighten the secu-
rity of the banking systems.

S onclusion

It is generally accepted that innovative ap-
plication of ICT can dramatically change



the way banks do their business and hence
enhance their profit. This study has clearly
indicated that:

drop and pick later technigue was 100%.
This shows that the banks are not cooper-

= The Ethiopian banks are doing their
best to exploit the potential of IT to
their advantage and doing several ex-
pansion and improvement activities;

= Almaost all the respondent banks in-
volved in this research have introduced
most e-banking services like ATM, Mo-
bile banking, and Internet banking.
But only few of them have introduced
software systems like enterprise re-
source planning (ERP) to automate
and integrate their functional units;

= Almost all the banks consider IT
as the main enabler for growth, cus-
tomer satisfaction, reduction of op-
erational costs and to gain compet-
itive advantage. And hence, every
bank has a dedicated IT department;

= According to the respondents,
time saving is the most import-
ant benefit that the customers pget
from IT systems, and next to this
was access their account informa-
tion without geographical limitations;

= The banks use both internal and ex-
ternal capacities to design, dewvelop,
implement and maintain IT systems;

= Lack of skilled manpower, low pene-
tration of the Imternet and lack of suffi-
cient infrastructure, security and privacy
of IT systems and low awareness about
the importance of IT services were found
to be the main challenges that hinder
the banks from exploiting the full po-
tential of IT systems to their advantage.

& Recommendalions

= The response rate of the e-mail meth-
od was zero and the response rate of the

ative and do not respond to reguest from
researchers to fill research guestionnaires
through e-mail. Therefore more effort
should be exerted on this issue and ade-

quate awareness creation activities should
be done so as to minimize this challenge.

= Additional effort must be exert-
ed so as to strengthen the imternal IT
capacity of the banks, especially the
technical, managerial and implemen-
tation skills of e-banking services. This
will ultimately positively influence the
adoption of IT services in the banks.

* The banks must implement a com-
prehensive  platform  that contin-
uously monitors the status of the
e-banking services; and responsible
personnel must be assigned to take cor-
rective measures on time when any
failure of e-banking service happens.

= We recommend interested researchers
to apply similar or different approaches
and wverify the walidity of the findings of
this research and do furthier investigations
on the security of the Ethiopian banking
industry so that the banks will be aware
about the security of their systems and
take the required precautious measures.

*= Similarly, researchers are rec-
ommended to do further studies
on the barriers to the full adoption
of e-banking services in Ethiopia.

= |f the Ethiopian banks are going to
cope with the current challenges and
remain competitive, they must adopt
modern strategies like use of digital mar-
keting, offering unigue products to cus-
tomers, partnering with Ethio-Telecom
to widen the reach to their customers,
performing IT audits, customer educa-
tion, and awareness creation on security.
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Determinants of Customers’ Intention to Use Interest
Free Banking Products: The Mediation Effect of Attitude
on Religious Belief and Knowledge

By: Abraham Redi (MBA)
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1. Inkroductiocn

A great deal of literatures has pointed out that since its emergence onto the financial scene
in the 1970s, Islamic banking has gained prominence, becoming one of the most important
players in the banking service industry today. The amount of its assets was estimated to be
1.7 trillion dollars in 2013 and is expected to reach 3.4 trillion dollars by 2018 (World Islamic
Banking Competitiveness Report, 2013-2014). Moreover, its ability to overcome the finandal
crisis gave it the opportunity. Though several features make its instruments relevant to the
region, Islamic financeis notyetsignificantinmost Sub-Saharan African countries(IMF, 2014).




In Ethiopia, the introduction of Interest
Free Banking (IFB) Window alongside
with conventional operations has gen-
erated a new dimension in the banking
sector of the country. After three years
of implementation, however, IFEB prod-
ucts have attracted few customers.

As per the CBE's report, IFB Window
maintains only less than 3% of the total
accounts of the bank. Moreover, IFB's fi-
nancing products able to attract a hand-
ful of credit customers. i.e., only around
0.12% of the total credit portfolio of the
bank as at December 31/2016. Further-
more, IFB's Depository and Investment
products jointly able to mobilize 1.31% of
CBE's total deposits in the same period.

Therefore, the aim of this study is to fill
the gap by providing information on de-
terminants of customers’ intention to use
Interest Free Banking (IFB) Products in or-
der to raise the awareness of stakeholders
for the greater success of the business.

E.Thx.::r-j GF Reasowned Ackiom
abad H"j F-::l{' hesis I‘tvtL::Fmv_nt

Islamic banking adoption among some
customers was motivated by religious zeal
(Bley & Kuehn, 2004; Metawa and Almos-
sawl, 1998), while other customers consid-
er adoption as ameans to harvest addition-
al economic benefits (Dusuki & Abdullah,
2007; Erol and ElBdour, 1989). Similarly,
studies have documented that pricing
can affect one's decision regarding which
bank to utilize and which banking services
to give their patronage (Amin, 2008).

Going beyond description of customers’
religious zeal, economic benefits, and
costs, researchers have also attempted to
identify the causal inferences between the
psychological factors and the adoption of
Islamic banking using the theory of rea-
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soned action (Taib et al., 2008; Amin et al,
2010; Amin et al, 2011; Wahyuni, Sakur and
Arifin, 2013), theory of planned behavior
(Alam et al., 2011; Amin et al., 2013; Amin
et al., 2014) and technology acceptance
model (Amin et al, 2008). However, due to
its parsimonious and prediction capacity,
Theory of Reason Action (TRA) received
rich empirical support as evidenced by the
work of Gumel, Othman and Yusof, 2015.

While reviewing studies conducted using
TRA model, one can witness that many
researchers have tried to modify the TRA
model by incorporating one or more ad-
ditional variables as moderator; for in-
stance, (Ali, Raza and Puah, 2m5; Amin
et al., zo11) modified TRA by adding three
new moderating variables, namely, “Re-
ligious obligation”, “Pricing” and “Gov-
ernment support”. However, this study
for the first time used Attitude as a medi-
ator variable in order to predict the indi-
rect effect of religious belief and knowl-
edge on intention in addition to their
respective direct effects. Moreover, the
researcher has developed new construct
‘knowledge’ as an explanatory variable.

2.1, Theory of Reasomed Ackion

This theory, developed by Fishbein and
Ajzen (1975), empirically indicated that
an individual's behavior intentions deter-
mine his or her actual behavior. Behavior
intention in turn is determined by the in-
dividual's attitude toward the behavior
and subjective norms which deal with the
influence of the sodal environment on be-
havior.
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Figure 1 Theory of Reasomed Action

Source: Fishbein and Afzen (1975)

Prior studies have documented the need
to adapt the theory to better reflect the
study setting (Talb et al., 2008; Ali et al.,
2015). The model will help measure the
intention to use IFB products by add-
ing three new variables relevant to the
Ethioplan context, namely, “religious
belief”, “perceived financial cost (pric-
ing) of IFB products” and “knowledge".

This study excludes “actual behavior™ and
the other two original external constructs
of TRA (Belief and evaluation and Mor-
mative Belief to comply), as this study is
more interested in examining behavioral
intention, attitudes and subjective norms.

This approach is similar to the model adapt-
ed by (Taib et al., 2008; Amin et al., 2011; Ali
et al,, 2015). Attitude is used as it is while
subjective norm is renamed as social influ-
ence in order to reflect the study context.

This is similar with the study of {(Amin
et al, 201). The dependent variable
consists of one variable, that is, the in-
tention to use IFB products, while the
independent wvariables consist of five
variables, namely, “attitude”, “social
influence”, “religious belief”, “per-
ceived financial cost” and “knowledge™
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Determinant 1: Attitude

In the TRA, attitude refers to the posi-
tive effects (like [ well) or negative (not
like | bad) of the evaluation of individual
feelings in assessing an individual's be-
havior. Attitude is considered as the first
antecedent of behavioral intentions. In-
dividuals will have an intention to show a
certain behavior when they judge it pos-
itively. Many studies show a significant
effect of attitude on intention (Taib et al.
2008; Amin et al., 201, Abduh and Abdul
Razak, 2012). However, Amin (2012) ar-
gued that attitude appears to have no
significant effect on intention. Therefore,
this study also hypothesized as follows:

Hi: Attitude has a
positive influence on
intention to use IFB
products.

Determinant 2: Social Influence

The term social influence refers to sub-
jective norm or normative pressure. It
can be defined as one's perception that
those who are important to her or him
should or should not perform the behay-
ior in question (Fishbein and Ajzen, 1975).
Taib et al. (2008) found subjective norm



to be associated with the level of accep-
tance of diminishing partnership and in
fact, the subjective norm was found to
be a more influential predictor of inten-
tion to use Islamic financing than attitude.
However, results of previous studies have
been mixed. (Chau and Hu, 2001; Lewis,
Agarwal, and Sambamurthy, 2003) have
found subjective norm to have no direct
impact on intention to use information
technology. In view of the above stud-
ies, the following hypothesis is proposed:

Hz: Sodial influence has a posi-
tive influence on the intention

to use the products of IFB.

Determinant 3: Religious Belief

Religious belief is defined as “the extent
to which an individual is committed to the
religion he or she professes and its teach-
ings, such as the individual's attitudes and
behaviors reflect this commitment™ (John-
son, Jang, and Larson, 2001). Religiosity
has a personal dimension, as per Slater,
Hall and Edwards (2001} it represent an in-
dividual's real relation to the sacred. In this
study, it indicates to the role of religion
in affecting one’s choices and activities.

Alam et al. {2012) clarified religion as one
of the most universal and famous sodial
institution which may influence attitudes,
values and behavior of individuals and
communities in the rankings. Meanwhile,
religious belief can influence people’s
ethical beliefs and can reflect human
daily conduct and commitment (Conroy
and Emerson, 2004). Furthermore, re-
ligious belief indirectly provides signif-
icant determinant of consumer ethical

beliefs and practices (Vitell and Paclillo,
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2003). Hence the hypothesis suggested is:

H3: Attitude mediates the
relationship between reli-
gious belief and intention
to use IFB products.

Previous empirical studies found a positive
influence of religious belief on banking se-
lection (usage) criteria. Metawa and Al-
mossawi (1998) found religion as the main
factor that affects customer perception
in the selection of Islamic banking system
and not the yield on their investment. In
addition, they found religiosity is ranked as
the highest factor in affecting selection cri-
teria followed by profitability. Conversely,
a Jordan based study found that religion
did not play significant role to adopt an |s-
lamic bank, but profit driven criteria was
animportant factor to choose abank (Erol,
C. and R. El-Bdour, 1989). Moreover, the
study of Amin et al. (2011) confirmed the in-
significant contribution of religious obliga-
tion. Consistent with previous studies, the
following two hypotheses are proposed:

H4: Religious belief has a
positive influence in the us-
age of IFB products.

Determinant 4: Perceived Financial Cost

(Pricing)

pricing plays on consumers’ perception
and it is the customers' perception of
price that makes them buy a product and
not the actual money price. According to
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Olson and Zoubi (2008), Islamic banks use
profit and loss sharing in charging for the
financial transactions services. Dusuki and
Abdullah (2007) argued that Islamic hire
purchase (ljarah) was expensive where-
as other systems just seemed confus-
ing. Similarly, Amin and Isa (2008) found
“lower monthly payments” was ranked
second behind “transparency practice”,
implying that lower pricing was one of
the motivators for customers to deal with
Islamic banks. This is consistent with the
view of (Erol, C. and R. El-Bdour, 1989).

(Yu, 2012) found perceived financial cost
is significant and has negative relation-
ship with mobile banking acceptance.
Luarn and Lin (2005) use Technologh
cal Acceptance Model (TAM) to explain
one's acceptance on mobile banking.
They note that perceived finandal cost
is significantly related to mobile bank-
ing acceptance and it is of inverse rela-
tionship. Amin et al. (2011) found that fi-
nancial cost (termed as ‘pricing’ in their
work) is influential in determining the
behavioral intention to use IFB products.

Hs: Perceived fAnancial cost
(pricing of IFB products) has
negative influences on the in-
tention to use IFB products.

Determinant 5: Knowledge

Knowledge of the product is one of the
determinants in influencing individual
behavior. Research conducted by Tang,
Jianghong and Juan (2011) for person-

al computer users in China support this
statement. Kaplan, Schoder and Haenlein
(2007), who conducted a study on print
media customers, assert that the knowl-
edge of the print media category has
significantly direct impact on intention
to subscribe. This result was similar with
Amin (2012)'s study of Islamic Credit Cards.

In relation to attitudes, the research of
Fazic and Zanna (1981) revealed that there
is a positive relationship between knowl-
edge and attitude towards the product.
This result is in line with the study of {Tang
et al.,, 2011). In this study, the research-
er has examined the knowledge/aware-
ness of IFB products and services, Le.,
awareness of the financial teachings of
Islam. Hence the hypothesis suggested is:

Hb: Rnowledge has a pos-
tive relationship with at-
titude towards IFB prod-
uct.

The study of Wahyuni (2012) shows that
the Moslem community in Surakarta on av-
erage has relatively low knowledge but the
standard deviation is actually quite high on
Islamic banking with a high standard devi-
ation, indicating that there is variation of
knowledge about Islamic banking product
among individuals in Surakarta communi-
ty. Those who have relatively little knowl-
edge stated that the operation of Islamic
banks is similar with conventional banks:
only the name changed. For example, if you
have the deposit, you will get profit shar-
ing as an interest for a conventional bank.
with little knowledge, the intention to
use Islamic banking products is also small.

This result is in line with research of Ka-
plan et al. (2007) that the knowledge
about the product category is positive-
ly related with the intense adoptionfuse
of the product concermed. Engel et al.



(1990), as stated in the research of Tang
et al. (201), acknowledged that attitudes
mediate the relationship between knowl-
edge and purchase (intention to use). So
the following hypotheses are proposed:

H7: Knowledge has a posi-
tive relationship with inten-
tion to use IFB products.

HE: Attitudes mediate the rela-
tionship betweenknowledgeand
intention to use IFB products.

3 esearch Melhod

The researchwas conducted in Commercial
Bank of Ethiopia (CBE) by focusing on IFB
windows located at Addis Ababa city spe-
cifically to investigate the Determinates of
Customers' Intention to use |FB products.
CBE is the biggest bank in the country. It
has over 1,167 branches (While this study
was conducted). It provides both conven-
tional and IFB products and services to its
customers. The bank has started provid-
ing IFB services since October 28, 2013.
The bank provides IFB products through
Windows in its selected 796 branches.

This study used a self-administered
questionnaire for data collection. The
guestionnaires were hand delivered to
CBE's customers to elicit voluntary par-
ticipation. The survey was conducted
in April 2017 during banking hours. Re-
spondents were sought individually to
complete the survey guestionnaire by
the researcher and research assistants.
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The sample size of this study was 384,
however, for contingency purpose, 420
questionnaires were distributed to the
customers of CBE and 403 were returned.
380 questionnaires, which is go% of the
sample size, found to be appropriate.
Moreover, eleven questionnaire respons-
es with critical values above 71.5 Mahal-
nobis Distance (MD) were considered as
outliers and excluded from further analy-
sis. Therefore, 369 questionnaires, which
is 96% of the sample size, were found to
be valid for further statistical analysis.

Daka Anul.-sts

Analysis of Moment Structure (AMOS)
version 20 and Statistical Package for
the Social Sciences (SPSS) version 20
were used to analyze the data. Structur-
al Equation Modeling (SEM) with Maxi-
mum Likelihood Estimation (MLE), using
AMOS, was adopted to assess both the
measurement model and the structural
equation model. The measurement mod-
el was first evaluated to determine the
internal consistency and construct va-
lidity of the multiple item scales used to
operationalize the study variables. Then,
the structural model was tested to evalu-
ate the strength and the direction of the
relationships between latent constructs.

The minimum factor loading of 0.6 on its
hypothesized constructsis proposed (Nun-
nally, 1978). Using Nunnally's (1978) rec-
ommendation, the original 28 items were
reduced to 23 as they had values of 0.6
and higher. These 23 items were retained
since they met essentially significant level
of convergent validity. The measures used
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for assessing convergent validity were the
Average Variance Extracted (AVE) test sta-
tistics and Composite Reliability (CR) esti-
mates. The AVE scores need to be great-
er than 0.5 and the CR should be greater
than o.7 (Hair et al., 2010). On the basis of
the analysis, the 23 items were grouped
into five factors, namely “Attitude”, *So-
cial Influence”, “Religious Belief", “Per-
ceived Financial Cost” and “Knowledge™.
For each factor, there exists some conno-
tations, for instance, Knowledge had five
items, leading to the use of factor analy-
sis. This technigue is argued to be consis-
tent with that used by De Vaus (2002) who
claimed that factors are not single measur-
able entities but are constructs of a num-
ber of other directly observable variables.
Items related to the intention to use inter-
est free banking products were excluded
from the analysis since it is a dependent
variable. This approach is in line with the
approach employed by Amin et al. (2011).

Discriminant Validity

Discriminant validity refers to the principle
that the indicators for different constructs
should not be so highly correlated as to
lead one conclude that they measure the
same thing. A demonstration of Discrimi-
nant Validity used in this study is provided
through the comparison of the squared
factor correlation outputs of Amos mea-
surement moedel and AVE scores for each
of the pair-wise constructs. As computed
in the study, the AVEs are greater than
the values of the Squared Correlation
(r2). Thus the model does not violate
the assumption of Discriminant validity.

RESULTS
Customer's Profile

The male customers constitute 236 (64%)
of the respondents while female respon-
dents constitute 133 (36%). Respondents
below the age of jo-year accounts for
66.1% of the total respondents followed
by the age group 30-45 which comprise
26% of valid responses. The survey re-
sult shows that 44.2% of the respondents
have first degree and 18.2% college di-
ploma. The study also shows that 38.8%
of the respondents are employed at the
private sector and 35.8% the public. With
regards to monthly income, 37.4% of the
respondents are within the income range
of Birr 2,000 - 4,999 and individuals with
monthly income below birr 2,000 con-
stitute 16.5% of the total valid responses.

Correlation

The results indicate that Attitude, Social
Influence, Religious Belief, and Knowl-
edge are positively correlated with the
intention to use IFB products at (p, 0.0
and p, 0.05). This means the stronger the
attitude, sodal influence, religious belief
and knowledge, the greater the use of IFB.
The correlation between Perceived Finan-
cial Cost and intention to use IFB is nega-
tive, which means, the greater perceived
cost of IFB, the lower the intention of cus-
tomer to use IFB products and services.

Discussion of Results

=The results of alternative hypothesis
H1 and H2 indicate that the two con-
structs, Attitude and Social Influence,
are found to be positively related with
the intention to use IFB products.

Attitude is positively related with in-
tention to use IFB products at less than
one percent significance level (p-value




= 0.000, t =4.311). Similarly, Social In-
fluence is also positively related to the
intention to use IFB products, but at
five percent significance level (p-value=
0.013, t = 2.478). These findings are con-
sistent with previous studies of (Amin,
2013; Amin et al., 2o01; Abdurazak and
Taib, 2011; Amin et al., 2010: Taib et al,,
2008). Thus, the more positive is the
Attitude, the more likely that IFB prod-
ucts are utilized by bank customers. In
addition, the more positive the Social
Influence, the more likely that IFB is uti-
lized by bank customers. These findings
provide evidence for the appropriate-
ness of the original constructs of TRA
in the context of Interest Free Banking
products. Hence, the results confirmed
that the model of customers' intention
to adopt IFB financing products can be
approached by the TRA framework. At-
titude (B = o0.311) is found to be a stron-
ger predictor than Social Influence (B
=0.106), indicating that bank customer
has made a firm decision after the eval-
uation of the outcome of engaging in
use of IFB products rather than moti-
vation to comply with expectations of
others. i.e., sodal influence.

= Moreover, H4 which hypothesized
Religious Belief is positively related
with intention to use IFB products is
supported. This means the greater the
Religious Belief, the more likely that IFB
products will be utilized by bank cus-
tomers. This finding is in line with the
findings of (Amin, 2012; Bley and Kuehn,
2004; Metawa and Almossawi 1998).

= As for Perceived Financial Cost
(H5), it is reported to be negatively re-
lated to the intention to use IFB prod-
ucts. The result indicates that Perceived
Financial Cost has a negative impact on
the intention to use IFB products. This
means, the lower the Perceived Finan-
cial Cost of IFB products, the greater
the likelihood that the service is going
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to be used by bank customers. This
finding support past studies conduct-
ed by (Amin,z2013), (Amin et al., 2011},
(Amin et al. 2010).

=Moreover, the research finding
shows that Knowledge has a positive
relationship with Attitude towards IFB
products, which supported Hé. This re-
sult is in line with the findings of (Amin,
2012; Tang et al., 201; Kaplan et al.,
2007; Fazio and Zanna, 1981).

=0n the other hand, Knowledge,
found to be insignificant predictor of
Intention to use (ITU) (p-value = 0.758, t
= 0.449), which rejected H7. This result
is not in line with the findings of (Tang
et al, zon; Engel et al., 1990). On the
other hand, having mentioned this re-
sult, one should not conclude that IFB
customers do not need knowledge to
increase their usage intention; instead,
the result of the analysis specifies that
customers attach more importance to
Attitude, Social Influence, Religious Be-
lief and Perceived Financial Cost. Thus,
the management of CBE should take
lesson on the issue.

=As stated above, Religious Belief has
significant direct positive effect on in-
tention to use and also significant indi-
rect positive effect on intention to use
through mediating variable Attitude.
This finding, by supporting H3, confirms
the findings of (Corroy and Emerson,
2004; Vitell and Paolillo, 2003).

=H8, which hypothesized that Atti-
tudes mediate the relationship be-
tween kmowledge and intention to use
IFB products, is rejected. This result is
not in line with the findings of (Tang et
al., 20m; Engel et al., 1950).
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£ Recommendabions

Based on the analysis and findings of this
study, the following recommendations
have been forwarded:

1. Te increase customers' intention
to use IFB products, the bank needs to
work on improving customers' attitudes
in the fellowing manner.
a.Te create positive attitude, CBE
must conduct mass awareness cre-
ation programs. Moreover, the bank
should implement effective promo-
tional campaigns by targeting spe-
cific customer groups to stimulate
IFB usage. For instance, with the
help of the Ethiopian/Addis Ababa
Chamber of Commerce and Sectoral
Association. IFB services could knock
the door of traders with the help of
local mosques, the bank can reach
to its retail/financing customers and
female related organizations can be
used for enhancing the awareness of
women. This approach can instill pos-
itive attitude on IFB products.

b.Considering the low level of sub-
scription of CBE's IFB financing prod-
ucts, the bank should strengthen its
effort to finance many more custom-
ers who engage in domestic trade
sector, by setting aside its priority
sector financing scheme at least for
the time being. This could give the
bank a word of mouth which in turn
helps to crop positive attitude. More-
over, the bank should increase its ac-
cessibility by preparing windows in
the remaining branches that do not
yet give IFB services.

c.The bank should secure certificate
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of Sharia compatibility for its work-
ing procedures, guidelines, and con-
tracts from local or foreign trusted
Sharia advisory organs; and

d.Though the current NBE directive
restricts [FBs to be given in windows
of the conventional facility. it should
consider giving IFB products in sep-
arate facility, at least in dedicated
branches of the conventional bank
in order te improve attitude and in-
crease |[FB adoption intention.

2.In order to cater the Religious Belief of
customers, the bank should establish/
strengthen professional Sharia adviso-
ry board, which will advise the bank on
IFB related Sharia issues. The selection
of board members should be based on
competency, religious knowledge, in-
tegrity, and they should have public re-
spect and acceptance in order to gain
public trust and aveid suspicion on the
part of customers.

3.In terms of Social Influence, the bank
should use the support of well-known
and respected local religious leaders or
even Sharia board members to explain
the benefits of using IFB. Moreover, by
working in collaberation with velun-
tary ex-Zemzem bank board members,
the bank can persuade the general pub-
lic and exert influence among the pub-
lic. Furthermore, the bank may build
customer database in order to identify
existing customers who are using the
service by training them about the prin-
ciples applied in IFB. They could help the
bank to persuade their friends, relatives
and other people to use IFB in the fu-
ture.

4.In order to address the customer's per-

ception of costly IFB offering charges,
the bank should render “a fair and

transparent pricing policy practices”.
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Oracle Survey: Incumbent
Banks Must Go Digital to
Stay Relevant

by Fintechnews Singapore
April 20, 2018

The era of traditional banking is coming to an end as customers are now demanding bank-
ing to be better integrated into their digital lifestyle, providing service that is instant, inte-
grated with social platforms and driven by data, according to a new survey by Oracle.

The Oracle research, published on April 11, found that out of the 5,200 customers from
13 different countries polled, 67% have already made the switch to digital, accessing their
bank accounts through digital channels and platforms including mobile banking apps and
web-based banking platforms.

According to Sonny Singh, senior vice president and general manager of Oracle’s financial
services global business unit, consumers are increasingly opting for digital banking for its
ease and convenience.




“While customers are generally satisfied
with basic banking services, their satisfac-
tion drops when attempting more com-
plex transactions such as securing a loan,”
Singh said.
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“Banks today must provide a more seam-
less customer experience or run the risk of
lesing out to non-banking alternatives."”

Going further, the research also
found that as much as 69% of consum-
ers want their entire finandial lifecy-
cle on digital channels, highlighting a
substantial shift in consumer needs.

The Rise of Challenger Banks and Fintechs

As the top three most important fac-
tors for choosing a banking services
provides, respondents cited trust, costs
and experience. However, when cus-
tomers go into the banking lifecycle, the
costs and experience triumphs trust,
making mon-bank options an attrac-
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tive alternative to incumbent banks.

One-third of respondents said they were
locking for alternatives for personal loans
and mortgages because of the unsatisfac-
tory experience. Other areas that are of-
ten unsatisfactory in terms of experience
include personal finance and investment.

With the major shifts happening across
the consumer financial lifecycle, com-
sumers are showing high interest in
exploring challenger bank options at
every stage. This high level of interest
in alternatives highlights a need for to-
day's banks to improve services at ev-
ery financial lifecycle stage, the report says.

Maore than 40% of customers believe non-
banks assist them best in their person-
al finance management and investment
needs.

“For a long time, financial services have
been about buying a product, with little
or no service. With powerful technol-
ogy companies like Google, Apple and
Amazon influencing other parts of com-
sumers' lives, they now are demanding
similar levels of personalized digital in-
teractions from their financial services,”
said Charlotte Petris, co-founder and
CEO of peer-to-peer marketplace Timelio.

In particular, consumers In  emerg-
ing economies such as India, China,
Indonesia and Brazil, ranked as the
most open to trying new digital plat-
forms, while the US fell in middle of the
pack at seventh and the UK at ninth.
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Interest in FinTech & Challenger Bank Alternatives is High and Growing
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“Today, the fastest growing financial ser-
vices organizations in the world are, with-
out exception, technology-based provid-
ers, not incumbent banks or institutions.

@ From Ant Fimnancial, Alipay and WecChat in

-
e

Q

China, M-Pesa in Kenya, Paytm in India, Ka-
kao in Korea, and more,” said Brett King,
founder and chairman of mobile money plat-
form Moven and the author of Bank 4.0.
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much thinner margins, but it is fundamentally
about a key element in the future of custom-
er-centric banking - the removal of friction.”

ﬁ.. “Technology allows much faster scale on

Bruno Diniz, a fintech advisor, speaker
and managing partner of Spiralem, Inno-
vation Consulting in Brazil, cited the case
of Brazil where several fintech companies
have become wvery successful by focusing
on specific issues to serve the unbanked.

“The fintechs that are appearing in the Brazilian scene generally offer solutions that
are niched and focused in a very specific problem, usually delivering a better expe-
rience than the bank offers. The clients are usually underserved by their existing
banking provider opening space for them to test fintech altermatives,” said Diniz.

“After some time, the fintech alternatives often set the benchmark for a determined
solution such as Guiabolso did with Personal Financial Management and Nubank with
credit card segment.”
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