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ABSTRACT

Despite the growth of e-banking adoption worldwiB#iopian banks continue to conduct most
of their banking transactions using traditional imetls. The general objective of the study was
assessment of the current extent and practicesefiberrealized by banks, driving forces,

opportunities and challenges for the adoption tdagking service in Ethiopia. From this general

objective, five specific issues were explored. Aplagatory research design was employed to
conduct this study. Both primary and secondary itatale data were collected for the purpose of
this study from the IT manager's of each bank & liead office level and bank web sites
respectively. The collected data was analyzed Inygudescriptive analysis such as tables and

percentages.

From an analysis of the collected data, the findingvealed that: balance inquiry, cash
withdrawal, funds transfers, statement printing among the major practice of e-banking
among those banks that are providing the servicght customer. The different e-banking
channels by which banks are using to provide tises@ces to the customer are ATM card, debit
card, credit card, salary card, visa card, mastard, Internet banking and Mobile or SMS
banking. Cost reduction, coverage of wide geogregdharea, customer satisfactions etc are
among the benefits of adopting the system fronvignepoint of the bank. Among the different
driving forces that initiate banks to adopt e-barkservices: existence of high competition in the
banking industry, desire to improve organizatiopa&rformance, desire to reduce transaction
cost, desire to cover wide geographical area, apediré to build organizational reputation are
among others. Chances of risk, Lack of suitablallemnd regulatory framework, absence of
financial networks that links different banks, Ldewel of internet penetration and poorly
developed telecommunication infrastructure, higbtaaf internet, security concerns are among
the major challenges for the adoption of e-banlgegvice in the country. However, late adopter
opportunities, improvement in the banking habith&f society, commitment of the government to
facilitate the expansion of ICT infrastructure amdllingness among banks to cooperate in
building infrastructure are the major opportunitiés the adoption of the system in the banking

industry.
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Chapter |

Introduction

As an introduction of the study, this chapter pnesebackground of the study, statement of
the problem, research questions, research objestiope of the study, limitation of the study,

significance of the study and organization of theole paper respectively.
1.1 Background of the Study

Financial services industry has recently been dpehistoric transformation, it can call e-
developments are emerging and advancing rapidiyl iareas of financial intermediation and
financial markets: e-finance, e-money, electron@nking (e-banking), e-brokering, e-
insurance, e-exchanges, and even e-supervision.n€&te information technology (IT) is
turning into the most important factor in the figudevelopment of banking, influencing
banks’ marketing and business strategies. In regeants, the adoption of e-banking began to
occur quite extensively as a channel of distributior financial services due to rapid
advancement in IT and intensive competitive bankivegkets. The driving forces behind the
rapid transformation of banks are influential chesgin the economic environment:
innovations in information technology, innovatiansfinancial products, the dynamic nature
of customers demand, liberalization and consolaatf financial markets, deregulation of
financial inter-mediation etc. These and otherdexinake it complicated to design a bank’s
strategy, which process is threatened by unforesdmrelopments and changes in the
economic environment and therefore, strategies ineidtexible to adjust to these changes.
The financial services market is continuing to awmapidly, which brings into question
whether traditional banks, as they are now streckuwill actually continue to exist by the
end of the decade or even survive through the yeaats QOlga lustsik, 2003). The evolution
of e-banking started from the use of Automatic @eMachines (ATMs) and Finland is the
first country in the world to have taken a leagibanking (Mishra, R. and J. Kiranmai (2009)
in order to provide efficient and effective servicetheir customers. Electronic banking has
been widely used in developed countries and isdhagxpanding in developing countries.
However, the slow diffusion of e-commerce to Afnicaountries has been attributed to a

number of issues some of which may be unique toAthiean Continent (Darley, W. K,



2001). Electronic banking (e-banking) is nothing btbusiness in banking industry. It may
also be referred as internet bankifidpe internet is transforming the banking and finahc
industry in terms of the nature of core producesviees and the way these are packaged,

proposed, delivered and consumed (Sathye, 1999).

E-banking is defined as the automated delivergeaf and traditional banking products and
services directly to customers through electromteractive communication channels. E-
banking includes the systems that enable finanicislitution customers, individuals or
businesses, to access accounts, transact busimesstain information on financial products
and services through a public or private netwonkjuding the Internet ATM , Debit card
,credit card etcThe computer applications are paramount conceringobanks in today’s
business environment and internet has become tha wlatform for all financial, banking
and commercial transactions in the present sce(ldiagembe, B A S and Shemi A P (2002).
It is an invaluable and powerful tool driving demgient, supporting growth, promoting
innovation and enhancing competitiveness (KameQ528nd Nath, Shrick and Parzinger,
2001). Banks and other businesses alike are turtingpformation Technology (IT) to
improve business efficiency by delivering the seewvith minimum cost, service quality and
attract new customers (Nath et al, 2001). Techncébgnnovations have been identified to
contribute to the distribution channels of bankke Tevolution of banking technology has
been driven by changes in distribution channelgwadenced by automated teller machine
(ATM),Debit card ,credit card ,visa card, Phonenliag, Tele-banking, PC-banking and

most recently internet banking. The paperless lvankas become inevitable (Goi, 2005).

A strong banking industry is important in every oty and can have a significant effect in
supporting economic development through efficiemaricial services. In Ethiopia, the role of
the banking industry needs to change to keep up thé globalization movement, both at the
procedural level and at the informational level.isTkeshange will include moving from
traditional distribution channel banking to eledimdistribution channel banking. E-Banking
transactions have opened up new window of oppdstuaithe existing banks and financial
institutions. It permits business process re-ereging, serving borderless market, to achieve
zero latency leading to improvements in customerice levels and better risk management
because of real-time settlement. Since its evaiutio 90 th decades, it is having
unprecedented growth. The growth rate is highddeneloped Countries, and comparatively
lower in least developed countries (Chang, 2003a8lup, 2008)



Information and communications technologies (ICliaye changed the way of conducting
business transactions and meeting the growing desnaincustomers for most organizations.
The promise of ICTs in the banking sector has Is=&m in terms of its potential to increase
customer base, reduce transaction costs, improzeqtfality and timeliness of response,
enhance opportunities for advertising and brandifagilitate self-service and service

customization, and improve customer communication aelationship. Most banks in

developed and some in developing parts of the warkdnow offering e-banking services
with various levels of sophistication (Garau, 2002)us, given the almost complete adoption
of e-banking in developed countries, the reasorttferlack of such adoption in developing

countries like Ethiopia is an important researdt thas addressed by this paper.

1.2 Statement of the Problem

In this era of globalization, with increased coniij@t around the globe in all sectors, a strong
banking industry is important in every country arah have a significant effect in supporting
economic development through efficient financialvexes; as a result many banks in the
world are modifying their strategies to reach costos worldwide more easily and cheaply.
Therefore, banks are developing the technologiaiswviiil help them deliver banking products
and services by the most cost-effective channedsame of such channel is adoption of e-
banking or internet banking. E-banking is a wakéep existing customers and attract new
ones to the bank. The transaction costs of progidimese services are lower than the
traditional approach. The rapidly growing infornesitiand communication technology is

knocking the front door of every organization ie tlorld ooz & Hamilton, 1997)

Despite this growth of IT worldwide, Ethiopian bankontinue to conduct most of their
banking transactions using traditional methodsEthiopia, however, cash is still the most
dominant medium of exchange, and electronic payrsgstems are at an infant stage. In the
face of rapid expansion of electronic payment systehroughout the developed and the
developing world, Ethiopia’s financial sector remdehind in expanding the use of the
system. Certainly, the banking industry in Ethiopéaunderdeveloped .With a growing
number of import-export businesses, and increasedniational trades, increase the demand
of the customer and international relations, theeni banking system is short of providing
efficient and dependable servicgdfie customers of Ethiopian commercial banks haeseci

to enjoy with the technological advancement in liaglsector, which has been entertained

elsewhere in African and the rest of the world. Tinedern e-banking methods like ATMs,
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Debit cards, Credit cards, Tele banking, Interregtkding, Mobile banking and others are new
to the Ethiopian banking sector. E-banking whiden®to the use of modern technology that
allows customers to access banking services etectity whether it is to withdraw cash,
transfer funds, to pay bills, or to obtain commaranformation and advices are little known
in Ethiopia. In Ethiopia, it is difficult to withdw money without presenting the passbook and
money transfer is allowed only in between branabiethe same bank. However, from the
public and the economy there is a strong need tfengthening linkages among banks in
order to allow healthy flow of financial resourcasong financial institutions and optimize

the contributions of the entire financial systenthie development processes as whole.

All banks in Ethiopia are too late to move with heological advancement. Every bank
customer is highly dissatisfied by the disappomtistatus of financial development in
Ethiopia. Even the time wasted in traveling forrsbaof bank branches and the long waiting
time to access the account is disappointing. Ehzarticularly because of the non-integration
of branches of the same bank, i.e. even withinviddal banks, their branches are not linked
to each other and it is necessary for the custamehysically visit the branch in which an
account has been opendul addition, even though there are opportunitiestiie adoption of
e-banking service in the banking industry, lackcohcern or lack of giving priority on the
side of the government and the national bank ofcthntry is the main cause for the low

development of e-banking service in the bankingasec

Finally, even though there are researches condustether countries like Bangladesh and
revealed that unavailability of a backbone netwawknecting the whole country; inadequacy
of reliable and secure information infrastructuspexially telecommunication infrastructure;
sluggish ICT penetration in banking sector; ingiéfint legal and regulatory support for
adopting e-banking etc are the major challengeshi®refficient adoption of e-banking in the
country (Mohammad ,2008 ), there is no prior stadgducted in Ethiopia. Thus, the purpose
of this paper was assessment of the opportunitiéshallenges for the adoption of e-banking
service in Ethiopia. Accordingly, the following e=sch questions are drawn from the above-

discussed problems.



1.3 Research Questions

1. How looks like the current practices and extdré-banking service in Ethiopia?

2. What are the benefits of adopting e-bankingiserfirom the viewpoint of the bank?

3. What are the driving forces towards the adoptibe-banking service in the banking
industry?
4. What are the major challenges for the adoptfattmanking service in Ethiopia?

5. What are the existing opportunities for the awpof e-banking service in Ethiopia?

1.4 Objective of the Study
General objective

To assess the current practice and extent of exb@rdervice, benefits realized by banks,

driving forces, opportunities and challenges fer éldoption of e-banking service in Ethiopia.
Specific objectives

1. To explore the current practice and extentafption of e-banking service in Ethiopia

2. To find the benefits realized by banks in the amwpand practice of e-banking to

compliment their service delivery channels.

3. To identify the driving forces towards the adoptof e-banking service in the banking
industry.

4. To identify the major challenges for the adoptof e-banking service in Ethiopia.

5. To identify the existing opportunities for thaoption of e-banking service in Ethiopia.



1.5 Scope of the Study

The study is confined to assess the opportunitidschallenges for the adoption of e-banking
service of selected commercial banks in Ethiopa.the sake of uniformity and due to their
more involvement in retail banking, only data thats obtained from commercial banks was
used in this studyOther bank with development objective like Devehgmt Bank of Ethiopia
was not get attention in this study. Moreover, shaly focuses only on the assessment of the

opportunities and challenges for the adoption baerking from the viewpoint of the bank.

1.6 Limitation of the Study

The focus of this study is on thessessment of the opportunities and challengeshéor

adoption of e-banking service of commercial bamk&thiopia. Owing to the initial stage of
e-banking services available in Ethiopia, it wasywdifficult to get secondary data as well as
literature in this area from the country perspextiv addition time and financial constraints

was also become the main limitation of the study.
1.7 Significance of the Study

Since E-banking system is in an infant stage inidpih, by investigating the different
opportunities and challenges for the adoption a$ thervice delivery channel and by
recommending solutions for the identified problethss study will help banks to benefit from
the adoption of this technology. In addition, itgeeto fill significant knowledge gaps about e-
banking landscape in Ethiopia; thereby it will gimsight to researchers and students about

the problem and stimulate further investigationhaf issue.
1.8 Organization of the Paper

This paper consists of five chapters with differeettions and sub-sections. Chapter one
presents the introduction for the main part of phper, and chapter two states the theoretical
and empirical literature review about the adoptaire-banking service in some countries.
Chapter three discusses research methodology. €@hdpur focuses on results and
discussions. Finally, the last chapter (chapter)fgives conclusion and recommendation of

the study.



Chapter Il

Literature Review

This chapter contains both the theoretical and sogbireview of the study. The theoretical
framework includes: introduction to e-banking, défon of e-banking, evolution of e-
banking, e-banking channels, importance of e-bapkibanking risks and banking in
Ethiopia respectively. In addition, it also inclsdempirical review of the study from different

researchers in different countries.

2.1 Theoretical Review

2.1.1 Introduction to E-banking

According to Mohammed shamsuddoha (2008), eleadrddanking is transforming the
financial services industry through various innamas. The quantity of cross-border trading
and other financial activities is increasing geamatly make possible by technology. It has
been made possible by technology, particularly rinfition technology to generate, collect
and process information about bank operation amét bastomers efficiently and effectively.
It provides the ability to create more effectivestgyns of controls in individual institutions
and in the market themselves. Compared to the pageed operation, Electronic Banking
Systems, in its most proficient form, offer instaretrification and transfer and reduces the
flow of costly paper in the record keeping procégsplication of technology in banking offer
opportunity for reduction of both paper and peoplanks have developed electronic banking
service for three main reasons.

» To protect and increase market share

» To reduce operating cost by substituting physiegital and technology for labor

» To generate new revenue
Electronic banking allow banks to expand their neggskfor traditional deposit taking and
credit extension activities, and to offer new praduand services or strengthen their
competitive position in offering existing paymergndces. In addition, electronic banking
could reduce operating costs for banks. More brgathe continued development of
electronic banking and electronic money may coantalto improving the efficiency of the

banking and payment system and to reducing the afosttail transactions nationally and
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internationally. Although many financial instrumeahd systems are now considered as
“Electronic Banking” came into the terminology oktfinancial world in the late 1980s, with
the possibility of emergence of true electronic eonAll sorts of back-office information
management technology and financial services uslectronic devices can be included into
the term “Electronic Banking”. The development mformation technology has contributed
positively to economic growth through several ctedsnlCT has led to a productivity growth
through the impact on activity processes. Banksehagen increasing their own size and
financial strength and expanding the scope of gieiducts lines to meet the growing demand

of their customers.
2.1.2 Definition of E-Banking

E-banking is the modern delivery channel for bagkservices. Banks have used electronic
channels for years to communicate and transachessiwith both domestic and international
corporate customers. With the development of thermet and the World Wide Web (WWW)

in the latter half of the 1990s, banks are increglgiusing electronic channels for receiving
instructions and delivering their products and mew to their customers. This form of

banking is generally referred to as e-banking derlret banking, although the range of
products and services provided by banks over thetreinic channel vary widely in content,

capability and sophistication. E-banking is defiresl the automated delivery of new and
traditional banking products and services diretitlgustomers through electronic, interactive
communication channels. The definition of e-bankiragies amongst researches partially
because electronic banking refers to several tgpeervices through which bank customers
can request information and carry out most retailking services via computer, television or
mobile phone (Daniel, 1999; Mols, 1998; Sathye, Q9%or example, Burr (1996) describes
it as an electronic connection between bank antbowes in order to prepare, manage and

control financial transactions.

According to Singh & Malhotra (2004), E-banking cha defined as the deployment of
banking services and products over electronic amehneunication networks directly to
customers. These electronic and communication mkivanclude Automated Teller
Machines (ATMs), direct dial-up connections, prevaand public networks, the Internet,
televisions, mobile devices and telephones. Amongsd technologies, the increasing
penetration of personal computers, relatively eamieess to the internet and particularly the

wider diffusion of mobile phones has drawn therditen of most banks to e-banking. E-
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banking includes the systems that enable finanicisfitution customers, individuals or
businesses, to access accounts, transact busimesstain information on financial products
and services through a public or private netwonkluding the Internet or mobile phone.
Customers access e-banking services using anigetalelectronic device, such as a personal
computer (PC), personal digital assistant, autotheger machine (ATM), kiosk, or Touch
Tone telephone. Or ‘e-banking refers to the prowvisof retail and small value banking
products and services through electronic chanr&lsh products and services can include
deposit-taking, lending, account management, tbeigion of financial advice, electronic bill
payment, and the provision of other electronic paymproducts and services such as

electronic money.
2.1.3 Evolution of E-Banking

Since the late 1990s E-Banking has developed friotnal insignificance to tens of millions
of users worldwide (OECD, 2001). However, E-Bankirgy the product of different
generations of electronic transactions. The cuwesii-based internet is the latest of several
generations of systems: Automated Teller machinEM#), Phone Banking, PC or House
Banking. Automated teller machines (ATMs) were the first Melown machines to provide
electronic access to customers where as in phonieriga users call their bank’s computer
system on their ordinary phone and use the phoyeakito perform banking transactions. PC
banking superseded phone banking and allowed tséngeract with their bank by means of
a computer with a dial-up modem connection to theng network. Phone and PC banking
entailed maintenance costs associated with keegrtg date with diverse modems and with
avoiding prohibitively complex installation proceda. After those generations Deutsche
Bank launched the very first Internet banking proja Latin America in 1996 and Citibank
has developed a special “e-toolkit” across allbitanches worldwide (UNCTAD, 2002). E-
Banking uses the web browser for the user intertau the Internet for data transfer and
download of software, and so has a potential fduecang maintenance costs. For users, E-
Banking provides current information, 24-hours-g-da&ccess to banking services. The
primary services provided by e-banks are transfgrrnoney among one’s own accounts,
paying bills, and checking account balances. Lodmskering, share trading, service
bundling, and hosts of other financial servicestaimg added to these primary services). E-
Banking is widely used in, among other places (De&a&eidmann, 2001).



2.1.4 E-Banking Channels

2.1.4.1 Internet banking

According to Booz, Allen & Hamilton (1999)Internet banking” refers to systems that enable
bank customers to acceascounts and general information on bank produects services
through apersonal computer (PC) or other intelligent deviogernet banking products and
services can include wholesale productscfporate customers as well as retail and fiduciary
products for consumerdJitimately, the products and services obtained ugho Internet
banking maymirror products and services offered through otbank delivery channels.
Some examples of wholesale products and servichsdier Cash management, wire transfer,

automated clearinghouse transactions, Bill presentmnd payment.

Examples of retail and fiduciary products and smsiincludeBalance inquiry, Funds
transfer, Downloading transaction information, Bill presentrheand payment, Loan

applications, investment activitgther value-added services.

Based on the levels of access granted, internéditgurproducts are divided into 3 types.
They are:

[) Information Only System: General purpose information like interest ratbsanch
location, bank products and their features, loath @eposit calculations are provided in the
banks website. There exist facilities for downlaagdvarious types of application forms. The
communication is normally done through e-mail. Ehisrno interaction between the customer
and bank's application system. No identificatiorihgf customer is done. In this system, there
is no possibility of any unauthorized person gettinto production systems of the bank

through internet.

II) Electronic Information Transfer System: The system provides customer- specific
information in the form of account balances, tratisa details, and statement of accounts.
The information is still largely of the 'read onlgimat. Identification and authentication of
the customer is through password. The informat®rieiched from the bank's application
system either in batch mode or off-line. The amlan systems cannot directly access

through the internet.

[II') Fully Electronic Transactional System: This system allows bi-directional capabilities.

Transactions can be submitted by the customerribne update. This system requires high
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degree of security and control. In this environmeveb server and application systems are
linked over secure infrastructure. It compriseshtmlogy covering computerization,

networking and security, inter-bank payment gateay legal infrastructure.
Growth in Internet Banking

Numerous factors including competitive cost, customservice, and demographic
considerations are motivating banks to evaluaté teehnology and assess their electronic
commerce and Internet banking strategies. ManyareBers expect rapid growth in

customers using online banking products and sesvice

Some of the market factors that may drive a banls strategy to use internet banking

include the following:

Competition — Studies show that competitive pressure is the cothinfing force behind
increasing use of internet banking technology, imlahead of cost reduction and revenue
enhancement, in second and third place respectiBelyks see internet banking as a way to

keep existing customers and attract new ones tbahk.

Cost Efficiencies —banks can deliver banking services on the intemh&tnsaction costs far

lower than traditional brick-and-mortar brancheseTactual costs to execute a transaction
will vary depending on the delivery channel usea. &ample, according to Booz, et.al, as of
mid- 1999, the cost to deliver manual transactiah® branch was typically more than a
dollar, ATM and call center transactions cost ab@hitcents, and internet transactions cost
about a penny. These costs are expected to cortrdexline. Banks have significant reasons
to develop the technologies that will help themiaelbanking products and services by the

most cost-effective channels.

Geographical Reach —Internet banking allows expanded customer contacbugh

increased geographical reach and lower cost dglsteainnels.

In fact some banks are doing business exclusivaytlve internet — they do not have

traditional banking offices and only reach theisttumers online.

Other financial institutions are using the interastan alternative delivery channel to reach

existing customers and attract new customers.
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Branding — Relationship building is a strategic priority foranmy banks. Internet banking
technology and products can provide a means foksbemdevelop and maintain an ongoing
relationship with their customers by offering eascess to a broad array of products and
services. By capitalizing on brand identificatiomdaby providing a broad array of financial

services, banks hope to build customer loyaltyssigell, and enhance repeat business.

Customer Demographics— Internet banking allows banks to offer a wideagirof options

to their banking customers. Some customers wil o#l traditional branches to conduct their
banking business. For many, this is the most caafte way for them to transact their
banking business. Those customers place a premiurpeocson-to-person contact. Other
customers are early adopters of new technologias dirive in the marketplace. These
customers were the first to obtain PCs and the fosemploy them in conducting their
banking business. The demographics of banking mes® will continue to change. The
challenge to banks is to understand their custdmase and find the right mix of delivery

channels to deliver products and services profitédbtheir various market segments.

2.1.4.2 Types, Benefits and Features of Electronayment Methods

2.1.4.2.1 Types

Cheques and drafts have replaced the traditionahpat system with money as a medium of
settlement and further development in the field asn with the advent of electronic cards.
The most commonly used electronic cards include Adavtls, Debit cards, Credit cards and
Smart cards. ATM card is a kind of plastic card,ickhallows a cardholder to withdraw
money from his bank account through automatedrteti@chine. This card can be used also
for other banking services like deposit and trantfeany other account by using the ATM
machine. Credit card is the modern electronic masard that may be used repeatedly to
borrow money or buy products and services on cr&d8A, Master Card, American Express
and Discoveris commonly known and widely used credit cards ugtwut the world. The
decision with which card to go depends on the coispa of the features of the specific card
(not the brand). The most important features, afre®, are Interest rate and Annual fees.
Debit cards are electronic plastic cards direédgl to bank account and the amount of money
the cardholder can spend with it is limited to émeount of money he/she has in the bank. It is

called debit card because when cardholder uses bit dard, the transaction debits
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(withdraws) the amount of the transaction from baiders’ account, usually on the same day
(C.S.V Murthy, 2004).

2.1.4.2.2Benefits of E-Cards

According to C.S.V Murthy, (2004), E-cards offenamber of benefits to the issuing banks

and customers of the bank including:

% Dramatically reduce printing, mailing, and finariclendling costs associated with
processing transaction.

s Enhance payment security by minimizing theft oslos

% Prevent fraud through automated controls

¢ _Increase customer satisfaction and enhance sdovmmnstituents.

¢+ Ensure continuity of service to cardholders in eyeacy or disaster situations

“ Improve operational efficiency and profitability thfe issuing banks.
2.1.4.3 Mobile Banking

Mobile banking (also known as M-banking or SMS hagkis a term used for performing
balance checks, account transactions, payments/iat@ mobile device such as a mobile
phone. Mobile banking is most often performed MASSor the Mobile Internet but can also
use special programs called clients downloadetdortobile device. The standard package of
activities that mobile banking covers are: minitstaents and checking of account history;
alerts on account activity or passing of set thodg) monitoring of term deposits; access to
loan statements; access to card statements; nfutudd/equity statements; insurance policy
management; pension plan management; status onehsigp payment on cheque; ordering
check books; balance checking in the account; tetransactions; due date of payment
(functionality for stop, change and deleting of imayts); PIN provision, change of PIN and
reminder over the internet; blocking of (lost/stgleards; domestic and international fund
transfers; micro-payment handling; mobile rechaggicommercial payment processing; bill
payment processing; peer to peer payments; withalratv banking agent and deposit at

banking agent (Rahman, 2006).
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2.1.4.4 Tele Banking

Tele banking refers to the services provided thinopigone that requires the customers to dial
a particular telephone number to have access &xewunt, which provides several options of

services (Rahman, 2006).
2.1.4.5Home Banking

Home banking frees customers from visiting branchesl most transactions will be
automated to enable them to check their accountitees, transfer funds and to open L/C

sitting in their desk with the help of a persomainputer and a telephone (Rahman, 2006).
2.1.4.6 Point of Sale Terminal

An advanced payment system, which enables cussoimerse an ATM card to pay for goods
and services, electronically debiting the cardha@deccount and crediting the account of the
merchant (Rahman, 2006).

2.1.4.7 Society for Worldwide Inter-Bank Financial Telecommunication
(SWIFT)

It is a bank owned non-profit co-operative basedBielgium servicing the financial
community worldwide. It is a highly secured meseggnetwork enables banks to send and
receive fund transfer, L/C related and other freemtll messages to and from any banks
active in the network. Having SWIFT facility, bankdl be able to serve its customers more
profitable by providing L/C, payment and other naggs efficiently and with at most
security. Especially it will be of great help folients dealing with imports and exports etc
(Mohammed shamsuddoha, 2008).

2.1.5 Importance of E-Banking

Understanding e-banking service is important faresa stakeholders, since it helps them to
derive benefits from it. Many banks and other orgaiions have already implemented or are
planning to implement e-banking because of the maongepotential benefits associated with
it. Some of these major benefits according to Ska@ilarke (1997) are briefly described

below.
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2.1.5.1 From the Banks Point of View

Attracting High Value Customers: E-Banking often attracts high profit customers with
higher than average income and education levelghwielps to increase the size of revenue
streams. For a retail bank, e-banking customershanmefore of particular interest, and such
customers are likely to have a higher demand fokiog products. Most of them are using
online channels regularly for a variety of purpgsewd for some there is no need for regular
personal contacts with the bank’s branch netwokicvis an expensive channel for banks to
run (Berger & Gensler, 2007).Some research suggdésts adding the Internet delivery
channel to an existing portfolio of service deliwehannels results in nontrivial increases in
bank profitability (Young, 2007). These extra rewes mainly come from increases in non-
interest income from service charges on deposi#atiaccounts. These customers also tend

to be of high-income earners with greater profieptial.

Enhanced Image:E-banking helps to enhance the image of the org#ioiz as a customer
focused innovative organization. This was espaciaile in early days when only the most
innovative organizations were implementing thisrotel. Despite its common availability
today, an attractive banking website with a largetfplio of innovative products still

enhances a bank’s image. This image also help®dorbing effective at e-marketing and

attracting young/professional customer base.

Increased Revenuesincreased revenues as a result of offering e-chaiane often reported,
because of possible increases in the number cbrmess, retention of existing customers, and
cross selling opportunities. Whether these reveraresenough for reasonable return on
investment (ROI) from these channels is an ongaebate. It has also allowed banks to
diversify their value creation activities. E-bankihas changed the traditional retail banking
business model in many ways, for example by maktingopssible for banks to allow the
production and delivery of financial services to dmparated into different businesses. This
means that banks can sell and manage servicesatigrother banks (often-foreign banks) to
increase their revenues. This is an especiallpatie possibility for smaller banks with a
limited product range. E-banking has also resuitethcreased credit card lending as it is a
sort of transactional loan that is most easily \aghble over the internet. Electronic bill

payment is also on rapid rise (Young, 2007) whigbgests that electronic bill payment and
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other related capabilities of e-banking have a megdact on retail banking practices and

rapidly expanded revenue streams.

Easier Expansiont Traditionally, when a bank wanted to expand gedgcably it had to
open new branches, thereby incurring high starangb maintenance costs. E-channels, such
as the Internet, have made this unnecessary in roamoymstances. Now banks with a
traditional customer base in one part of the cquotrworld can attract customers from other
parts, as most of the financial transactions doreqtiire a physical presence near customers

living/working place.

Load Reduction on Other Channels E-Channels are largely automatic, and most of the
routine activity such as account checking or bdlyment may be carried out using these
channels. This usually results in load reductiorotier delivery channels, such as branches.
This trend is likely to continue as more sophigedaservices such as mortgages or asset
finance are offered using e-Banking channels. mescountries, routine branch transactions
such as cash/cheque deposit related activitiealacebeing automated, further reducing the
workload of branch staff, and enabling the timebt used for providing better quality

customer services.

Cost Reductiort The main economic argument of e-banking so farbeen reduction of
overhead costs of other channels such as branethés) require expensive buildings and a
staff presence. It also seems that the cost pesacéion of e-banking often falls more rapidly
than that of traditional banks once a critical massustomers is achieved. The research in
this area is still inconclusive, and often-contcéidig reports appear in different parts of the
world. The general consensus is that fixed costs-lonking are much greater than variable
costs, so the larger the customer base of a bhelpwer the cost per transaction would be.
Whilst this implies that cost per transaction foradler banks would in most cases be greater
than those of larger banks, even in small banissseen as likely that the cost per transaction

will be below that of other banking channels.

Organizational Efficiency: To implement e-banking, organizations often haveetengineer

their business processes, integrate systems anwbpgagile working practices. These steps,
which are often pushed to the top of the agendaéhbydesire to achieve e-banking, often
result in greater efficiency and agility in orgaatibns. However, radical organizational

changes are also often linked to risks such as dawployee morale, or the collapse of
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traditional services or the customer base. In aditElectronic banking has also helped

banks in proper documentation of their recordsteamasactions
2.1.5.2 Benefits from the Customers’ Point of View

The main benefit from the bank customers’ poinviefv is significant saving of time by the
automation of banking services processing andduirbon of an easy maintenance tools for
managing customer’s money. The main advantagesbahking for corporate customers as
per (BankAway! 2001; Gdu, 2002) are as follows:

» Reduced costs in accessing and using the bankinges

» Increased comfort and timesaving — transactionsbeamade 24 hours a day, without
requiring the physical interaction with the bank.

» Quick and continuous access to information: Corpama will have easier access to

information as, they can check on multiple accoantke click of a button.

» Better cash management: E-banking facilities spaedcash cycle and increases
efficiency of business processes as large variebash management instruments are
available on internet sites. For example, itasgible to manage company’s short-
term cash via internet banks (investments in ovgitnshort- and long term deposits,
in commercial papers, in bonds and equities, in egomarket funds). Private
customers seek slightly different kind of benefitsm e-banking. In the study on
online banking drivers Aladwani (2001) has fourtthttproviding faster, easier and
more reliable services to customers were amongsttop drivers of e-banking

development.

The main benefits from e-banking for private custesnare as per BankAway (2001) are as

follows

» Reduced costs: This is in terms of the cost oflenpand using the various banking

products and services.

» Convenience: All the banking transactions can bépeed from the comfort of the
home or office or from the place a customer wamts t
» Speed: The response of the medium is very fastefibie customers can actually wait

till the last minute before concluding a fund tri@ms
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» Funds management: Customers can download thearyief different accounts and
do a “what-if” analysis on their own PC before affeg any transaction on the web.

This will lead to better funds management.
In addition,

» Beside withdrawing cash customers can also havelraitks statements, balance
inquiry at these ATMs

» Through Internet Banking customer can operate ¢gswnt while sitting in his office
or home. There is no need to go to the bank inopeier such matter.

» E- Banking has also greatly helped in payment itifyubill. Now there is no need to
stand in long queues outside banks for his purpose.

> All services that are usually available from thedlbbank can be found on a single
website.

» The Growth of credit card usage also owes greatl-banking. Now a customer can
shop worldwide without any need of carrying papensy with him and

» Banks are available 24 hours a day, seven day®k aral they are only a mouse

click away.

2.1.5.3 Benefits to General Economy

Electronic Banking as already stated has greatlyica both the public and the banking
industry. This has resulted in creation of a begteabling environment that supports growth,
productivity and prosperity. Besides many tangimbmefits in the form of reduction of cost,
reduced delivery time, increased efficiency, reduceastage, banking electronically
controlled and thoroughly monitored environment adicourage many illegal and
illegitimate practices associated with banking stdy like money laundering, frauds and
embezzlements. Further E-banking has helped bankegtier monitoring of their customer
base. This is a useful tool in the hand of the kardevice suitable commercial packages that
are in conformity with customer needs. As e- bagkinovide opportunity to banking sector
to enlarge their customer base, a consequencerease the volume of credit creation which
results in better economic condition. Besides, Bkbay has also helped in documentation of

the economic activity of the masses (Mahdi Sa2bd4).
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2.1.6 E-Banking Risks

Although e-banking has bright prospects, it invelseme financial riskas well. The major

e-banking risks according #SA (2010)include:

Operational risks .Banks faces three main types of operations riséh st volume forecasts,

management information systems and Outsourcing.

Accurate volume forecasts have proved difficultne(f the key challenges encountered by
banks is how to predict and manage the volume sfocoers that they will obtain. Many

banks going on-line have significantly misjudgeduwes. When a bank has inadequate
systems to cope with demand it may suffer reputatiand financial damage, and even
compromises in security if extra systems that a@dequately configured or tested are
brought on-line to deal with the capacity probleriibe second type of operations risk
concerns management information systems. Agais, ithnot unique to E-banking. Banks
may have difficulties in obtaining adequate manag@nminformation to monitor their e-

service, as it can be difficult to establish/configg new systems to ensure that sufficient,
meaningful and clear information is generated. Sofdrmation is particularly important in a

new field like e-banking. Finally, a significant mber of banks offering e-banking services
outsource related business functions, e.g. seceittyer for reasons of cost reduction or, as is
often the case in this field, because they do retehthe relevant expertise in-house.
Outsourcing a significant function can create matersks by potentially reducing a bank’s

control over that function

Security risk: Security issues are a major source of concerreveryone both inside and
outside the banking industry. E-banking increasesisty risks, potentially exposing hitherto
isolated systems to open and risky environmentsur@g breaches essentially fall into three
categories; breaches with serious criminal interg. (fraud, theft of commercially sensitive or
financial information), breaches by ‘casual hackérgy. defacement of web sites or ‘denial
of service’ - causing web sites to crash), and slawsystems design and/or set up leading to
security breaches (e.g. genuine users seeing @ labile to transact on other users’ accounts).

All of these threats have potentially serious fitiah legal and reputational implications.

Reputational risk: This is considerably heightened for banks usingrkernet. For example,

the Internet allows for the rapid disseminationnddrmation, which means that any incident,
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either good or bad, is common knowledge within arsBpace of time. Internet rumors can
easily become self-fulfilling prophecies. The spea#dthe Internet considerably cuts the
optimal response times for both banks and reguddtmany incident. Banks must ensure their
crisis management processes are able to cope m@met related incidents (whether they be

real or hoaxes).

Any problems encountered by one firm in this newimment may affect the business of
another, as it may affect confidence in the Inteasea whole. There is therefore a risk that
one rogue e-bank could cause significant problemnsall banks providing services via the

Internet. This is a new type of systemic risk amatausing concern to e-banking providers.

Overall, the Internet puts an emphasis on reputatiosks.

In addition, legal risks (e.g. without proper legal support, epnaundering may be
influenced); Strategic risks; credit risks; markisks; and liquidity risks are also e-banking
risks. Therefore, identification of relevant risksnd formulation and implementation of
proper risk mitigation policies and strategies amportant for banks while performing e-
banking. Among these security risk that affects tleéwvork system is the major oA
(2010).

2.1.7 Typical Security Technologies Applicable to @ntrol System Networks

According to Juniper (2010), the following are amgdhe major typical security technologies

applicable to control System Networks:

Firewalls: A firewall is simply a program or hardware devidwtt filters the information
coming through the Internet connection into thevgte network or computer system. If an
incoming packet of information is flagged by thkefis, it is not allowed through. A firewall
limits a control system’s network access to specggorts and protocols from specified
networks. It can also provide the ability to credistinct security zones using Network
Address Translation (NAT), which enables multipieas of a private network to access the
Internet using a single public IP address and ¥lIrRrivate Networks)The firewall’s main
task is to regulate traffic between network segmextdifferent trust levels—for example,
between the Internet, as a zone with no trust, thedinternal control network, a zone of

higher trust.
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Intrusion Detection and Protection its appliance provides a more advanced layer of
defense. Such defense (known as intrusion prevergistem) can be deployed to help
prevent attacks, or simply to detect attacks usiigision detection systems. Information is
sent through the network in small blocks of datawmn as packets. It goes deeper than a
firewall by assessing each packet based on the onletwrotocols, the context of the
communication, and its tracking of each sesgtba time the user spends communicating on
the network). Akin to antivirus software on a degktit contains a large repository of
signatures that help to identify potential attadks matching attempts to exploit known

vulnerabilities.

Authentication/Authorization Systems: Authentication and authorization systemotect
applications by verifying user identity, providimgcess to devices based on that user’s role
and privilege level, and logging all access attesmipt order to audit any infringement or
misuse of critical plant functions. The use of passls alone is not a secure enough
mechanism, yet it is still the norm to find devigeghe field that rely on the manufacturer’s
default password. Most security standards requufactor authentication, which requires

the combination of two methods of identificationck as a password and a certificate.

Network Access Control: This might include ensuring those users and tlagitolps or other

devices meet a minimum baseline of security in iotdegain access. Such policies can be
based on various criteria, such as user identigyjcé identity, device health, and device
and/or network location. A solution including itsemes that both user and device properly
make the appropriate connection to the appropnateork. It also ensures that users and
their devices meet all authentication and secuypijicies. Since network access control
applies to users as well as devices, this can becameliable method for rogue device

mitigation over wireless or wired networks.

Encryption of Critical Data: Encryption is the process of transforming inforrmafisuch as

a document or important message, by using an #hgoror cipher to make it unreadable to
anyone who does not have the key to the ciphés.dtstandard method for protecting highly
confidential information. However, as heavily emgd messages can slow network
performance unless managed effectively, its usdtén restricted to non-real-time messaging
and data.
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Monitoring for Administration and the Audit Trail: An increasingly important aspect of
today’s security solutions is the ability to momitmd administer the entire network to keep it
at optimum performance, identify weaknesses, miairdansistent security policies, track a

constant history of activity, and assure the coteptafety of information.

Secure Remote Accesson top of these security capabilities, contragtangineers and
managers may remotely communicate via remote aodessl networks enabled by the
secure socket layer (SSL) based security proto€alsnd in all standard web browsers, SSL
provides a more secure, efficient and effective wapccess control networks from an out
side location or even out side the organizationis Teet of protocols allows secure
communications via the Internet for gathering sendata, sending instructions to field

devices, performing remote maintenance and admatiig data transfer task

Configuration Management: A final aspect of security is helping to assurehhigetwork
performance to avoid problems of availability, eaec@nd lack of service. A good security
solution provides support for configuration managatrand control, a model that focuses on
establishing and maintaining knowledge of the syséad network configuration, including
security. Based on this approach, operations peetdmave the ability to manage security
features and assurances through control of chamgele to hardware, software, firmware,

testing and documentation throughout the lifecgélthe systemguniper (2010).

2.1.8 BANKING IN ETHIOPIA

2.1.8.1 Banking History in Ethiopia

A reference to the Ethiopian history reveals tha first bank in the country, Bank of
Abyssinia was founded during the reign of Emperanklik Il in February 1905. Due to a
foreign domination of its management (mainly théigin), the then Bank of Abyssinia was
forced to dissolve and in its place was establistieed Bank of Ethiopia in 1931 whose
management was still left to foreigners due to tten lack of skilled manpower in the
country. The Bank of Ethiopia was later replacedh®yState Bank of Ethiopia soon after the
war with Italy. The latter was the first bank iretbountry fully controlled and owned by the
Ethiopian government. In the mean time, howevenumber of foreign banks had opened
their branches in the country, most of them withrdarest to have control over the nation’s

economy. It was the State Bank of Ethiopia thatgase to the present Commercial Bank of

22



Ethiopia (CBE) and National Bank of Ethiopia (NBE)uring the Dergue reign, CBE had

remained as the only participant in the countrgsimercial banking sector.

However, following the 1991 takeover by the presgovernment and accompanying
encouragement of private investment, a number ofaf@ banks have emerged in the
country’s financial sector. Accordingly, MonetanydaBanking proclamation No.83/1994 and
the Licensing and Supervision of Banking Business8M/1994 laid down the legal basis for
investment in the banking sector. Consequentlyrtishafter the proclamation the first private
bank, Awash International Bank was established®®4lby 486 shareholders and by 1998 the
authorized capital of the Bank reached Birr 50.0iom. Dashen Bank was established on
September 20, 1995 as a share company with anreagti@nd subscribed capital of Birr 50.0
million. 131 shareholders with subscribed and aigled capital of 25.0 million and 50
million founded bank of Abyssinia. Wegagen Bankhwétn authorized capital of Birr 60.0
million started operation in 1997. The fifth prieabtank, United Bank was established on 10th
September 1998 by 335 shareholders .Nib InternatiBank that started operation on May
26, 1999 with an authorized capital of Birr 150.0lion. Cooperative Bank of Oromia was
established on October 29, 2004 with an authorieegital of Birr 22.0 million. Lion
International Bank with an authorized capital ofrBi0O8 million started operation in October
02, 2006. Zemen Bank that started operation on 1dn2008 with an authorized capital of
Birr 87.0 million. Oromia International Bank thataged operation on September 18, 2008
with an authorized capital of Birr 91 million. laldition, recently Buna international bank and

Birhan international bank are started operatiothécountry (NBE, 2009).
2.1.8.2 Review of Commercial Banking Practices intRiopia

In Ethiopia, 12 private and three state owned barksoperating at the end of June 2009.
Despite a rapid increase in the number of finanasiitutions since financial liberalization,
the Ethiopian banking system is still underdevetbpempared to the rest of the world. The
use of checks is mostly limited to government insthtns, NGOs and some private
businesses. Commercial banks in Ethiopia provide $hme services with the same
operational style that they used to offer beforeades. The common banking functions
provided by public and private banks in Ethiopia deposit mobilization, credit allocation,
money transfer and safe custody. Banks in Ethiapgaunable to improve customer service,

design flexible and customized products, and difiiate themselves in a market where
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product features are easily cloned. Ethiopian banks unable to come from long way of

being sleepy to a high proactive and dynamic entity

The Ethiopian banking industry as a whole has anmek of 636 branches as per the fourth
quarter bulletin 2008/09 of the National Bank ohiBpia, which is the lowest compared to
the size of the country (1.1milion square km) andhher of population (78 million) and this
shows that the number of population being served biygle branch stood at around 105,000
With such highly scattered branch network and tegjrated working system it is hard to
ensure efficient flow of financial resources andimjze the contributions of the entire
financial system to the development processesbaiks in Ethiopia are too late to move with
technological advancement and they should cledngrtcout the time schedule for their
integration and technological advancement. Soméhef banks even today do not have
information websites, which can help them to prevat least the information on financial
services offered by them (NBE , 2008/09).

2.2 Empirical Evidence
2.2.1 Challenges and prospects of E-Banking Adoptio

Challenges

According to M. M. Rahman (2008) Bangladesh despite huge demand from the business
community as well as the retail customers partitythe urban customers, electronic banking
(e-banking) is still at a budding state due maitdya number of constraints such as
unavailability of a backbone network connecting Wigole country; inadequacy of reliable
and secure information infrastructure especiallgc@mmunication infrastructure; sluggish
ICT penetration in banking sector; insufficient aé@nd regulatory support for adopting e-
banking and so on. The concept of e-banking indudl types of banking activities
performed through electronic networks. It is thesipecent delivery channel of banking
services, which is used for both business-to-bgsirand business-to-customer transactions.
However, in true sense, e-banking includes aatiwifike payment of bills and invoices,
transfer of funds between accounts, applying flaaa, payment of loan installments, sending
funds to third parties via emails or internet castimas regardless of where the client is
located. Leow, Hock Bee (1999) state that the teR@sbanking, online banking, Internet

banking, telephone banking or mobile banking refera number of ways in which customer
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can access their banks without having to be phijgipeesent at the bank branch. Therefore,
e-banking covers all these ways of banking busimdsstronically. Since e-banking offers
some smart services benefiting both banks and mestocompared with traditional banking
system, it has become imperative to make necessary for banks to flourish e- banking.
Among others, attractiveness of e-banking includetwers transaction cost; provide 24-
hour services; ensure increased security and doower transactions; reduces fraud risk;
performs higher volume of transactions with leggetiincreases number and volume of value
payment through banks; allows remote transactiaaiitfes that replace physical presence of
a customer in a bank branch and; increases tramsagieed and accuracy. On the other hand,
traditional banking is time-consuming and more lgoahd therefore, e-banking is replacing

traditional banking all over the world.

In addition, an exploratory study that was conddadnh Zimbabwe byChitura Tofara (2008)
indicated that incompatibility with the existing stgm, cost of implementation, security
concerns, lack of expertise, inadequate legislatind consumer acceptance are the major

challenges for the adoption of e-banking in thentnes banking industry.
Prospects of e-Banking

According to M., M Rahman (2008) in Bangladeshanking is now a global phenomenon.
Apart from the developed countries, the develomiogntries are experiencing strong growth
in e-banking. The government’'s emphasis @etting up ICT park, raising allocation for

developing ICT infrastructure, waiving taxes on quter peripherals and other measures
including the automation program of banking se@od competition among the scheduled

banks in improving customer services have accedridite prospects of e-banking.

In addition, as investigated by Alhaji Ibrahim H2009) using exploratory study, the

following are among the critical challenges for #umption of e-banking in Nigeria:

% Lack of Technological Infrastructure — the implertaion of e-payment is been
impeded by unavailability of ICT infrastructure. Btorural areas where majority of
small and medium scale industries are concenttaed no access to internet facilities

% ICT Equipment Costs — where available, the codCafis a critical factor relative to
per capital income. This makes the cost of entghéii compared to developed

countries.
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% Regulatory and Legal Issues — inexistence of priggai and regulatory framework.

% Non-readiness of banks and other stake holders§éaduility) — even though some
have shown impressive willingness, some bankstadlradt fully ready to for this new
payment regime.

% Resistance to changes in technology among custandrstaff due to:

» Lack of awareness on the benefits of new technefgi
» Fear of risk among banks
» Lack of trained personnel in key organizations and

» Tendency to be content with the existing structures

% People are resistant to new payment mechanisms;

K/
0’0

Security — where disclosure of private informatiorgunterfeiting and illegal
alteration of payment data may be rampant.
% Frequent connectivity failure in telephone lines

% Frequent power interruption

2.2.2 Perceived advantages that Initiate Banks toddpt E-Banking

The study that was conducted in Omani banks byakkagh, 1., & Molla, A. (2004) using
exploratory researctiound that bank manager’ perceptions of four cotgeperceived
relative advantage, Perceived organizational perdmice, perceived customer/organizational
relationship and perceived ease of ysevided a broader understanding of e-banking

adoption in the banking industry.

The first construct: Perceived Relative Advantagestruct relates to the degree to which
bank managers think that Internet technology might hakir bank gain advantages in the
industry. Fronthe literature, three major issues emerged reldtirthe perception of relative

advantage: convenience of services; innovative afséT; and management of banking

services

The second construct: Perceived OrganizationalbRaence is associated with how much a
bank manager thinks Internet technology could imertheir organizational performance.
Three issues: profitability; market environment amdployee productivityvere utilized to

explore this construct in depth. From the broadstjoe related to profitability, two

26



impediments are indicated: high technology investnust and the need for economies of

scale for Internet technology use are inhibiting thate of E-banking adoption.

Productivity of employees was another issue ofr@se Most respondents expected that their

business efficiency could be improved on the Irgern

The third construct: Perceived Customer/Organinafidkelationship relates to how a bank
manager perceives Internet technology adoptiorerims of improving the relationship with

their customers. In the literature, three majouéssemerge related to the perception of
customer/organizational relationship: customerttrgsstomer commitment, and customer

satisfaction..

The final construct: Perceived Ease of Useasures how easy a bank manager believes that
Internet technology is to use. The literature sgtgthat if technology is perceived to be easy
to usethen the rate of adoption will increase. The rede#nrew up three major issues related
to perceiveckase of use: easy to navigate, easy to learn aydteananage. The last issue

related to management of financial transactiontherinternet.
2.2.3 Drivers and Barriers of E-Banking Adoption

An exploratory research conducted by Mahdi Sal2bd4) in Iran indicate that the adoption
status of e-banking is the transition of pre-depgient to development phase and the main
drivers for adopting e-banking are downsizing, gajncompetitive advantage, increasing
market share and improving bank’s image. The arsalysther reveals that inefficient ICT
infrastructure, political challenges and traditibriaganizational culture are barriers for

adoption of e-banking.

In addition to the above factors, the case studywas conducted in china by Sherah Kurnia,
Fei Peng, Yi Ruo Liu (2005) suggests that the guwent support is also a strong driver for
e-banking adoption. The government support is meatefl in two ways. Firstly, the
Government is establishing an electronic commde€a-friendly environment in the country.
The government in recent years to revamp the ratit€®iT and logistic infrastructures has
committed heavy investments. New EC laws and réiguls have also been passed and
adjusted to provide legal protections for EC atigei in general. Secondly, the government

also directly offers financial incentives to prom@t-banking adoption.
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2.2.4 Constraints and Drive Forces for the Adoptiorof E-Banking in Africa

The study that was conducted by Isaac Awuondo (RO@bcated that the Constraints and

drive forces for the adoption of e-banking in Afrieespectively are presented below.

Constraints
» Security: Majority of the shy away from e-Bankirgnaces due to security concerns.
» Human face: According to some analysts, custostédryalue personalized and

responsive services from their bankers.

» Poor and/or lack of technological infrastructurpezsally in the rural areas.

» Lack of proper legislation governing e-transactions

» Preference to paper money, as opposed to “virttagh in transactions etc
Drive forces towards e-Banking adoption in Africa

» Rapidly changing customers’ needs and preferences

» Competitive forces and product differentiation tteges

» Pressure to reduce transactional and operatios cost
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Chapter Il

Research Methodology

3.1 Introduction

Designing appropriate research methodology is aepuesite in order to conduct a good
research work. Accordingly, this chapter discusabeut the methodology by which the
researcher was used to conduct this study. Thuskgbaund of the study area, research
design, sampling, data source and method of calecind method of data analysis are

presented below respectively.
3.2 Background of the Study Area

Addis Ababa is the capital city of Ethiopia and ttiglomatic capital of Africa with a
population of greater than 3 million. It is situdtat 2,380 meters above sea level on a well-

watered plateau and is the seat of the nationamovent.

It was chosen as a study area because: the héeel affeach bank that represents the whole
branch in the country and the national bank ofcihventry is found there and in addition
educated bank employees who have better understpatdbut e-banking as compared to

other locations in the country are found in Addisaha.
3.3 Research Design

An exploratory research design was considered thst rsuitable approach in view of the
nature of the problem being investigated. Accordm@ikmund (2000), exploratory research
is conducted to clarify and research a better wgtdeding of the nature of the problem.
Consequently, it is appropriate to use when theréttie prior knowledge of the problem
being researched. Saunders & Thornhill (2003) ardbat exploratory research is

advantageous because it is flexible and adaptaldkange.
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3.4 Sampling

Both private and public commercial banks were idellias a target population. Purposive or
convenience sampling technique was used to sdiectarget population for this study that
means all those commercial banks that are currgmbyiding the service and all those
commercial banks that have an age of five and riane five fears among those banks which

are not yet started the service were includedertanget population for this study.

Currently there are more than 12 banking instingion Ethiopia, both private and public
which are in operation; of the 12 banks, all conuiabanks which are providing the service
such as commercial bank of Ethiopia, Dashen bankted bank and Zemen bank were
included in the study as a target population ara&smmercial banks such as Wegagen bank,
Abyssinia bank, Nib international bank, Awash inegtfonal bank, and cooperative bank of
Oromia were included among those banks which ateraviding the service. However, at
the time of administering the questionnaire, a @eraho can able to fill the questionnaire
was not available at Abyssinia bank, as a resh#, researcher ignore this bank during
analysis. The questionnaire was administered tolTthmanager’'s of each bank by using
purposive sampling technique, which means the seteof the respondent was made in a

way to get sufficient data regarding e-banking.

3.5 Data Source and Method of Collection

The study was conducted by collecting data fromhbatimary and secondary sources

Primary data was collected from the respondentsedbasn a structurally designed

questionnaire. It was included both closed endedl @gmen-ended questions .In addition,
unstructured interview with the higher official thie National bank of Ethiopia and from each
bank IT manager’'s was used to collect supporting.d@econdary data was collected from the
websites of the respective commercial banks. dieioto get sufficient and reliable data that
represents the whole branch of the selected baolts ffirimary and secondary data was

collected from the IT manager’s of each bank atwad office level.

3.6 Method of Data Analysis

In order to meet the stated research objectivesctiiected data was analyzed based on the
nature of the objective, accordingly since all tiltormation that were collected are
qualitative in nature ,descriptive type of analyb using tables and percentages was

employed to analyze each objective.
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Chapter IV

Results and Discussion

4.1 Introduction

To find the major out puts of the study and to gm@ortant recommendations, the collected
data should be analyzed and discussed, accordimglgnalysis and important findings from

the collected data are discussed below.

Table 1: Demographic characteristics of respondents

Bank Year of Job position| experi| gender| Educational
establishment ence status
Commercial Bank of 1980 IT manager 10 M Degree
Ethiopia(CBE)
Awash international 1994 IT manager 10 M Masters
Bank(AIB)

Dashen bank(DB) 1995 IT manager 10 M Degree
Wegagen Bank(WB) 1997 IT manager 12 M Degree
Nib international 1999 IT manager 4 M Masters

Bank(NIB)
United Bank(UB) 1998 IT manager 12 M Degree
Cooperative Bank of 2004 IT manager 3.5 M Degree
Oromia(CBO)
Zemen Bank(ZB) 2008 IT manager 14 M Masters

Source: From Questionnaire

As shown in the above table almost all the bankejgixthe single branch Zemen bank have
an age of more than five years. As the researalngropely selects, all the respondents are IT
manager’s of the respective bank. Almost all thespondents have an experience of more
than five years. With regard to sex, all the resjgons are male and have an educational
status of 66.7% degree holder and 33.3% mastemdeholhis implies that, data were
collected among those employees who have good tooabstatus.
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Table 2: classification of banks according to theiadoption of e-banking

Source: From Questionnaire

As reported in the above table among banks thatwarently in operation in the country, only
four banks are providing banking products to tleeistomer through electronic channels but
the remaining banks are not using electronic cHanase a means of service delivery.
However, they are planning to adopt the systemaanmong these some banks are currently on
the way of installing the system, for example, WggraBank has signed an agreement with
Technology Associates, a Kenyan based IT firm thierdevelopment of the solutions for the

payment system and installation of a network of ATém December 30, 2008

In addition, the table also indicated that e-baglservice is in an infant stage in the country
since most banks are not yet adopted the systehewaen those banks that are currently
providing the services are commenced the systéen 2006 and are not fully adopted the

technology because of different challenges.

4.2 Analysis and Discussion Related to Objective |

Table 3: Number of branches providing e-banking serices

Bank | Total branch No of branches providing the service
209 35
54 54 (ATM), selected for POS
41 38
1 1

Source: From Questionnaire
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The above table indicated that, among the totaidiras of the commercial bank of Ethiopia,
only 35 (16.7%) branches are currently providingM\Eervice to their customers. All the
branches of Dashen bank are providing ATM servimgsonly selected banks are delivering
electronic point of sale service. With regard tateoh bank, 38 (92.7%) branches are currently
providing e-banking services to their customersdmly three of them (7.3%) are not. Finally,
Zemen bank is currently providing the service wishsingle branch located in Addis Ababa.
The difference in the adoption of e-banking servazaong the branches is due to the
difference in the availability of ICT infrastruceiamong the branches in different locations
and lack of customer awareness on the service iefigagith those branches located in the

rural area.

Therefore, from the above table, it is possiblectmclude that the commercial bank of
Ethiopia, which was the first in the introductiohATM service in the country, is too late in
the expansion of e-banking channels among the besnn the country. The table also
implies that private banks are more competitivethe adoption of new technology as

compared to public bank.
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Table 4: Current Practices and Extent of e-bankingservice in Ethiopia

ATM, credit card and debit card

Balance inquagsh withdrawal, and stateme
printing

2Nt

ATM, master card, visa car
salary card, debit card, mobile
SMS banking and electronic poi
of sale (POS)

iBalance inquiry, cash withdrawal, statem
oprinting, fund transfer , PIN change, purchaség
ngoods or services and accessing his/her acce

24*7

ent
> of

unts

Internet banking, phone bankin
mobile /SMS banking and BLMT]

oBalance inquiry, fund transfer, mini-statement
view account statement, information about
exchange rate of major currencies, purchas
goods or services, request a new cheque
make a stop payment order, accessing his
accounts 24 hours a day, 7 days a week, ang
days a year, cheque-status enquiry and

account transaction, view loan status

or

the

e of
0ok,
/her
365

ew

Internet banking, phone bankin
mobile /SMS banking , SWIFT
ATM- credit card and debit card

oNew account set up, credit application, Bala
,inquiry, fund transfer, mini statemer
information about the exchange rate of ma
currencies, purchase of goods or servi
request a new cheque book, make a

payment order, accessing his/her accounts
hours a day, 7 days a week, and 365 days a
bill presentment and payment, password cha
and management features, cheque-st

enquiry, and credit-card payments

nce
i,
jor
Ces,
stop
24
year,
inge
atus

Source: From Questionnaire
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As shown above, commercial bank of Ethiopia is mhog only ATM services for the
customer. As a result, customers of the bank cathgeservices listed in the above table but
the bank is also planned to adopt other e-bankhmnmels in order to provide efficient

banking services.

Undeniably, the largest state-owned bank, CommieBaak of Ethiopia, is the pioneer in
introducing ATM service for local users in 2001 lwits fleet of eight ATMs located in Addis
Ababa. Moreover, CBE has had Visa membership silmsember 14, 2005. However, due to

lack of appropriate infrastructure, it failed t@pethe fruit of its membership.

Despite, being the pioneer in introducing ATM bagegyment system and acquired Visa
membership, CBE lagged behind Dashen Bank, whictkedbaggressively to maintain its
lead in electronic payment systems. Dashen barf&resunner in introducing e-banking in
Ethiopia, has installed ATMs at convenient locasidar its own cardholders. The Dashen
Bank ATM is available 24 hours a day, seven dayseak and 365 days a year providing
service to Dashen Debit Cardholders and Internakidfisa Cardholders coming to the
country. At the end of June 2009, Dashen bank mstalled more than 40 ATMs in its area
branches, shopping malls, restaurants and hotetsilable services on Dashen Bank ATMs
are, cash withdrawal, balance Inquiry, mini-statetndund transfer between accounts
attached to a single card and PIN (Personal Ideatibn Number) change. Currently, the
bank gives debit service only for Visa cards. Dashank clients can withdraw up to 3,000
birr in cash and can buy goods and services obup Q00 birr a day. As of June 30, 2009,
Dashen Visa cardholders have reached 54,62@anding its leadership, Dashen Bank has
begun accepting MasterCard in addition to Visaitreatds. It began serving over two years
ago. Dashen won the membership license from Maatdrid 2008. In addition, Dashen Bank
also introduced salary cards to companies. Daslaark B currently issuing debit cards to
access one’s account. The card is being accepte@atterminals installed at merchant sites
and ATMs deployed in various locations. Dashen tdednids can also be used as salary cards

to any organization.(Business in Ethiopia, 2009).

The younger single-branch Zemen Bank launched roléthnel banking (MCB) services in
Ethiopia, which includes ATMs, Internet Banking, i&ng through Call Centre and SMS
banking. These services introduced October 22, 20@8es Zemen Bank the first in Ethiopia
to introduce fully IT supported and 24/7 customsesvices to local bank customers. It is

currently the only bank in the country offering ATNall Centre, SMS and internet banking
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services all at the same time. Zemen’s new servicesd enable customers of the bank to get
the services listed in the above table.

The launch of MCB is perfect for business ownemgjviduals and even local and national
institutions. Whether it's monitoring business aatbactivities while away on a business trip,
personal finance management at any time of the daythe need to be informed with
alerts/notifications based on one’s account aaijtbank users need to have more accessible

ways of communicating with their bank.

The Multi-Channel Banking services were designedfank customers that require easy
access to the bank’s facilities while they are Oe-1G0. Zemen Bank designed and equipped
each of the new services with a user friendly Arnthand English language support. Zemen
Bank customers can access their account from B@€iLaptop, Mobile Phone, ATM, and
through a direct phone call to the dedicated arsdocoer friendly Zemen Bank Call Centre.
The Multi-Channel Banking Services are free of geato all Zemen Bank customers. ATM
cards are also issued immediately and free of ehtrall customers who open an account

with Zemen Bank (Business in Ethiopia, 2009).

United is the first bank to introduce the servioe the first time in Ethiopia in August 2008.
This service enables customers to get banking ceswvithout a need to physically visit
branches of the Bank. Customers can get a 24/iceeanywhere as long as they have an
internet access

A customer who subscribe to the internet bankingise of the bank can enjoy the services
listed in the above table. As United strides fordvéw develop new products, it introduced
SMS Banking service in September 2008. Like TeleehBanking, Internet Banking and
BLMT services, United is a pioneer to introduce Skighking. Like the internet banking
service, customers can get a 24/7 service using Banging. Customers can get the services
listed in the above table using SMS banking. Thiodglephone, the customer can get
service24 hours a day, 7 days a week and 365 days a year.

Broadband local money transfer (BLMT) is one of geeuliar services of United Bank S.C.
The introduction of this electronic money transfeervice, which uses a broadband
connection, is quiet a departure from a transfevise given by using telephone lines. The
service gained wide acceptance by customers anpagigve feedback about the product is

overwhelming. Since most of the branches havepadirand network infrastructure, and use
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a central database. By using this central datallasealata from the money sender side can be
transferred in real time and this will allow theceeser to collect the money sent instantly

(Business in Ethiopia, 2009).

Finally, with respect to service charge, as perheasand Commercial bank of Ethiopia,
customers being charged minimal amount based orumtnmad transaction on ATM service
and point of sale terminals. In addition, as peitéthand Dashen bank, there is small service
charge on SMS banking. However, all the servicedrae of charge at Zemen Multi channel

banking services.

In general, as shown in the above table the maostirdhnt e-banking channel among those
banks, which are currently providing the servicATM card, which is the first generation of
electronic banking channel, so from this it is folesto conclude that even banks that are
providing the service did not sufficiently adoptéeé latest e-banking channel such as internet

and mobile banking
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Table 5: operational issues related to e-banking sgce

S.No | Operational Issues Banks

CBE | DB uB ZB

Are links and interactive program’s check foyes | yes yes Yes

accuracy and functionality?

Are security measures in place to prevent theo Yes yes Yes

web site information from being altered?

Does the bank have procedures in place| f@s | yes yes Yes
when there is an interruption in service of|e-

banking for customers?

Is electronic banking training provided ftgyes | yes yes Yes
employees?
Are any policies and procedures in place y@s | yes yes Yes

address activities beyond the traditional trade

area?

Doe the bank have a target market or tragles | yes yes Yes

area for e-banking.

Source: From Questionnaire and Interview

The above operational issues listed in the tabkste® to e-banking service are discussed

below:

As per the data collected among banks that aremilyrproviding the service, all banks are
checking their links and interactive programs pdigally for its accuracy and functionality
since this helps banks to take corrective measagea®on as an operational error is happened
in the system.
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To prevent the web site information from being r&te security measures like firewall and
secure socket layer (SSLare taking by all banks except that of the comna¢roank of
Ethiopia. Because commercial bank of Ethiopia i$ yet adopted web based e-banking

service like internet and mobile banking.

Even though, it is not satisfactory to make useheir passbook and checkbook are the
procedures in place for when there is an interomptin the service of e-banking for

customers.

Providing electronic banking training to employdedp banks to provide quick, up to date
and secured services to the customer. With thigrdegeven if it is not sufficient as explained
by the respondents during interview, all banks meviding e-banking training to their
employees but the main limitation here is that tinéning is confined only to the ICT

personnel’s of each bank.

Addressing banking activities beyond the traditloinade area is one among the different
driving forces of delivering banking products tee thustomer through electronic channels.
With this regard, all banks have policies and pdoces in place to address this activity.
Using internet and mobile as a channel of servelevety is the implication of this activity
because these channels can able banks to provideestor the customer at any place rather
than branch based traditional service.

Finally, with respect to target market or tradeaagd! banks have target market area for ATM
services. This is true for Dashen, Zemen and Comialdrank of Ethiopia that are currently
providing the service. Because ATM is installedaaplace in which the bank have large
number of customers. However, there is no targeket@r trade area for the other e-banking
channels because any customer of the bank caheeetvice at any place if there is mobile
and internet net work connection.
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4.3 Analysis and Discussion Related to Objective Il

Table 6: Benefits realized by banks from the adoptin of e-banking service

Enhanced image, improvement of organizationatieficy, and load reduction

DB | Attracting high value customers , enhanced imaggravement of organizationa
efficiency, high foreign currency earning, lowkrisf cash management and load

reduction

UB | Attracting high value customers , enhanced imagad amprovement of

organizational efficiency

ZB | Attracting high value customers, enhanced imagegela customer coverage,
improvement of organizational efficiency, betteonitoring of their customer base,

and load reduction

Source: From Questionnaire

As reported in the above table, all of the bank30%t) believe that providing banking
products to the customer by using electronic chianhave the benefit of building good
image, load reduction that enables bank employee®dus on strategic issues instead of
focusing on traditional activities and improvemehbrganizational performance through cost
reduction (by avoiding paper work and by reducihg humber of employees required). In
addition, adopting e-banking service as a mearsenfice delivery have also the benefits as
stated by each respective bank in the above tablgeneral, according to the respondents’
response as listed in the above table, it is plesgidy conclude that delivering banking

products through electronic channels made the bankfited.

Even though, those banks that are currently progi@-banking service to their customer can
get the different benefits as listed in the abosale, the assumption of perceived relative
advantage, perceived organizational performancecepeed customer relationship and

perceived ease of use are the major perceived e of e-banking adoption among those
banks which are not yet adopted the technologyabeitplanned to adopt the system in the

near future.
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4.4 Analysis and Discussion Related to Objectivelll

Table 7: Driving forces that initiate banks to adop e-banking services
Bank Driving forces

Rapidly changing customers’ needs and preferenadesire to improve
organizational performance. desire to improve thkationship with customers,
desire to reduce transaction cost, desire to covde geographical area, desire|to
build organizational reputation and desire to §atisstomers

Existence of high competition in the banking indyst desire to imprové
organizational performance, desire to improve tbktionship with customer
desire to reduce transaction cost, desire to cow@e geographical area, desire|to
build organizational reputation, desire to satgfigtomers, to keep the international
banking standard and rapidly changing customersds@nd preferences

—

Desire to improve organizational performance, @esir improve the relationship
with customers, desire to reduce transaction cestiye to cover wide geographigal
area, desire to build organizational reputatiosjréeto satisfy customers

Existence of high competition in the banking industdesire to improve
organizational performance, desire to improve temtionship with customers,
desire to reduce transaction cost, desire to cow@e geographical area, desire|to
build organizational reputation, desire to satisfistomers and rapidly changing
customers’ needs and preferences

Source: From Questionnaire

As depicted in the above table, even though thexesame sort of difference regarding the
driving forces that initiate for the adoption ebanking service in each bank, the existence of
high competition in the banking sector, rapidly miiag customers’ needs and preferences,
desire to improve organizational performance, de$o improve the relationship with
customers, desire to reduce transaction cost, edésibuild organizational reputation and
desire to satisfy customers are the major commanig forces that initiate banks for the

adoption of e-banking as a means of service dsliteetheir customers.

Therefore, from this it is possible to concludettiias due to the existence of some driving
forces in which banks are initiated to provide nrodeanking services to the customer. In
addition, the table also implied that there are wmm driving forces that lead all banks to

provide e-banking services.

41



4.5 Analysis and Discussion Related to Objective IV

Table 8: Challenges for the adoption of e-bankingesvice in Ethiopia

Chances of risk, lack of suitable legal and ulegory framework, lack o
government initiation or lack of government pridtion, absence of financial
networks that links different banks, low level ofarnet penetration and poorly
developed telecommunication infrastructure, higbtad internet and security
issues
High installation cost, chances of risk , ladkswitable legal and regulatory
framework, high rate of customer illiteracy, nomdaess of banks to adopt the
system, lack of government initiation or lack ofvgonment prioritization
absence of financial networks that links differéanks, low level of internet
penetration and poorly developed telecommunicaitndrastructure, high cost
of internet and security issues

High installation cost, chances of risk , lagk suitable legal and regulatoyy
framework, non-readiness of banks to adopt theesystack of government
initiation or lack of government prioritization, sénce of financial networks
that links different banks, low level of interneerngtration and poorly
developed telecommunication infrastructure, higbtad internet and security
issues

Chances of risk, lack of suitable legal angutatory framework, high rate of
customer illiteracy, non-readiness of banks to adibe system, lack af
government initiation or lack of government primation, absence of financial
networks that links different banks, low level ofarnet penetration and poorly
developed telecommunication infrastructure, loweleof initiation on the side
of the shareholders to adopt the system, highafdsternet and security issugs

Challenges for the efficient adoption of e-bankingamong banks that are currently
providing the service
Chances of risk , lack of trained and effitistaff in e-banking context, lack ¢
suitable legal and regulatory framework, absencdir@ncial networks tha
links different banks, low level of internet peraion and poorly developsg
telecommunication infrastructure , high cost oémet and security issues

Chances of risk , lack of trained and efficistaff in e-banking context, lack of
suitable legal and regulatory framework, absencdir@ncial networks that
links different banks, low level of internet peragion and poorly developed
telecommunication infrastructure, high cost of int¢ and security issues

security issues, lack of public awareness orufeof e-banking service

security issues, lack of public awareness erutde of e-banking service

Source: From Questionnaind Interview
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According to the above table even though thereomes sort of difference among the
challenges in each bank, chances of risk (suabpagtion, security and reputation risk
as stated by both banks ), Lack of suitable legdl regulatory framework that govern and
regulate e-banking transaction in the country, atseof financial networks that links
different banks, Lack of government initiation ack of government prioritization , high cost
of internet, Low level of internet penetration apdorly developed telecommunication
infrastructure are the major common challengegHeradoption of e-banking service in the
country’s banking industry. These major challengiestrue for both the initial adoption of e-
banking service among those banks which are notageipted the system and for the
sufficient provision of the service among thoseKsatinat are currently providing the service
to their customers. Especially with respect to I@ifrastructure, even though ETC is
expanding its internet and mobile network servides, unable to attract adequate number of
customers. The corporation’s mobile network wilbsde able to accommodate 15 million
customers. However, it now has only five million ile subscribers. Ethiopia’s mobile
penetration rate stands at five percent while saiteBan African penetration rate is 39
percent.

Since the Ethiopian banking system is heavily ddpahon the state-owned ETC to perform
transactions and connect branches to their maircepffEthiopia Telecommunications
Corporation's (ETC) failure to offer efficient sams, especially broadband internet, is
limiting banking servicesThe recurrent problem of system downfall has méanks without
the broadband service having to work manually, tlimgi services to customers (Binyam,
2009).

Finally, even though it may be temporary, frequeoiver interruption is another challenge
that affects the provision of e-banking service agthose banks that are currently providing
the service. Therefore, from the above discussias possible to conclude that there are
challenges for the adoption of e-banking servicernthose banks that are not yet adopted
the system and for the sufficient adoption of thevise from the viewpoint of those banks

that are currently providing the service in the oy
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4.6 Analysis and Discussion Related to Objective V

Table 9: Existing opportunities for the adoption ofe-banking services

Bank

Opportunities

Late adopter opportunities, commitment of the goment to facilitate thg
expansion of ICT infrastructure, improvement ie tianking habit of the society
sustainable economic growth in the country, incretneé tourist inflow to Ethiopis
and willingness among banks to cooperate in bugldufrastructure

1”4

Late adopter opportunities, commitment of the goment to strengthen th
banking industry, commitment of the governmentaailitate the expansion of IC
infrastructure, improvement in the banking habittiee society, sustainab
economic growth in the country, increment of taurisflow to Ethiopia and
willingness among banks to cooperate in buildifgastructure

e

Late adopter opportunities, commitment of the goweent to facilitate thg
expansion of ICT infrastructure, improvementthe banking habit of the sociel
sustainable economic growth in the country, incneinoé tourist inflow to Ethiopia
and willingness among banks to cooperate in bugldifrastructure

D

Late adopter opportunities, commitment of the goment to strengthen th
banking industry, commitment of the governmentaailitate the expansion of IC
infrastructure, improvement in the banking habit tbe society, sustainab
economic growth in the country, increment of taurisflow to Ethiopia and
willingness among banks to cooperate in buildirfgastructure

e

Late adopter opportunities, commitment of the goweent to facilitate thg
expansion of ICT infrastructure, improvement ie ttanking habit of the societ
sustainable economic growth in the country, incneinoé tourist inflow to Ethiopis
and willingness among banks to cooperate in bugldifrastructure

D

Commitment of the government to facilitate the exgdan of ICT infrastructure

Late adopter opportunities, commitment of the goment to strengthen th
banking industry, commitment of the governmentaailitate the expansion of IC
infrastructure, improvement in the banking habit tbe society, sustainab
economic growth in the country, increment of tourisflow to Ethiopia and
willingness among banks to cooperate in buildirfgastructure

e

Late adopter opportunities, commitment of the goment to strengthen th
banking industry, commitment of the governmentaailitate the expansion of IC
infrastructure, improvement in the banking habittiee society, sustainab
economic growth in the country, increment of taurisflow to Ethiopia and
willingness among banks to cooperate in buildirfgastructure

® o

Source: FromeSitionnaire and Interview
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The above table indicated the existence of sonferdiice among the respondent of each
bank regarding the different existing opportunitiasthe country for the adoption of e-
banking. But late adopter opportunities, improvementhe banking habit of the society,
sustainable economic growth in the country, incre@mef tourist inflow to Ethiopia,
commitment of the government to facilitate the exgan of ICT infrastructure and
willingness among banks to cooperate in buildinfyastructure are common to all banks.
With respect to cooperation among banks, the mantwm of understanding signed by three
private commercial banks to launch an Automatedef élachine (ATM) and Point of Sale
terminal (POS) network in February 2009 is welcaynistrategy to improve electronic
payment system in Ethiopia. Three private commetfzgamks - Awash International Bank
S.C., Nib International Bank S.C and United Bank.S: have agreed in principle to establish
an ATM network called Fettan ATM network. If eveniig goes as planned, Fettan ATM
will install over 140 ATM machines and over 340 PO ross Ethiopia. There will be one
ATM at every branch of the consortium banks, alindstic airports serviced by commercial

service, shopping complexes and merchants.

The agreement is the first significant cooperatimiween competing banks in Ethiopia,
which others should be encouraged to follow aseth®emo single bank in Ethiopia that can
afford to provide extensive geographical coveragg @cess. In addition, the commitment
of the government to strengthen the banking inglusta good opportunity for the adoption of
e-banking service in the country because curretityy national bank of the country is
developing a project in cooperation with the WdBlank in order to modernize the payment
system of the country (Abiy D., 2008).

With regard to ICT infrastructure, since ICT playgivotal role in the all-rounded political,
economic and cultural development of the natiore ththiopian Telecommunication
Corporation (ETC) and ZTE of China entered an agesg worth $158 million. The
agreement covers three telecom expansion projeatijding the first phase of a fiber
transmission backbone, expansion of mobile-phormeicee and expansion of wireless
telephone service. Upon completion, the projectsildv@nable the corporation to provide
standardized and quality telecommunication sernvicéts customers. The projects would also

increase the number of fixed and mobile teleph@neice subscribers to over 14 million.

ETC has been exerting utmost efforts toward expansf Next Generation Network (NGN)

Information and Communication Technology (ICT) ve tcountry.
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Expansion of the NGN Information and Communicati®echnology will enable the
Corporation provide efficient and modern teleconvises to the society and accelerate the
development of school-net, woreda-net, agri-neftagice education, e-banking, e-medicine,
dependable TV broadcasting, and other related ceen\in Ethiopia. In addition, in order to
cope with the fast growth in the complexity of netis, services and their customer base,
ETC has realized the need of a centralized Natibledvork Operation Center (NNOC) that
can improve the network performance and lower thee tneeded to locate and maintain
faults. Furthermore, it is able to ensure custome&perience service quality and perceive the
value of delivered service, and it also improvesraponal readiness for short time-to-market

of new innovative services (Ma Zhiyong, Tewodroslétaeskel, Li Xiaojin, 2008).

Therefore, from the above discussion it is possitd conclude that there are good

opportunities for the adoption of e-banking servic&thiopia.
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Chapter V

Conclusion and Recommendation

5.1 Introduction

Information technology is considered as the keyatrfor the changes taking place around the
world. Due to a pervasive and steadily growth édrimation and communication technology,
the world banking industry is entering into new pbmena of unprecedented form of
competition supported by modern information and imication infrastructure. The rate at
which e-banking technology is adopted by banks fiomss an important part of

technological change. With this regard currently, lsanks are in an infant stage

This chapter as a whole presents the concludingnerfor the main findings in chapter four
and important recommendations as per the main @mobinvestigated in this research study

respectively.
5.2 Conclusions

Based on the analysis made in chapter four theviolg conclusions are made on the
assessment of the opportunities and challengeshiradoption of e-banking service in
Ethiopia.

ATM, Credit Card and debit card services, interbanking, mobile banking and other
electronic payment systems are at infant stage= st dominant e-banking channel among
those banks, which are currently providing the isenis ATM card, which is the first
generation of electronic banking channel, so frdws it is possible to conclude that even
banks that are providing the service did not sigfity adopted the latest e-banking channel

such as internet and mobile banking.

In view of the extent of e-banking adoption, mdjes of the banks have not adopted this
technology and are using traditional services &zheand serve their clients. In general, banks
in Ethiopia are trailing behind in acquiring thequé&ed quality of banking services to

effectively compete in the global market.
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The main practice of e-banking among those bardisate providing the service have been
for, balance inquiry, cash withdrawal, statemenntprg, PIN change, purchase goods or

services, accessing his/her accounts 24*7 and fiiadsfers among others.

Adoption of e-banking service have the benefit thfaating high value customers, enhanced
image, larger customer coverage, improvement afaruzational efficiency, and load

reduction etc from the view point of the bank.

Important perceived benefits of using e-banking mgnthose banks that are not currently
providing the service but are planned to adopt fiystem were relative advantage,

organizational performance, customer relationship @erceived ease of use.

As per the findings, the major driving forces timtiate banks to deliver banking services to
the customer using electronic channels are existaichigh competition in the banking
industry, rapidly changing customers’ needs andfepeaces , desire to improve
organizational performance, desire to improve rlationship with customers, desire to
reduce transaction cost, desire to cover wide ggabgcal area, desire to build organizational
reputation, desire to satisfy customers and te kke international banking standard among
others.

Chances of risk, lack of trained and efficienffsitae-banking context, lack of suitable legal
and regulatory framework, absence of financial oeks that links different banks, low level
of internet penetration and poorly developed tet@oanication infrastructure, high cost of
internet andsecurity issues are the main challenges for adogtioe-banking in Ethiopia. In
addition, lack of customer awareness regardingstheice is another challenge in order to
provide the service. Therefore, from this, it isgible to conclude that there are challenges
for the adoption of e-banking service among thamekb that are not yet adopted the system
and for the sufficient adoption of the service frohe viewpoint of those banks that are

currently providing the service in the country.

Finally, Late adopter opportunities, commitmenthe government to facilitate the expansion
of ICT infrastructure, improvement in the bankirepft of the society, sustainable economic
growth in the country, increment of tourist inflaa Ethiopia and willingness among banks to
cooperate in building infrastructure are amongrtitaor opportunities for the adoption of e-

banking in the country. Therefore, from this, itpessible to conclude that there are good

opportunities for the adoption of e-banking servic&thiopia.
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5.3 Recommendation

As per the findings from the analysis of the cdkelcdata; the following recommendations are

forwarded in order to promote and develop viablaeking service in Ethiopia. .

/7
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®
%

Ongoing efforts by the Ethiopia telecommunicatioarporation to expand ICT
infrastructure should be encouraged by the govenbraed gradually the corporation

should try to reduce the service charge.

The lack of legal and regulatory framework for edkiag services has discouraged
banks from introducing these innovative paymentruments or where they have
introduced, has put them at legal risk. Electropityments are not recognized in
Ethiopia legal system. Thus, government shouldeisews that govern electronic
payment. This helps financial service providersodtice innovative products currently

in use around the world which are cost effectifigient and safe.

In recent years, due to its convenience, mobil&kipgnis the latest electronic banking
channel, so in this context, it is important to led@nk to formulate relevant acts,

policies, and adopt operative guidelines.

The National Bank of the country should preparaous capacity building activities
for banks regarding e-banking operation and prowaentives for banks to invest

rigorously on ICT and use of e-banking.. .

Each bank should strengthen its ICT departmentutiiroproviding training to IT
personnel and procuring required hardware and soffwCreate separate unit in each
branch for rendering ICT related operational atiggi under the supervision of the ICT

department. Train all staff in basic ICT relatecttes in phases.

Secuirity risk is the major challenge for the adapf e-banking service in the banking
industry. Therefore, the national bank of the couirt collaboration with all banks in
the country should prepare typical security tecbgigls applicable to control system

networks such as firewall, intrusion detection anelvention etc.

Banks that are currently providing the service $thgaromote the system in order to

raise public awareness on the use of e-bankingcgerv

Since sufficient power supply is mandatory for timnterrupted and efficient provision
of e-banking service, therefore, ongoing effortthg government to address adequate

power supply to the country should be encouraged.
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Future Research
> Investigating in to the factors that affect the gttttn of e-banking service in
Ethiopia, from the customers point of view
» Impact of e-banking on traditional banking services

» Impact of e-banking service on the profitabilifybanks
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ANNEXES

Mekelle University, Faculty of Business and Econoros

Department of Accounting and Finance
(MSC in Finance and Investment)
Annex Research Questionnaire for Bank ldnisiger’s

Dear Sir/Madam

Subject: Research questionnaire prepared to collect data ftee respondents in order to

assess the opportunities and challenges for thetiadaof e-banking service in Ethiopia

I am undertaking a research project on the assesshéhe opportunities and challenges for
the adoption of e-banking service in Ethiopia, wigierence to selected commercial banks.
Knowing the benefits, driving forces, opporturstiand challenges for the adoption of e-
banking service in the banking industry will hav@aramount important to the institution, to
owners, to clients, to government and others. Mwer the result of this study will be used as
additional reference for those who want to condigtéiled research on the area. To this end, |
have prepared a self — administered questioneelp ime gather the pertinent information
from the purposely-selected employees of the batkeahead office level. The quality of the
result of this research will be based on the aayuoé the information you provided.
Eventually, | promise you, the information you wplfovide me is going to be reported and
communicated in aggregate and utmost care wilakert for its confidentiality.

Please put the tick markj on the appropriate space as per your choicesfchn elosed-ended

question and the appropriate reason for open-egdestions.

Electronic banking is defined as:the automated delivery of new and traditional hagk
products and services directly to customers throelgictronic, interactive communication

channels such as internet, mobile, ATM etc

Thank you fanwy cooperation!
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|. Personal Information

1. Name of the organization/bank

2. Year of establishment:

3. Job position

4. Work experience years
5. Gender: Male [ Female!]
6. Educational status: A. Diploma B. Degree [ C. Masters [}

D. PhD and above [

7. Do your organization start offering electronic baking services to the customers by

using electronic channels?

A.Yes [ B.No [
II. Questions Related to those Banks Providing E-B&ing Services

8. If your organization started offering electronicbanking services (or if you say yes for
the above question):
A. Are links and interactive programs checked fauaacy and functionality?
A. Yes [ B. Nol[J if no, why?

B. Is security measures in place to prevent thesiteinformation from being
altered?
A.yes [] B.no if yes, what are they?

C when did you start offering the service?
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D. what services (if any) are customers being clthfgeand how much?

E. does the bank have procedures in placetien there is an interruption in service
of e- banking (internet banking) for twestomer?

A.yes [] B.no [1 ifyes, describe the procedures

F. Is electronic banking training provided to emm@ey?
A.yes [ B.no O
G. does the bank has a target market or trade arealdanking?

A.yes [] B.no [J if yes what is it?

H. is any policies and procedures in place to addaesvities beyond the traditional
trade area?

A. yesl] B.no [ if yes what are they?

I. what are the different benefits does the bam&atized by using e-banking

channels?
I. Attracting high value customers’] Il. Enhanced image 0
lll. Increased revenue [J IV.Larger customer coverage U
V. Cost reduction [ VI. Improvement of orgaational efficiency
VII. Better monitoring of their customer leas O

Others (explain)
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J. is there a difference in its adoption among ttebhes?
A.Yes [ B.No O

K. If there is a difference in the adoption of ekiag service among the branches,

what is the reason behind?

L. how many branches are currently providing theise?

M. What are the different electronic channels tgfowhich the bank is delivering the

service to its customers? You can choose moredheel!

A. Internet banking [ D. Mobile or SMS banking [
B. ATM 0 E BLMT 0
C. Tele banking O F. Others

N. What are the different ATM and other cards aldd2 You can choose more than

once.
A. Creditcard [J E. Master card’
B. Salarycard [ F. Debit card [
C. Visa card [ G. Student card!
D. Others

O What options are available to the customer oheg have accessed e-banking? You

can choose more than once!

A. Fund transfer 0 F. Bill presentment and payment [
B. New account set-up [ G. Cash withdrawal 0
C. Insurance premium payment H. Purchase of goodsemvites [
D. Credit application 0 I. Utility payment O
E. Balance inquiry 11 J. Others/ mention it
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P what future plans are you contemplating offelmgyour web site?

Q. Do you think that the bank is sufficiently adaptbe system?
A.Yes [] B. No O if no, what are the challenges

behind? You can choose from the different challeriged under question numid&A)!

R Is there any risks involved because of adoptiaging electronic channels for

delivering banking services to the customer? A. YesB. No if yes, what are they?

A. Transaction or operation risk| D. Reputation risk [
B. Security risk 0 E. Strategic risk
C. Compliance or legal risk’

Others

» What measures you are taking to minimize this risk?
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[ll. Questions Related to those Banks Not Providindge-Banking Services

9.1f you say no for question number 7 or if you don’tstart offering e-banking services

A. Do you think that the following are the differesttallenges for the adoption of e-

banking services?

S.NO| CHALLENGES Agree disagree
1 High installation cost
2 Lack of demand from the customers side
3 Chances of risk from the banks side
4 lack of educated and efficient staff in e-banking
context
5 Lack of suitable legal and regulatory
framework
6 Non-readiness of banks to adopt the system
7 Lack of government initiation or lack of

government prioritization

8 Absence of financial networks that links

different banks

9 Low level of internet penetration and poorly

developed telecommunication infrastructure

10 Low level of initiation on the side of the

shareholders to adopt the system

11 High cost of internet

12 Lack of coordination and cooperation with the

other banks in e-banking context

Other challenges (if any)
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If you agree on most of the above challenges, wiessures should be taken to reduce these
challenges?

B. If your bank is not using electronic channels aseans of delivering services to the

customer; does your bank have a plan to adoptystera?
A.Yes [ B.No [

10 .If currently the bank is using the system lanrot get any benefit due to its initial stage
and if you sayYES for the above question, what are the perceiveeéfiisryour bank will get

by adopting e-banking service?
A. perceived relativevadtage 0
B. Perceived organizadl performance!(
C. perceived customgydmizational relationshipl
D. perceived ease of use

others
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IV. General Questions

11. Whether the bank is currently using the teabgylor not, do you think that the following
are among the driving forces for the adoption bieking services?

S.NO Driving forces Agree Disagree

1 Existence of high competition in the banking

industry

Existence of high demand

Desire to improve organizational performance

Desire to improve the relationship with customers

Desire to reduce transaction cost

Desire to cover wide geographical area

Desire to build organizational reputation

QO N| O gf A WO N

Desire to satisfy customers

Others factors if any

12. What are the existing opportunities in the ¢outhat initiates the adoption of e-banking?

S.NO | Opportunities v
1 Late adopter opportunities
2 Commitment of the government to strengthen |the

banking industry

3 Commitment of the government to facilitate the

expansion of ICT infrastructure

4 The existence of high demand

5 Increment of educated potential customer

Others opportunities (if any)
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13. What should be the role government to addgrédng in the banking industry?

14. What should be the role of the national bantatilitate the adoption of e-banking in the

banking industry as a regulatory body of all finahastitutions in the country?

15. What should be the role of the Ethiopian themunication corporation regarding ICT

infrastructure expansion?

16. What should be expected from each bank to geoeificient e-banking service to the

customers?

17. Any suggestions regarding the adoption of rekimey service in the banking industry
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Annex Il

General Unstructured Interview Schedule

1. What the National Bank of Ethiopia is doing regaglithe adoption of e-
banking service in the banking industry?

2. What is the responsibility of the National Bank Bthiopia regarding the
adoption of e-banking service in the banking indgst

3. What the National Bank expects from each bank diggrthe adoption of e-
banking service?

4. What is the benefit of adopting e-banking servicéhe banking industry?

5. What are the challenges for the adoption of e-lrankervice in the country?

6. What are the opportunities for the adoption of eliag service in the
country?

7. What is expected from the government regardingaitieption of e-banking
service in country’s banking industry?

8. What are the driving forces towards the adoptioa-banking service?

9. Does your bank provide e-banking training to eme&s/?
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