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ABSTRACT
This study aims to analyze determinants that influence the adoption of agent banking in Abay

Bank S.C, Branches in Bahir Dar city. The study tried to answer the research questions, how
liquidity, security, regulation, competition and Technology affect agent banking adoption? To
answer the above question, quantitative study was used to analyze the data gathered from
Abay Bank, branches in Bahir Dar city. Various theories which have relation to the adoption
of agent banking like innovation theory and agency theory were used. To this end, the
research approach and design of this study were quantitative and explanatory study
respectively. A questionnaire derived from previous studies and the relevant questions were
completed by 130 employees of Abay bank in Bahir Dar city branches. Correlation analysis
assessed the relationship between independent and agent banking adoption and multiple
regression analysis also assessed the influence of explanatory variables on the dependent
variable, agent banking adoption. The findings confirmed that the independent variables
(liquidity, security, technology, regulation and competition) have a positive and significant
relationship with agent banking adoption in Abay Bank S.C. Moreover, the study explored
that there is a positive and significant effect of independent variables on dependent variable.
Besides, it was found that competition among the independent variables has the highest effect
on agent banking adoption in Abay bank. As well, the study recommended that the bank
should conduct technology based competition to widen its customer base by reaching the
unbanked society which is the huge untapped opportunity. The regulatory body also has to
see the regulation from time to time to control the risk associated with the product and revise

points which might have restriction on the process.

Key Words: Liquidity, Security, Regulation, Technology, Competition
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CHAPTER ONE

1.1. INTRODUCTION

An appropriate banking environment is considered as a key pillar as well as an enabler of
economic growth (Ongore & Kusa, 2013). In a state of affairs with a continuously emerging
wave of information driven economy, the banking industry in Ethiopia has certainly found
itself incapable to resist technological indulgence. The need for convenient ways of accessing
financial resources beyond the conventional norms has seen the recurrent expansion and

modernization of banking patterns (Maina & Mwangi, 2014).

Like all other social entities, financial institutions in Ethiopia are being constantly expanding
with technological innovations. For instance, until recently bank’s customers were used to
stand in line to get financial services, but now because of the multi channel service outlets
they can perform it from anywhere at any time. Funds are transferred electronically between
financial institutions and individual accounts and between individual accounts using e-

banking system (Claessens, 2006).

The business environment has been globally changed and it has been characterized by stiff
competition and this is not an exception to banks. Competition has pushed commercial banks
towards becoming more innovative. These innovations include credit cards, ATMs, internet
banking, mobile banking, youth oriented accounts, and women oriented banking, interest free
banking and agency banking which are most recently introduced in the banking sector (Bold,
2011).

Agent banking is an arrangement by which licensed institutions engage third parties to offer
certain banking services on their behalf. Agent banking model is the one in which banks
provide financial services through non-bank agents such as grocery store, retail outlets, post
offices, pharmacies, or lottery outlets. The national bank of Ethiopia (NBE) the supervisory
body of the financial sector has issued a directive for the mobile and agent banking operation
through its directive number FIS/01/2012. NBE issued the directive to strengthen the
financial inclusion and widen the financial sector accessibility to the unbanked population
especially the rural areas which are far distant from the areas where banking services are
located. Ethiopian banks have been using electronic banking through ATMs and POS
terminals to give services for their customer beyond their branches. Now, to increase

accessibility and cut costs they are in a way of adopting agent banking which has been

1



practiced in different countries. As different studies showed agent banking has been
implemented in Latin America especially in Brazil and other countries have been adopted
following Brazil. From Africa Kenya has a great success with regard to the implementation
of agent banking (AFI, 2016) agent banking in Latin America.

The partnership has helped banks to take financial services closer to people, more
importantly, to areas that lack them. Ethiopia changed its banking laws in 2012 to allow
commercial banks offer their services through third-party businesses. The agents operate as
satellite branches. The agency banking concept that is deepening access to financial services
is gaining currency in Ethiopia, where 80% of the population still lacks access to formal

banking services (Ecobank, 2013).

Agency banking and Agent Banking can be used interchangeably throughout this study work.
An agency bank is a company or organization that acts in some capacity on behalf of another
bank but it cannot accept deposits or extend loans in its own name and it acts as agent for the
parent bank. A retail outlet contracted by a financial institution or a mobile network operator
that processes clients’ transaction could be cited as instance. It is the retail outlets that
conducts the transaction and lets clients’ deposit, withdraw, transfer funds, pay their bills,
inquire about an account balance, and receive government benefits or a direct deposit from

their employer rather than a branch teller (Ongore & Kusa, 2013).

Following the NBE directive, agent banking considered as one of the competitive advantage
by Ethiopian banks and has got a focus. The directive issued aiming the use of technology
and innovative financial service delivery channels such as mobile devices and agents have
significant contribution in deepening financial service accessibility to the wider section of the
population at an affordable price (NBE regulation). The regulation is a one factor which
influences commercial banks to adopt agent banking.

According to the annual report of National Bank of Ethiopia (2016), there are 18 commercial
banks in Ethiopia established early in 1909 and latest 2011. Banks represent a significant and
influential sector of business worldwide that plays a crucial role in the global economy.
Banking agents are financial intermediaries that serve as financial resource mobilization
points in the global economy (Godana, 2012). They channel funds needed by business and

household sectors from surplus spending to deficit spending units in the economy. A well



developed efficient banking sector is an important prerequisite for saving and investment

decisions needed for rapid economic growth (Godana, 2012).

The Ethiopian banking industry is in a stiff competition where using innovative financial
services delivery channels such as agent banking as competitive advantage to win the
competition. Agent banking helps the banks in resource mobilization and broadens their
customer base. The late coming bank which is Abay Bank S.C has been emerged in 2009. It
has been delivering various financial services. Thus, Abay Bank S.C to win the rivalry and
become the first will adopt agent banking to deliver its services as alternative channel.
Consequently, no much enough studies are done as far as agent banking is concerned with
Abay Bank S.C there by this research paper emphasized on the determinants of agent banking

adoption by Abay Banc S.C in Bahir Dar City branches.
1.2. Statement of the Problem

The bank working environment in the globe is dynamically changed, so does in Ethiopia.
This business is characterized by a stiff competition among the industry itself and stake
holders. The rivalry amongst commercial banks countered by pushing individuals towards
innovative business alternatives for better customer attraction as well as satisfaction. Most
ground-breakings are being implemented onset of 2006. All most all commercial banks are
pioneering ATMs, mobile and internet banking, women, student and youth based accounts
and most recently very few banks are introducing agency banking in Ethiopian banking
industry (Siedek, 2008).

Banks started to be innovative with the adoption of electronic banking in the sector. The
commercial bank of Ethiopia (CBE) has started the initiation in the late 2001 but failed due to
the lack of appropriate infrastructure and remain being VISA membership until Dashen Bank
introduced the card payment system in 2006 (Garadachew 2010). Following this all banks
have joined the electronic banking system and start to deploy delivery channels like
automatic teller machines (ATMs) and point of sale (POS) terminals for the banking
transactions. The National Bank of Ethiopia (NBE) issued a directive of mobile and agent
banking operation to strengthen the financial inclusion and expand the financial services to
the unbanked population. This forces the banks to use agent banking as a delivery channel for

their product and services.



Agent banking can play an important role in widening the distribution of financial services to
remote rural people who can’t be reached by traditional bank branch networks. The service is
cost effective in terms of delivery, building, maintaining channels and travelling (Siedek,
2008).

Agent banking is a new concept for the Ethiopian banks. Even if NBE forced the banks to
adopt agent banking, there are other factors which influences the banks to adopt agent
banking besides the regulation. The spread of mobile technology in the country is a great
opportunity for the banks to adopt the agent banking since the majority of the rural
population is younger who is eager to use the technology advancement. Banks win the needs
to use new ideas like agent banking which enables to reach the unbanked population which is

the untapped market opportunity.

Despite of the benefits of agent banking globally, there are a number of challenges to
implement such banking alternatives in Ethiopia. Under utilization of agent banking, lack of
agents’ capacity to handle large cash transactions, little security measures that leads to remote
customer attraction due to frustration (Pickens, 2009), competition, NBE’s regulations and
inadequate technological infrastructures are the main reasons influencing the adoption of
agency banking.

Abay Bank S.C has commenced to operate agent banking as a one tool to settle down the
growing competition by investing large capital. Based on the data obtained from Abay Bank,
681 customers are agent banking users as of June, 2018 annual report. So that, Abay bank has
been started practicing agent banking. Nevertheless, no much enough studies have been made
as far as low adoption of agency banking is concerned with this bank. This thesis work
encountered the gap when it explicitly discloses the major factors affecting the adoption of
agency banking up on its completion. Therefore, this study work tried to see determinants of

agent banking adoption by Abay Bank S.C branches in Bahir Dar City.

1.3. Objectives of the Study

1.3.1. General Objective

The general objective of the study was to examine the determinants of agent banking
adoption at Abay Bank S.C in Bahir Dar City and measure the extent to which those

determinants contribute towards the adoption of agent banking.



1.3.2. Specific Objectives

In line with the main objective, this study has the following specific objectives:-
I. To analyze the effect of liquidity on agent banking adoption,
Ii. To observe how security affects agent banking adoption,
iii. To explore how regulatory environment influences agent banking adoption,
iv. To examine how technology affects agent banking adoption, and

v. To evaluate how competition affects agent banking adoption.

1.4. Significance of the Study

The study has significance for Abay Banc S.C since it deals with the determinants which
influence the adoption of agent banking by Abay Banc S.C and for government in that it will
shed light on areas to be improved in an effort to provide financial inclusion to the unbanked
low income and rural population. The advantage and disadvantage of agent banking adoption
for Abay Banc S.C would be seen by the study. The relative challenges faced to Abay Banc
S.C also has been identified and discussed. Generally, the study has identified the
determinants and their relationship with agent banking adoption where the findings will help
in monitoring development and growth of agent banking. Selected Abay Banc S.C, stake
holders, policy makers, remote people and mobile and internet network holders will be
benefited from this research work output. For instance, this investigation will help Abay
Bank to get insight on what it takes to improve its E-banking products such like agent
banking, mobile banking and internet banking. In addition, this study also will have important
practical implications for Abay Bank’s mangers and bank regulators authorities in dealing

with Agent Banking Adoption.

As well, this study will initiate Abay Bank’s management to give due emphasis on the
management of these identified variables and provides them with understanding of activities
that will enhance its agent banking performance.

For National bank of Ethiopia, the finding of this study might be used as a directive input in
developing regulatory standards regarding agent banking expansion policies of commercial
banks of Ethiopia and to examine its policy in banking supervision pertaining to insure
agency banking quality of banks to be maintained.

Besides, it may also help other researchers as a source of reference and as a stepping stone for
those who want to make further study on the issue of agent banking adoption in Ethiopian

banking context afterwards. Finally, it may provide a possible opportunity to all stake holders
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to gain deep knowledge about the leading cause of agent banking to adopt in Ethiopian
commercial banking sector.

1.5. Scope / Delimitation of the Study

In this section, scopes of the study including geographical and conceptual scopes were
discussed. Geographically the study limited to Abay Bank S.C, Bahir Dar city branches.
Conceptually, the study narrowed to the influence of factors on the adoption of agency
banking. The study has dependent variable which is adoption of agent banking and the

independent variables like security, liquidity, technology, NBE’s regulation and competition.

1.6. Organization of the Study

The study has been organized under five chapters. Chapter one is the introduction part, which
contains statement of problem, objectives of the study, scope/delimitation of the study and
significance of the research paper. Chapter two presented the literature review regarding the
research area of the paper and sets out the empirical as well as theoretical frameworks for the
research, the conceptual framework and research hypotheses. Chapter three covered the
research methodology which contains research approach, design, the population study, data
collection instruments and finally data analysis has been presented. The research results and
discussion were discussed in chapter four. Finally, chapter five presented the conclusion and
recommendation of the study.



CHAPTER TWO

LITERATURE REVIEWS

2.1. Introduction

This study addressed the primary research question: “how liquidity, security, regulation,
competition and Technology affect agent banking adoption in Abay Bank S.C, Bahir Dar
City Branches?” The background information for this study came from researches in the
areas of agency banking. The literature provides information on the determinants of agency
banking adoption in depth and width. Existing literature also consists of studies on the

identification of the specific factors that affect adoption of agency banking.

This chapter was designed to discuss the concept of agent banking, the worldwide
development of agent banking, agent banking model and the determinants of agent banking
adoption in worldwide. In addition, theoretical frame work, empirical studies, conceptual
frame work of the study related with agency banking adoption, research gaps and the

hypotheses parts were mentioned under herewith.

2.2. The concept of Agent Banking

Agent banking is the most significant shift/enhancement in banking policy in recent times.
An agent bank is a form of organization commonly used by an already established and formal
financial banking institution to access the un-banked population. The main institutions
closely supervise their agents, have full and round the clock access to internal systems,
documents, reports, records, staff and premise of the agent as far as the agency is concerned.
The agent banking business means the business carried out by an agent on behalf of an
institution as permitted under some outlined guideline. Agents are allowed to undertake the
following services; cash deposits, withdrawals, loan application, repayments and transfer of
funds (AWUONDO, 2013).

Agent banking enables clients to store, send and receive electronic money through local
agents, rather than travelling to the nearest bank branch. It is hoped that by moving financial
services beyond banks, traditional “bricks-and mortar” infrastructure and shifting them to a

more scalable, variable-cost channel, financial services can be provided profitably and



sustainably to segments of the population that are poorer or more remote and that are

currently neglected by regulated financial institutions (Ignacio and Siedek, 2008).

The agency banking minimizes fixed cost; by leveraging existing retail outlets and stores
hence financial service providers do not need to invest in their own physical infrastructure
and also by using mobile phones rather than POS terminals as technology platform, financial
service providers do not even have to incur equipment costs, for each new retail outlet

opened. Such a variable cost structure makes the agent’s economics very simple (Plok, 2009).

2.3. Development of Agent Banking in the World

The term agent banking is defined as a retail or postal outlet contracted by a financial
institution or a mobile network operator to process clients” transactions. Rather than a branch
teller, it is the owner or an employee of the retail outlet who conducts the transaction and lets
clients deposit, withdraw, and transfer funds, pay their bills, inquire about an account
balance, or receive government benefits or a direct deposit from their employer. Banking
agents can be pharmacies, supermarkets, convenience stores, lottery outlets, post offices, and

many more (lvatury, 2006).

Ignacio and Siedek (2008) had shown that the aforementioned outlets are increasingly
utilized as important distribution channels for financial institutions globally. Agency banking
has its origins in Brazil and Kenya where the most successful cases of agency banking have
been identified. The Brazilian model is driven by the larger banks, such as Caixa Federal,
Bradesco, and Banco Popular, and it uses more traditional card/POS terminals. Brazil now
has 39,000 agents covering every municipality in the country, with whom customers can
deposit, withdraw, and electronically transfer money from their accounts. The Kenyan model
is driven by mobile operator Safaricom. It uses a menu-driven application on their customers’
mobile phones (in their SIM cards, more specifically) to authenticate and facilitate
transactions by both customers and agents. Only two years after its launch, Safaricom’s M-
PESA service now has over six million registered customers who can transact at almost eight
thousand retail agents nationwide (Mas, 2009). Banks in Kenya have also embraced agency
with KCB, Equity and Cooperative bank venturing into agency banking. Banking agents are
usually equipped with a combination of point of sale (POS) reader, mobile phone, barcode
scanner to scan bills for bill payment transactions, personal identification number (PIN) and
sometimes personal computers that connect with the bank’s server using a personal dial up

or other data connection. Clients that transact at the agent use a magnetic stripe bank card or
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their mobile phone to access their bank account. Identification of customers is normally done
through a PIN, but could also involve biometrics. With regard to the transaction verification,
authorization, and settlement platform, banking agents are similar to any other remote bank
channel (lvatury, 2006).

Banks in countries across the globe are increasingly using agents to provide financial services
to customers. These arrangements, which involve the use of both agents and technology to
transmit transactions details, are often referred to as branchless banking. The issue that
perhaps needs to be addressed is the reason behind recent adoption of agent banking by a
number of banking institutions around the globe. According to Ivatury et al (2006) agency
banking is one strategy that banks can use to achieve cost-savings, give more accessibility to
customers and enhance customer service. Ethiopian financial institutions have in the recent
past embarked on an aggressive entry into this market segment. But many are finding that
agents lack capacity to handle large transactions of cash and under-spend on security
measures. The need to reach millions of unbanked poor people around the globe who do not
have access to mainstream banking is also among the main reasons why banks have
embraced the idea of agent banking. According to the National Banking and Securities
Commission of Mexico and the Alliance for Financial Inclusion (2012), agent banking is
quickly becoming recognized as a viable strategy in many countries for extending formal
financial services into poor and rural areas. In recent years, agent banking has been adopted
and implemented with varying degrees of success by a number of developing countries,
particularly in Latin America.

According to the National Banking and Securities Commission of Mexico and the Alliance
for Financial Inclusion (2012), still on the reason for adoption of agency banking, the major
obstacle to financial inclusion is cost. Cost in this context refers to not only the cost incurred
by banks in servicing low value accounts and extending banking infrastructure to
underserved, low-income areas, but also the cost incurred by poor customers (in terms of time
and expense) in reaching bank branches. Achieving financial inclusion therefore requires
innovative business models that dramatically reduce costs for everyone and thus pave the
way to profitable extension of financial services to the world’s poor. Even though agent
banking has been identified as the most appropriate strategy of extending financial services to
the poor and rural areas, the model has yielded different levels of results in different
countries. The regulation, design, and implementation of agent banking vary across countries.

These differences are evident in the variety of services offered by agents, the types of
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businesses acting as agents, the types of financial institutions that work through agents and
the business structures employed to manage them. These differences ultimately contribute to

the disparities in the extent to which agent banking is actually bridging the financial inclusion
gap.

2.4. Agent Banking Model

Alternatively, correspondent banking, can replace agent banking, is a model for delivering
financial services whereby a bank partners with a retail agent or correspondent in order to
extend financial services to locations for which bank branches would be uneconomical. It is
delivery channel that holds high potential for closing the delivery gap. Agent banking is
branchless banking model that allows financial institutions to use third party retail agents and
leverage on ICT to provide financial services outside the traditional brick and mortar bank
premises. It is a great opportunity for the banks to reach out more people in rural areas where
they cannot open branches easily being a mechanism in reducing costs and boost their deposit
mobilization. Banking agents can be post offices, shops, pharmacies, microfinance
institutions, retail outlets, supermarkets, petrol stations and internet/communication centers.
like various literatures show agents can extend banking services like cash deposit and
withdrawal, cash disbursement and cash repayment of loans, cash payment of bills, cash
payment of retirement and social benefits, transfer of funds, balance enquiry, generation and
issuance of mini bank statements, collection of documents in relation to account opening,
loan application, credit and debit card application, collection of debit and credit cards, agent
mobile phone banking services, cheque book request and collection, collection of bank mail
or any other activity as central bank may prescribe being as the agreement concluded between
the agent and the bank. There are certain activities against which banking agent is prohibited
and these include transacting during communication failure, failure to issue receipt or
acknowledgement, charging any fees, ceasing or diminishing of initial commercial activity,
guaranteeing customers, offering banking services on own account, continuing banking
business in existence of a criminal record or disciplinary case, offering services not included
in the contract, opening accounts, carrying out loan appraisal and approvals, cheque deposit
encashment, foreign exchange transactions, agents being run by a banks employee or
associate. Agent banking presents various benefits for the banks, for the customers, for the
agents and for the country in which it is practiced. First and foremost, agent banking allows
financial institutions to establish physical presence in rural areas, remote areas or low

population density where the cost of opening a branch may not make business sense.
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Secondly, it allows customers to access financial services in a more familiar way than in a
branch as the unbanked are not familiar with the procedures of a traditional bank branch.
Thirdly, it increases the sales from customers seeking banking services while increasing the
income source for the agents through the commissions or fees they get from banks. Last but
not least, agent banking contributes to a more efficient and inclusive financial system by

extending financial services to a wider population (Mas & Siediek, 2008).

2.5. Determinants of Agent Banking Adoption

As a number of research works revealed, there are many technological and operational
challenges in employing a successful agent banking strategy. Technology should be in place
to enable banks and their customers to interact remotely in a trusted way through existing
local retail outlets. Agent banking requires a generally good infrastructure in terms of road
network, communication and information technology. Considerations should be made for
areas that are hard to reach due to a poor fixed infrastructure and poor transport system.
There are various risk implications of use of agents by banks (Agboola, 2006).

Entrusting retail customer contact to the agents is riskier than these same functions in the
hands of bank tellers in conventional bank branch. Special attention should be paid to credit
risk, operational risk, liquidity risk and reputation risk. The use of retail agents potentially
raises special concerns regarding consumer protection and compliance with rules for
combating money laundering and financing of terrorism which deserves the institution’s
attention. The time lag between collection from customers and depositing the same to the
bank by the retail agents generates credit risk. There are chances of customer or retail agents
committing fraud, loss of bank’s equipment or other property from a retail agent’s premises,
data leaks or data loss from hacker attacks, inadequate physical or electronic security or poor
backup systems. All these factors lead to operational risk. Retail agents that are relatively
small, unsophisticated and remote may not have enough cash to meet customer’s requests for
withdrawals and may lack experience in the more complex liquidity management required for
offering financial services. When retail agents underperform or are robbed, the bank’s image
may suffer causing reputational risk which may also be caused by operational risks such as
loss of customer records or leakage of confidential customer data, as can liquidity shortfalls
in the retail agents’ cash drawer. Banks bear the risks that customers are improperly
identified and that they use the retail agent to launder money or channel funding to terrorists,

with or without the agent’s knowledge or complicity. There is need to consider all of the
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above risks and extend the risk management program to cover the same. Proper assessment of
agent’s credit worthiness and proper limit structure for agents™ various activities
commensurate with this assessment should be in place. Also a proper dispute resolution
mechanism should be established (Tesfaye M, 2016).

There should be customer protection against risks of fraud, loss of privacy and loss of service
in order to establish trust among consumers as trust and customer confidence is the single
most necessary component for growth of any branchless banking model. As it deals with a
large number of first time customers with low financial literacy level, agent banking requires
that adequate measures for customer protection, awareness and dispute resolution are in
place. The services amongst commercial banks to offer banking services to the population has
increased greatly, thus increasing efficiency and access. Early movers are able to partner
exclusively with businesses that have the largest number of local retail outlets thereby

patching together a sizable agent network relatively quickly (Siediek, 2008).

According to the view of MAs and Siediek (2008), demographic factors for instance age,
gender, income and education levels impact on the ability of customers to use their credit
cards, debit cards and PIN security systems. So, banks are expected to train agents to render
the service easily and here education plays a significant role to transfer technology to the
user. The success of agent banking is also based on the ease of banking by the agent. In
Brazil for example, the available technological network allows any agent to deposit cash
received in any bank to be transferred to his own bank at no fee. Therefore, it is not necessary
for an agent of one bank to travel long distances to deposit cash in his own bank branch.
Availability of agent channels is vital in ensuring a wide reach by the bank through its retail
agents especially in rural areas. Urban areas have various channels like shops, super markets,
and pharmacies as mentioned earlier. Physical security can pose a challenge with regard to
security of cash and even the people managing and working with agents. The specific
security challenges are robbery, theft and fraud. Distance to the nearest bank branch may be a
challenge particularly in the rural areas. In Brazil for instance, some commercial banks have
accounts with other banks with branches near the location of their agents to enable their
agents™ bank their cash. This has solved the problem of distance. In Columbia however, an
agent has to travel to his own branch to deposit cash received. While developing an agent
channel for a bank presents a range of technological and operational challenges that may be

new for a bank, the main challenge is strategic; understanding specifically how this new
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channel fits within its customer segmentation, service proposition, and branding objectives.
The challenge is particularly important for banks pursuing agents as a way to offer banking
services to those previously with no bank accounts. Banks will need to tackle basic financial
education barriers to these potential customers, develop appropriate product that target their
needs and economic means, find efficient ways to reach them with effective marketing
messages and put in place a mechanism for checking customer identities as many of them
may not have any form of formal education. MAs and Siediek (2008) are of the view that a
bank without a large network of branches faces a challenge of failure to bank with another
bank due to associated charges. Ultimately, scale and ubiquity are best achieved by tapping
into shared or interoperable networks of agents that serve multiple banks; much like a POS
enabled store today can accept cards from Visa or MasterCard issued by any bank in their

respective associations.

2.6. Theoretical Review

Under this section, the researcher discussed the theories under agency banking which guided

this study. This study is based on two theories namely; agency theory and innovation theory.

2.6.1. Agency theory

Agency theory is concerned with resolving problems that can exist in agency relationships;
that is, between principals and agents of the principals. The two problems that agency theory
addresses are: (1) The problems that arise when the desires or goals of the principal and agent
are in conflict, and the principal is unable to verify what the agent is actually doing; and (2)
The problems that arise when the principal and agent have different attitudes towards risk.
Because of different risk tolerances, the principal and agent may each be inclined to take
different actions. The first scholars to propose, explicitly, that a theory of agency be created,
and to actually begin its creation, were Stephen Ross and Barry Mitnick in the early, 1970s.
Research on agency theory had several findings. Most notably, an agent is more likely to
adopt the goals of the principal, and therefore behave in the interest of the principal, when the
contract is outcome-based. Also, when the agent is aware of a mechanism in place that allows
the principal to verify the behavior of the agent, he is more likely to comply with the goals of
the principal (Stephen Ross et al, 1970).
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2.6.2. Theory of Innovation Diffusion

Diffusion of innovations theory determines five innovation characteristics that affect the
adoption of new ideas (Rogers, 2006) like relative advantage, complexity, compatibility, trial
ability, and observe ability. Relative advantage is the degree to which an innovation is
perceived as better than the idea it supersedes. Relative advantage has been measured in
terms of economic benefits, social prestige, status, convenience, and satisfaction. On the
other hand, complexity relates to the degree to which an innovation is perceived as difficult to
understand and use. Perceived complexity has a negative effect on the adoption.
Compatibility indicates the degree to which an innovation is perceived as being consistent
with the existing values, past experiences, and needs of potential adopters. An idea that is
incompatible with the values and norms of a social system will not be adopted as rapidly as
an innovation that is compatible. Trial ability signifies the degree to which the innovation
may be experimented with on a limited basis. A possibility to try an innovation before
adoption will reduce the uncertainty and increase the likelihood of the adoption. Observe
ability is the degree to which the results of an innovation are visible and communicable to
others. The easier it is for individuals to see and discuss the results of an innovation, the more
likely they are to adopt it (Omumi, 2010).

2.7. Empirical Review Related with Agency Banking Adoption

Though the researcher could not find one that conducted on Agency Banking innovation in
Bahir Dar, Ethiopia, some related studies were made by different researchers across the
globe. However, there are limited numbers of studies conducted in Ethiopia on the adoption
of technological innovation especially E-Banking. Specifically, Gardachew (2010) conducted
research on the opportunities and challenges of E-banking in Ethiopia. The aim of his study
was focused on analyzing the status of electronic banking in Ethiopia and investigated the
main challenges and opportunities of implementing E-banking system. The author conducted
a survey on the existing operating style of banks and identifies some challenges of using E-
banking system, such as, lack of suitable legal and regulatory frame works for E-commerce
and E- payments and absence of financial networks that links different banks. According to
Gardachew (2010), Opportunities offered by ICT through e-learning programs and
Commitment of the governments on development of ICT infrastructures is considered as a

driver of using E-commerce and E-payment systems.
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Wondwossen and Tsegai (2005) also studied on the challenges and opportunities of E-
payments in Ethiopia; their objective was studying of E-payment practices in developing
countries, Africa and Ethiopia. The authors employed interview and on site observation to
investigate challenges to E-payment in Ethiopia and found that, the main obstacle to the
development of E-payments is unavailability of payment laws and regulations particularly for
E-payment. According to Wondwossen and Tsegai (2005), an adequate legal structure could

foster the use of E-payments.

Ayana (2014) conducted a research to identify factors that affect adoption of E-banking in
Ethiopian banking industry. The Author conducted a Survey, interviews and document
analysis in order to identify factors that affect adoption of E-Banking and found that lack of
legal and regulatory frame work, Lack of ICT infrastructure and absence of competition
between banks as major barriers that face Ethiopian Banking industry in adoption of E-
Banking and suggest that Establishing a clear set of legal framework on the use of technology
in banking industry, supporting banking industry by investing on ICT infrastructure and
banks needs to be focused on technological innovation competition rather than traditional
bases of retail bank competition as a series of measures which could be taken by the banking

industry and by government to address various challenge.

The other descriptive case study analysis conducted by Khalfan et al (2004) on factors
influencing the adoption of internet banking in Oman, aimed to identify the main potential
factors or impediments that are currently inhibiting the incorporation or adoption of E-
commerce applications in the Omani Banking sector. Data used in their study were collected
using semi structured interviews and survey questionnaire as well as reviewing some bank
documents. The results of his study provided a Pragmatic picture about the adoption of E-
Commerce applications in the core financial sector domain of Oman. One of the main
findings is that security issues have been major barriers. The banking sector was reluctant to
use E-commerce applications as they felt that transactions conducted electronically were
open to hackers and viruses, which are beyond their control. Similarly the study of Ghazi and
Khalid (2012), found that, the most important barriers for E-business growth are

technological issues, like, security risk.

On the other hand the descriptive study conducted by Daisy Kanini (2011) that aimed at
determining the factors affecting adoption of agent banking amongst commercial banks in

Kenya. The author used a census survey design by use of questionnaires sent out to the
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respondents. The study found that the introduction of third party retail agents presents several
risk factors with regard to effective regulation and supervision of banks and therefore
recommended that the regulator closely monitors the banking sector and strictly enforces
compliance with the agent banking guidelines, while the banks continuously ensure careful

vetting of agents.

Agboola (2006), in his study on Information and Communication Technology (ICT) in
Banking operations in Nigeria using the nature and degree of adoption of innovative
technologies; degree of utilization of the identified technologies; and the impact of the
adoption of ICT devices on banks, found out that technology was the main driving force of
competition in the banking industry. During his study he witnessed increase in the adoption
of ATMs, EFT, smart cards, electronic home and office banking and telephone banking. He
indicates that adoption of ICT improves the banks’ image and leads to a wider, faster and
more efficient market. He asserts that it is imperative for bank management to intensify
investment in ICT products to facilitate speed, convenience, and accurate services, or
otherwise lose out to their competitors.

Zaribaf and et al (2011) studied behavioral preferences of users of Electronic and traditional
banking of Mellat banks across Semnan province. Results of their work showed that the
faster the access to new banking is, and the more familiar the customers are with E-banking,
and the more dependent the new E-banking is on E-networks, and the better images the
customers have about advantages of using E-banking, the higher the tendency customers
show to use e banking. An empirical investigation conducted by Sathye (1999) on the
adoption of agent banking by Australian consumers also identified, security concerns as key
factor in agent banking adoption. A report on Internet Banking in Australia finds that,
security concerns among banks and customers are keeping both away from Internet Banking.
According to Sathye (1999) Security was identified as the biggest obstacle in adoption;
Akbari, P. et al(2012) studied adoption pattern of internet banking of Tehran Melli bank.
Results showed that a perception of security has the most effect on E-banking adoption by

customers.

Musau (2013) conducted an analysis of the utilization of agency banking on performance of
selected banks in Nairobi County. The study showed that liquidity availability in the outlets
affects banks’ agent banking performance in addition to leading to frustrated customers. The
study therefore recommends that, banks should give more attention to find better ways of
vetting their agents to ensure that large cash transaction are handled effectively. Honohan
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(2008) stated that where a subscriber arrives at an agent with the need to withdraw a large
amount it does happen that the agent do not have enough cash to satisfy the cash out request
in line with his study, this study concluded that liquidity availability in agency outlets affects
performance of banks. The study findings show that banks strive to diversify geographically.
They set up agent outlets in areas less frequented by disasters so as to cope with liquidity
problems. Cohen at al (2008) had similar findings and indicated that liquidity problem leads
to customers a frustration which is one of the reasons why agency banking roll out is slow to
take up.

2.8. Conceptual Framework

The researcher considering the above mentioned theories and related studies made on the
adoption of agent banking in Ethiopia and worldwide, tried to identify the determinants that
influence the adoption of agent banking by Abay Banc S.C. The conceptual framework was
developed by showing the relationship of these determinants against the dependent variable
which is agent banking adoption. The independent variables are the determinants which
affect agent banking adoption such as security, technology, liquidity, regulatory environment,
and competition.

2.8.1. Security

Security is defined as it is the protection of a person, property or organization from attack.
The theory of security is to know the types of possible attacks, to be aware of the motivations
for attacks and your relationship to those motives. The security or defense against such a
threat is to make it difficult to attack, threaten countermeasures, or make a pre-emptive attack
on a source of threat (Mas & Hannah, 2008).

People, property or organizations may be attacked by the criminally-minded. Security is
necessary to protect from such attacks. Physical attacks are efforts to injury or even kill a
person. Other types of personal attacks can also be attempts to injure or hurt someone
emotionally or financially. Sometimes there is even an attack to destroy a person's reputation.
Someone may try to damage or destroy property, such as a building. Theft is also considered

a property attack (Omumi, 2010).

17



Figure 2.1: Conceptual Framework
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Source: Ayana (2012), Mwangi and Mwangi M (2014) and Tornatzky and Fleischer (1990)

Reasons for such an attack may be for revenge, financial gain, political or religious motives,
for thrills, or to avoid getting caught. Criminals will attack other people, break into a
building, or do other damage for the sake of financial gain. Cases of mugging and robbery for

financial gain are prevalent in Ethiopia.

Branchless Banking is growing faster and becomes the key factor in modern technologies so
it needs to be secure from each and every perspective it might be bank security or even
customer security, as the technology is moving onwards everyone is concerned about security
related to customer money but there is still gap to be filled is the bank secured while doing

branchless transactions via retail agents (Musau, 2013).

An important shortcoming typical of informal financial services is lack of reliability and
continuity in the long run. Formal providers have clearer incentives to offer more reliable and
safer services. Technology-enabled mechanisms may help achieve that goal. Evidence from
the four country studies suggests that technical failures (e.g., equipment malfunctioning and
other errors occurring during a transaction) are a major issue in branchless banking.

Similarly, research on consumer experience in Brazil shows that less than 5 percent of users

18



have made a mistake and paid the wrong bill at an agent, sent money to the wrong account, or

noticed that a payment or a deposit was never processed or received (Mas & Hannah, 2008).

Physical security is a common concern of regulators around the globe. In Brazil, for example,
agents must deposit the cash received from clients in a bank branch no more than every other
business day. This is intended to limit cash accumulation that can lead to robbery by third
parties or even by the agent itself (Lyman, Pickens & Porteous, 2008). The Mexican
regulator, by requiring every agent transaction to be made against the agent’s account at the
contracting bank, does not reduce the risk of third-party robbery but eliminates the risk of
agents misappropriating the accumulated cash, since the cash is in fact the agent’s own. The
simplest measure to reduce cash accumulation and its related risks may be requiring
providers to set daily and monthly transaction limits for each agent and client (lvatury &
Timothy, 2006).

Cases of agent fraud and misbehavior were reported in all the countries. For example,
“churning” was identified in Brazil (i.e., individuals subcontracted by agents offered credit to
pensioners and subsequently resold the loan several times to different banks without the

client’s consent, to generate additional fees).

Agents may steer customers toward certain products to maximize fee income, regardless of
the clients’ needs. Such problems can result from the provider’s limited ability (or
unwillingness, given the costs involved) to oversee a large number of agents adequately
(Lyman, lvatury & Staschen, 2006).

In addition, as transaction and personal data are transmitted increasingly through means such
as mobile phone networks, handled more often by third parties such as agents, and accessed
remotely by customers and financial institution employees, the risk of inappropriate access
and usage rises. Besides the technological aspect, consumers’ lack of education and lack of
experience with formal financial services and technology may raise data security risks. For
example, research conducted by Collins (2010) found that some M-PESA clients were giving
account passwords to agents, and while there is no evidence this has led to loss of funds or

misuse of customer information, the risk could be significant (Ignacio & Hannah, 2008).

A brief examination of data privacy and bank secrecy regulations in developing countries
reveals a patchwork of rules issued by a variety of agencies with overlapping jurisdiction and

oversight. As an example of differences among countries, bank secrecy rules do not explicitly
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apply to agents in India, whereas they do in Brazil, Peru, Colombia, and Mexico. (In India,
however, providers are liable for the acts of omission and commission of their agents in all
respects, including bank secrecy) While Peru and India have data privacy regulation, Brazil
has none. Peru, India, and the Philippines require providers to train their agents with respect
to bank secrecy, anti-money laundering, and data privacy compliance, while Ethiopia
currently has no rules for agents of mobile payments providers such as MPESA. Mexico and

Colombia have extensive and detailed data security regulations, while Brazil has very little.

2.8.2. Technology

Technology means the art of logic or the art of scientific discipline. It is a design for
instrumental action that reduces the uncertainty in the cause—effect relationships involved in
achieving a desired outcome. Technology is the technical means people use to improve their
surroundings. It is also knowledge of using tools and machines to do tasks efficiently. We use
technology to control the world in which we live. Technology involves people using
knowledge, tools, and systems to make their lives easier and better. This means that
technology is invented to make work easier and more effective. Any device invented and
given the name technology means it makes work easier and more easily accomplished.

Technology can be ancient technology or modem technology (Ayana, 2014).

National ICT infrastructure is a major factor that supports the adoption of e-banking system
as the case for other initiatives. Without an adequate development and quality of a national
ICT infrastructure, e-banking adoption and use cannot do well (Efendioghu, 2004 & Scupola,
2003). There are many technological and operational challenges in employing a successful
agent banking strategy. Technology should be in place to enable banks and their customers to
interact remotely in a trusted way through existing local retail outlets. Agent banking requires
a generally good infrastructure in terms of road network, communication and information
technology (CBK, 2009).

Agency banking is a modem technology which uses recently invented gadgets such as mobile
phones and POS. Branchless banking requires the outsourcing of cash transfers to these
distributed networks of agents such as small shops. Technology application requires
knowledge on card readers, mobile phones, and sometimes personal computers that connect
with the bank's server using a dial-up or other data connection as well as software
requirements, inter-operability and protocols accepted. This determines the viability of the
service by the agent. Technological factor in this study will be used to relate to mobile
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devices; software requires, inter-operability and protocols accepted and communications
infrastructure (optimization and efficiency of bandwidth, communications interface,
interference from other communications technologies). Most mobile phones have an
embedded chip that can be used to store value or provide secure authorization and
identification that does not rely on a card reader, PC and modem combination or a POS
terminal. So, this is to see the technology as one of the factors which influence adoption of
agent banking (Khalid (2012).

2.8.3. Liquidity

One of the biggest challenges in rolling out banking agencies is the establishment and the
effectiveness of the agent network. Agents are the touch-points where the subscribers of the
service can get money into and out of the system. (Agents are often also referred to as cash-in

and cash-out points (Kumar & Mohanty, 2012).

In instances where a subscriber arrives at an agent with the need to withdraw a large amount
it does happen that the agent do not have enough cash to satisfy the cash-out request. This
leads to frustration and is one of the reasons why take-up of these systems is slower than
what is expected. This problem is referred to as the agent liquidity problem - how to ensure

that the agent has sufficient cash available to satisfy the need of the system (Birch, 2008).

This problem is often approached in a way where the system keeps track of the actual cash
available in the drawer of each agent in order to guide subscribers where they can withdraw
big amounts. This approach is overtly complex and often fails because of the informal nature

of agents businesses (Diniz, Birochi & Pozzebon, 2012).

Even if customers are willing to put up with the inconvenience of having to return to an agent
to access their capital, liquidity management is currently a huge expense for the retail agent
and puts a strain on the attractiveness of mobile money as a viable business for them.
According to research conducted by CGAP, the primary cost of the mobile money business
for retail agents is liquidity management, which consumes 20-30% of the total expenses for
this business line. In the Philippines, three out of five categories of retail agents are traveling

to the bank more than 3 times per week (Jayo et al., 2012).

Cutcher (2014) indicated that liquidity management actually takes two forms: management of

electronic value in the mobile wallet and cash management. Management of electronic value
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is the mobile money transactions between a retail agent and a customer requires that the retail
agent has cash value in their mobile wallet. As the agent provides financial services
throughout the day, the cash amount on their phone fluctuates up and down, depending on
whether they are accepting funds or paying out. When the amount in the retail agent’s mobile
wallet is used up, the agent cannot perform additional services and needs to refill their
account. If the agent does not have a bank account linked to their mobile wallet, this means
they need to make a trip to the bank to transfer cash into electronic value. It is becoming
more common for electronic liquidity to be handled not only by the retail agents, but also by
the master agents (Jayo et al., 2012).

The other form of liquidity management relates to physical cash. Customers who are seeking
to make cash deposits into their mobile wallets or to withdraw cash from their accounts will
go to retail agents. With cash-in transactions, customers deposit their money with retail
agents while cash-out transactions result in customers seeking to withdraw funds via retail
agents. Depending on the relative volumes of cash-in or cash-out transactions in any given
day, the retail agent can become either cash-rich, with too much cash on hand, or cash-poor.
In the latter case, the agent does not have enough cash to provide the customer with the full
amount of their withdrawal request. Often customers must return the following day to obtain
their money (Birch, 2008).

Unlike electronic liquidity issues that can be managed remotely via bank transfer or master
agent transfers; cash liquidity can only be managed physically. While mobile money
customer bases remain small or primarily urban, cash liquidity issues have not been a
significant problem for many mobile money providers. But if the retail agent either has too
much cash on hand, increasing security risks, or not enough cash on hand to handle
customers’ withdrawal requests, then there needs to be a movement of physical cash. This
either has to take place via the agent going to the bank or having someone, such as the master
agent, bring cash. As transaction volumes increase, cash liquidity is likely to be a more

challenging problem than electronic liquidity (Lee & Jaramillo, 2013).

As mentioned previously, none of the mobile money providers have solved the problem of
liquidity management adequately. This is true for both electronic as well as cash liquidity
issues. There are no easy solutions or silver bullets. There has been progress, however, which
points to some mitigation options. It is likely that multipronged strategies, including several

of the following approaches — if not more - will be required (Stapleton, 2013).
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2.8.4. Regulatory Environment

Owing to its vested directive in modernizing the financial sector in Ethiopia, the national
bank of Ethiopia has taken the initiative to launch the national payment system which
believes to facilitate the inter banking transaction and drives the entire payment system. It
also advocates the core banking plat form as a minimum requirement in implementing the
banking service in Ethiopia. Encouraging results have been witnessed in terms of
technological advancement and financial deepening of the Country. However, the majority of
the rural population has still faced difficulties in accessing financial services and mainly
depends on informal sources of financial services, which are sometimes not reliable enough
to make a significant impact on income improvement and asset accumulation. By recognizing
the imminent financial inclusion challenges attached to the cost of financial services and the
distance to bank branches in remote areas, the National Bank of Ethiopia has recently issued
the Mobile and Agent Banking Proclamation, which enables the use of third parties (agents)
to deliver financial services. It is believed that it is an important tool for increasing access and
convenience of financial services to a wide variety of target clients, particularly those who do
not usually have access to formal financial institutions (Kanini, 2011)

2.8.5. Competition

Competition occurs when two or more organizations act independently to supply their
products to the same group of consumers. The Ethiopian banking industry found in a stiff
competition among the existing banks. The banks are mostly provide similar service and want
to be the first in the eyes of the customer with their service. There are two bases on which
firms can compete price and differentiation. Banks to be different and get competitive
advantage they adapt agent banking to deliver their product and services to the target market

which is the unbanked population (Ayana, 2014).

2.9. Research Gaps

In line with the above theoretical as well as empirical reviews, agent banking is an important
for banking industry since it is undoubtedly the heart of banking business. It also revealed
that adoption of agent banking can be affected by different factors such as Technology,

Regulatory environment, Liquidity, Security and Competition.

Since the banking industry is in the growth stage with opening of new banks and the absence

of active secondary stock exchange in the country, it is important to notify the important
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determinants which affect adoption of agent banking in Abay Bank S.C by making empirical

investigation to already established banks and the Banks that serve recruiters of agents.

Most of the literatures reviewed in this study focused on the developed countries’ banking
sector. Although such types of research were done in developing countries limited literatures
were available for this research. To the knowledge of the researcher, there are no empirical
studies done regarding determinants of agent banking adoption the case of Abay Bank S.C in

Bahir Dar city branches.

Moreover, it is found difficult to come across study works in the last five years. Nearly all
research works cited in this paper are made too much early of this modern age of banking
business. The place of study is also making this work study unique. This is because; it is hard
to find one study work which is done with respect to agency banking empirically. Upon
completion of this paper, one can absolutely get a new insight about determinants which
affect this particular banking system in Abay Bank S.C located in Bahir Dar City.

2.10. Hypotheses

The following hypotheses were tested under this research study;

H1: Liquidity has positive and significant effect on agent banking adoption,

H2: Security has positive and significant effect on agent banking adoption,

H3: Regulation has positive and significant effect on agent banking adoption,

H4: Technology has positive and significant effect on agent banking adoption, and

H5: Comepetition has positive and significant effect on agent banking adoption.
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CHAPTER THREE

RESEARCH METHODOLOGY
3.1. Introduction

Research methodology is the philosophy or general principle which guides the researcher. It
provides an understanding of how the research will be conducted and organized in order to
obtain information. This section presented the detail methodology which applied to obtain
representative data from the bank’s branches and had shown the logical frame work that
discussed especially on research approach, design, and definition of the target population,
sampling technique, method of data collection, research instrument, measurement of

variables and data analysis methods.

3.2. Research Approach

The researcher used a quantitative approach which relates to positivists’ view that positive
level of knowledge is reached as people begin to depend on reasoning, empirical data and the
development of laws to explain phenomena. This is because the nature of the problem itself is
relationship that needs description in terms of numbers. Positivists believe that scientific
method is the clearest way to build an effective knowledge. This world view is based on the
assumption that reality exists “out there” and this knowledge is waiting to be discovered
(Cohen, Manion and Morrison, 2000; Fraenkel and Wallen, 2009). This knowledge can be
discovered by using the scientific methods and the best approach to do this is quantitative

approach.

The researcher employed quantitative research design. Quantitative research involves
counting and measuring of events and performing the statistical analysis of a body of
numerical data. Its purpose is to generalize from a sample to a population so that inferences
can be made and it is also economical and rapid turnaround in data collection (Creswell,
2003).

Being deductive and particularistic, quantitative researcher is based up on formulating the
research hypothesis/questions and verifying them empirically on a specific set of data.
Scientific hypothesis are value free; biases, and subjectivity preferences have no places in the

guantitative approach. Researcher can view the communication process as concrete and
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tangible and can analyze it without contacting actual people involved in communication
(Ting-Toomey, 1984).

3.3. Research Design

The research design used in this study is explanatory. This is because the interest of the
researcher is to examine the existing relationship between determinants and agent banking
adoption. In other words, the researcher was intended just to explore and predict the
relationship between the two variables. In this case, determinants are the independent
variables and agency banking adoption is a dependent variable. In line with this, Cresswell
(2012) contends that correlational research is used when the study seeks to identify the extent
to which two or more variables co-vary. In other words, change in one variable leads to
change in the other variable. The basic objective of correlational design is to explain and
predict the association between variables. Loico, Spaulding & Voegtle (2010) held similar
position by stating that “the purpose of correlational research is to measure two or more
variables and examine whether there are relationships among the variables”. In addition to
this, Fraenkel and Wallen (2009) stated that the major purpose of correlational research is to
clarify our understanding of important phenomena by identifying relationship. And also the
research design used in this study was cross sectional field survey; independent and

dependent variable are measured at the same point in time.

The main advantage of survey is its ability to accommodate large sample size at relatively
low cost, ease of administration and ability to tap into factors that are not directly observable
(Hair et al., 2006). In order to achieve the objective of this study and answer the research
questions, the researcher adopted a quantitative research approach to describe the
determinants of Agency Banking adoption the case of Abay Bank S.C. in Bahir Dar city

branches.

3.4. Source of Data

In order to generate relevant data for this study, primary data source was considered.
According to Biggam (2008), primary data is the information that the researcher finds out by
him/herself regarding a specific topic. The main advantage with this type of data collection is
that it can be collected with the researcher’s purpose in mind. This means that the information
resulting from it is more consistent with the research questions and purpose. The data was

collected directly by the researcher from the respondents and provided with important
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information. In this explanatory research design, primary data was gathered from employees
to obtain information which gives answers to the research questions. Hence, more emphasize
was given to the primary data source. Thus, the primary data sources were employees who
have worked in Abay Bank S.C, Bahir Dar city branches. In addition, secondary data had
been explored from publications and reports of the bank such as annual reports, bulletins,

manuals, directives and procedures of the bank.

3.5. Data Collection Instrument

For the purpose of this study a quantitative methodology involving a close-ended
questionnaire was used as the measuring instrument. The close-ended questionnaires were
administered to groups of people simultaneously, since they are less costly and less time

consuming than other measuring instruments.

The primary data was collected through questionnaires with open and close ended questions.
Closed ended questions whereby the questions were provided with multiple or limited
choices to answer for the respondents. The close ended questions were developed in five
point Likert-scale where; strongly Agree (SA) = 5, Agree (A) = 4, Neutral (N) = 3, Disagree
(D) = 2 and Strongly Disagree (SD) = 1. The use of Likert scale is to make easier for
respondents to answer question in a simple way. The questionnaire had two sections. Section
1 of the questionnaire consisted of general information about the bank and the respondents,
while Section 2 covered determinants influencing the adoption of agency banking in Abay
Banc S.C, Bahir Dar city branches. In other words, this section contained determinants which
are independent variables such as security, liquidity, technology, regulation and competition
as well as it was designed to measure the dependent variable which is agency banking
adoption. Generally, the researcher personally distributed questionnaires that made the

respondents more to understand the questions.

3.6. Population, Sample size and Sampling Technique
3.6.1. Population of the Study

Abay Bank S.C has seven branches commenced the delivery of the Agency banking services
in Bahir Dar city. Accordingly, the researcher considered all of these seven branches for this
study applying comprehensive sampling to take the whole branches and simple random
sampling to select respondents. A questionnaire was drafted to professional staffs working in

all seven branches of Abay Bank S.C located in Bahir Dar City involving in the delivery of
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the agency banking services. As they were not linking in agency banking service, credit

officers, cashers and messenger staffs were excluded from the study.

Table 3.1: Total population of the study

Name of Number of Employees Sample Size
No. Branches
M F T
1 Bahir Dar 29 8 37 25
2 Ghion 17 12 29 19
3 Tana 18 10 28 19
4 Gish-Abay 22 5 27 18
5 Abaymado 14 11 25 17
6 Fasilo 14 13 27 18
7 Shimbit 19 9 28 18
Grand Total 133 68 201 134

Source: field survey, 2019

As a result, the respondents were considered as they were estimated to be knowledgeable in
due course of implementing the Agency Banking system in their line of work and could
provide important perspectives on its adoption as they were involved in implementation of
the research work. The survey was used through distributing self-administered
questionnaires. Population is the entire group of people, events or things of interest that the
researcher wishes to investigate (Cavana, Delahaye, & Sekaran, 2001, p. 252). Therefore, the
total populations of this research were employees who are currently working as an employee
in Abay Bank S.C, Bahir Dar city branches. In Bahir Dar city there are seven branches and a
total of 201 professional employees. Therefore, total populations of this study were

considered 201 professional employees of Abay bank.

Upon obtaining lists of employees of each branch, the researcher separately listed employees
by their respective branch and assigned unique code for every one of them and thus, the sample

was drawn using simple lottery method.
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3.6.2. Sample Size of the Study

Samples were chosen to represent the relevant attributes of the population. The researcher
also notes the caution by Graziano and Raulin (1997) where the samples are not perfect
representative of the population from which they are drawn, therefore the researcher unlikely

to be able to generalize the conclusions to the entire population.

To determine the sample size and representative of the target population, the study used
statistical instrument formula. The mathematical formula is adopted from Glenn D. Israel
(1992).

N

"= 1+ N(e)?

Where, n = sample size required, N = the study population and e = Level of
precision/allowable error /sampling error (0.05) at 0.95(95%) confidence level (t) of 0.5(5%)

unit variance (p). To calculate the sample size at 95% confidence level and 5% margin error;
Using the above statistical formula, the sample size of study was determined as follows.

_ 201
~ 1+ 201(0.05)2

n =134

3.6.3. Sampling Technique

The main intention of this research was to investigate the determinants of agency banking
adoption in Abay Bank S.C, Bahir Day city branches. The researcher wanted to generalize
results about whole branches’ population ensuring representative samples chosen. To insure
the representativeness of a sample taken from a given population there was no better
sampling technique than probability sampling. Thus, the researcher planed to employ
proportionate simple random sampling techniques because the researcher has assumed that
the opinion of employees may be varied across the seven branches regarding determinants of
agency banking adoption. By considering this assumption to get valid representative sample,
the survey utilized comprehensive sampling technique to select respondents from each
branches using proportionate simple random sampling technique (Creswell, 2009). As a
result, 7 branches of Abay Bank S.C that found in Bahir Dar city and 134 employees in the

above mentioned branches were engaged in this study work.

29



3.7. Measurement of variables

3.7.1. Measurement of Independent Variables

Independent variables in this study were accessed with items adapted from existing
literatures. All the variables are tabulated in table 3.2. There are five independent variables
used in this study specifically, liquidity, security, regulation, technology and competition.
Each of these variables measured between two to seven questions which tailored with the
agent banking adoption context. Hence, a total of 17 questions were constructed and
captured the intention to adopt agent banking. Responses to these questions were measured
by a five-point Likert scale. For example, “1” denoted as strongly disagree, “2” denoted as

disagree, “3” denoted as neutral, “4” as agree, and “5” as strongly agree.
3.7.2. Measurement of Dependent Variable

A total of two questions were developed to measure the respondent’s intention towards the
adoption of agent banking. A five-point Likert scale were applied to measure the responses,
ranging from scale “1” as strongly disagree to scale “5” as strongly agree.

Table 3.2: Questionnaire’s sources and number of items

Constructs Number of items Sources

Liquidity 2 Salome Mwongeli Musau (2013)

Security 2 Johnson kamoni wambugu (2011)
Regulation 4 Salome Mwongeli musau (2013)
Technology 7 Tesfaye Molla & Anuwar Abdulkadir
Competition 2 Daisy Kanini Wairi (2011)

Agent Banking 2 Elizabeth Mugnai (2016)
Total 19

3.8. Pre-Testing Procedures (Validity and Reliability test)

Before administering the questionnaires, the research instruments were pre-tested by the
researcher to ascertain the suitability of the tool before carrying out the research. A pre test is
meant to test for clarity and understanding of questions to test if the questions will yield as
expected. As indicated by Mugenda and Mugenda (2003) a pre-test ought to go from 1-10%.
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Therefore, to assess the reliability and validity of the questionnaires, a pre-testing of the

instrument was conducted 10% of this study work.

3.8.1. Validity

According to Kothari (2004), validity indicates the degree to which an instrument measures
what it is supposed to measure, that is the extent to which differences found with measuring
instruments reflects true differences among those being tested to enhance validity of the
study. In this regard, a pilot study was undertaken on 10% of the sample population to show
both construct validity and content validity. For construct validity, the questionnaire was
divided into several sections to ensure that each section assessed information for a specific
objective. Unlikely, the questionnaire was subjected to thorough examination by two
randomly selected operational managers to ensure content validity. They were asked to
evaluate and comment the statements in the questionnaire for relevance and whether they
were clear and meaningful. Based on the findings of the pre-test, the researcher tried to
rephrase some questions that are not clear without affecting the basic context of the
instrument and also it was confirmed that the questionnaires that pass the pre- test become
effective to meet the objective of the study and enhance content validity before distributing to

the respondents.

3.8.2. Reliability

As of Bhattacherjee (2012) reliability is the degree to which the measure of a construct is
consistent or dependable. In order to make sure that the questionnaires are reliable and
internally consistent, the Cronbach alpha is used as a coefficient of internal consistency and

computed for each variable with multi item scales.

The questionnaire was subjected to overall reliability analysis of internal consistency. Internal
consistency measures the correlations between different items on the same test (or the same
subscale on a larger test) and whether several items that propose to measure the same general
construct produce similar scores. Mallery (2009) provides the following rules of thumb: >0.9
— Excellent, >0.8 — Good, >0.7 — Acceptable, >0.6 — Questionable, >0.5 — Poor and <0.5 —
Unacceptable. Therefore, to estimate the reliability of the questionnaires in this study work, a
pilot test of 13 questionnaires were randomly distributed to banking employees who are

delivering agent banking service and Cronbach Alpha was computed through SPSS software
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program version-20. Table 3.3 shows both the total and the pilot sample test result of
reliability in the questionnaire.
Table 3.3: Cronbach Alpha Coefficient for each Variable

Cronbach Alpha
ITEMS
10% Pilot Sample Total Sample
Liquidity 0.938 0.857
Security 0.887 0.847
Regulation 0.883 0.881
Technology 0.898 0.904
Competition 0.966 0.869
Agent Banking Adoption 0.986 0.865

Source: SPSS output

All the items in the case of total sample have Cronbach Alpha values of greater than 80% it
shows that the high reliability of the questionnaire. As indicated in table 3.3 the Cronbach
Alpha is greater than 0.8 which is relatively high and showing a relatively strong internal

consistency among the measurement items.

3.9. Data Analysis

A questionnaire was drafted and distributed to professional staffs working in all seven
branches of Abay Bank S.C located in Bahir Dar City involving in the delivery of the agency
banking services and then collected timely.

After collecting the questionnaires that were distributed, the data was properly organized and
prepared for Codification. Following this, the coded data was feed in to SPSS software
program that has been employed to analyze and present the data. Thus, the statistical tools

that were employed in this study have been briefly described as follows.

3.9.1. Descriptive analysis

The descriptive statistical results were presented by tables, frequency distributions and

percentages, mean and standard deviation to analyze the demographic characteristics of
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respondents and to identify determinants that influence of adoption agent banking in Abay

Bank, Branches in Bahir Dar City.

3.9.2. Pearson’s Correlation analysis

In this study, Pearson’s correlation coefficient analysis was conducted to test the proposed
hypothesis whether there are positive and significant relationships between the five

independent variables with that of the dependent variable (Agent Banking Adoption).

3.9.3. Linear and Multiple Regression Analysis

Linear regression analysis has been employed to investigate the relationship between
independent and dependent variables. Whereas, multiple regression analysis was used to
examine the effect of independent variables such as (security, technology, liquidity,
regulatory environment, and competition) on Agent Banking Adoption

3.9.4. Regression functions

The equation of multiple regressions on this study was generally built around two sets of
variables, namely dependent, and independent variables. The basic objective of using
regression equation is to make the researcher more effective at describing, understanding,
predicting, and controlling the stated variables. Accordingly, the regression model has been

presented as follows:
Y =80 + B1X1 + B2X2 + B3 X3 + B4 X4 + B5X5 + it

Where:-
Y = the dependent variable (Agent Banking Adoption),
Bo= the intercept term-constant which is equal to the mean if all slope coefficients are 0,
Bi = (B, By, B3, B4, and Bs) are constant regression coefficients representing the condition of
the independent variables to the dependent variables.
Xi = (X1, Xz, X3, X4, and Xs) are the independent variables which means;
X1 = Liquidity

Xo= Security
X3= Regulation
X4= Technology
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Xs= Competition
€ - (Extraneous) Error term.

3.10. Ethical Considerations

There are certain ethical protocols that have been followed by the researcher. The first is
soliciting explicit consent from the respondents. This ensures that their participation to the
study is not out of their own volition. The researcher also ensured that the respondents were
aware of the objectives of the research and their contribution to its completion. One other
ethical measure exercised by researcher is treating the respondents with respect and courtesy
(Leary, 2004). This was done so that the respondents were at ease and more likely to give
honest responses to the questionnaire.

There were also ethical measures that have been followed in the data analysis. To ensure the
integrity of data, the researcher checked the accuracy of encoding of the survey responses.
This was carried out to ensure that the statistics generated from the study are truthful and
verifiable (Leary, 2004).
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CHAPTER FOUR

RESULTS AND DISCUSSIONS

4.1. Introduction

This chapter presented the results of data analysis and findings compiled from the field. It
was divided into three main sections. The first section compacted with background
information of the respondents. The second section analyzed and discussed the relationship
between the various variables in the study. The third section analyzed the basic assumptions
that the independent variables (liquidity, security, regulation, technology and competition)
impact on the dependent variable i.e. agent banking adoption in case of Abay Bank, branches
in Bahir Dar city. A multiple regression modeling approach was also proposed as an effective
for studying the relationships. The result of this multiple regression model was analyzed and

discussed in this chapter.

The statistical analysis of this study was performed through SPSS software (Version 20) and
the results of the study were showed in descriptive and inference section. In descriptive
section table, chart and statistics and in inference section, the result of multiple liner

regression was analyzed.

4.2. Response Rate

This chapter presented analysis and findings of the study based on the interpretation of the
data collected. The researcher received one hundred thirty (130) responses from a total of one
hundred thirty four (134) questionnaires which were distributed physically and represented

97% of response rate, thus enabling meaningful data analysis.

This study was executed to accomplish the targeted aims. The representation of the study's
outcomes and discoveries according to the polls managed to the chosen respondents. The
sampling frame in this study was 130 employees of seven (7) Abay Bank S.C branches

located in Bahir Dar City that offer agency banking service.
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Table 4.1: Respondents’ Demographic profile

Variable Category Frequency Percentage (%)
Male 102 78.5
Gender Female 28 215
Total 130 100.0
< 20 0 0
21 -34 99 76.2
Age (years) 34 -46 19 14.6
46 -56 12 9.2
> 56 0 0
Total 130 100.0
Doctorate Degree 0 0
Masters Degree 21 16.2
Education Bachelor Degree 105 80.8
Diploma 4 3.0
Others 0 0
Total 130 100.0
<3 43 33.0
Experience 4-7 76 58.5
(years)
8-11 11 8.5
Total 130 100.0
High 2 1.6
Position Middle 32 24.6
(Management
Level) Low 96 73.8
Total 130 100.0

Source: Research survey result, 2019
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4.3. Descriptive Analysis

This descriptive analysis is used to look at the data collected and to describe the data captured
through the questionnaire. It was used to describe the demographic factors for more
clarification. Descriptive analysis is mainly important to make some general observations

about the data gathered for general or demographic questions.
4.3.1. Demographic Information of the Respondents

This section shows the demographic details of the respondents. The respondents were asked
to indicate their gender, age, education level, and work experience and job position in the

branch. The results are shown in the above table 4.1.

The above table 4.1 indicates that from 130 sample respondents, 102 (78.5%) were male
while the remaining 28 (21.5%) were female respondents. This indicates that majority of the
employees of the bank were male. From this we can infer that female participation in Abay
Bank S.C was low relative to male. The other classification of employees is that based on
their age level, 99 (76.2%) of them were aged 21 to 34 years, 19 (14.6%) were aged 34 to 46
years and 12 (9.2%) were found between 46 to 56 years. This indicates that the majority of
the employees of Abay Bank were young and middle aged. From this analysis, we infer that
in Abay bank number of young and productive age group staffs were available. As far as the
educational qualification of employees is concerned in the table 4.1, 22 (16.2%) were Masters
Degree holders, 105 (80.8%) were BA degree holders and 4 (3%) had Diploma education
level. From this data we infer that the educational status of the given individual has a great

value to do with efficiency and effectiveness of what he/she performs to the bank.

In addition to the above descriptions, respondents were asked to indicate their work
experience in the current organization, 43 (33%) were worked below three years, 76 (58.5%)
were worked between 4-7 years and 11 (8.5%) were worked between 8-11 years in the
current organization. This implies that the bank has been in a good track on establishing,
maintaining and enhancing long- lasting relationships with customers in order to adopt agent
banking. Lastly, respondents were classified based on their current management position, 2
(1.6%) were at high level, 32 (24.6%) were at the middle level and 96 (73.8%) were worked

in the low level of job position.
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In general, results of demographic characteristics of the respondents entail that, they can

clearly understand and respond to the questions provided to gather primary data.

4.3.2. Descriptive Statistics (Mean and Standard Deviation)

Descriptive statistics (Mean and Standard deviations) of the respondent scores were
computed. Analysis has been done through comparing this mean and standard deviation
among respondents. The reason for using descriptive statistics is to compute the different
factors that affect agent banking adoption in Abay bank, Bahir Dar city branches by using
Mean and standard deviation values. In the table 4.2 the respondent’s perception on agent

banking Adoption offered by their branch and ranking on each variable

Table 4.2 shows the mean value depicting the overall agent banking adoption. As far as this
descriptive statistics is concerned, adoption of agent banking in Abay Bank S.C is highly
satisfactory level with the mean of 4.32 and also standard deviation value of 0.760 indicates

that there is moderate variability in adoption of agent banking on a 5 point Likert scale.

Table 4.2: Descriptive statistics (Mean and Standard Deviation)

Variables No. of Items N Mean Standard
Deviation

Liquidity 2 130 3.25 1.107
Security 2 130 2.04 1.043
Regulation 4 130 3.21 0.768
Technology 7 130 4.63 0.837
Competition 2 130 4.18 0.922
Agent Banking 2 130 4.32 0.760

Source: Primary Data (2019) n =130

The above table 4.2 also shows that the mean and standard deviation of each independent
variables. As far as the mean values are concerned, technology (4.63), competition (4.18),
liquidity (3.25), and regulation (3.21) have relatively major roles on agent banking adoption.
Except security (mean of 2.04) the remaining all explanatory variables play a fundamental
role on agent banking adoption in Abay Bank S.C branches which are located in Bahir Dar

city.
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As shown in Table 4.2, among all the explanatory variables cited as influencing the adoption
of agent banking by the bank, the drive to technology access ranked highest. Availability of
appropriate ICT infrastructure is vital for the success of provision of banking services. As
agent banking does not require the traditional brick and mortar branches, it will save banks
the cost of putting up branches. Competition ranked second among the factors cited as
determinants of agent banking adoption. Agent banking creates convenience for the bank
through availability of liquid cash. However, lack of cash liquidity to expand market outreach
ranked third. As well, regulatory policy and security of clients and transactions are placed the

fourth and fifth levels respectively.
4.4. Inferential Analysis

In this section, correlation analysis between agent banking adoption and its determinants
which affect the dependent variable and the regression analysis including multi- colinearity as

well as normality tests were presented.
4.4.1. Correlation Analysis

This section tested the relationships between the different dependent and independent
variable(s) in order to get an answer to the research questions. In order to know to what
extent there is a relationship between the different variables, the correlation coefficient was
examined. This coefficient is a measure which indicates the strength and direction of a linear
relationship between two random variables. It can vary from -1 (perfect negative correlation)
through 0 (no correlation) to +1(perfect positive correlation) and is also known as the Pearson
Correlation Coefficient (r-value). In other words, if the correlation coefficient value is close
to either -1.0 or 1.0, it means that there is a strong negative or a strong positive relationship
between the two variables. Generally, the strengths of the correlations were determined on

the basis of the standard illustrated under table 4.3.

Since all variables are interval, the relationship between the independent variables i.e.
liquidity, Security, Regulation, Technology, Competition and the dependent variable i.e.
agent banking adoption was investigated using Pearson product—-moment correlation
coefficient. The results of correlation analysis in the table 4.3 shown below that all the
independent variables were positively and significantly correlated with the dependent

variable i.e. agent banking adoption at 99 percent confidence level (P<0.01). The highest
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correlation is signified by competition (r= 0.656), followed by regulation (r= 0.617),
technology (r= 0. 616), liquidity (r= 0.550) and security (r= 0.542).

Table 4.3: Pearson Correlation analysis between the dependent & explanatory variables

Determinants Agent Banking Adoption
Pearson Correlation Sig. (2-tailed)
Liquidity 0.550 .000%**
Security 0.542 .000**
Regulation 0.617 .000**
Technology 0.616 .000**
Competition 0.656 .000**

**Correlation is significant at the 0.01 level (2-tailed)

Source: Survey outcome and researcher’s own computation

The first explanatory variable which is integrated in determinants of agent banking adoption
is competition. Derived from the Pearson correlation test shown in the above table 4.3,
competition and agent banking adoption have positive and highest correlation coefficient
which is (r=0.656) significant at the 0.01 level. This means if there is a stiff competition
between banks; adoption of agent banking will be intensified.

Based on the Pearson correlation test shown in the table 4.3, regulation is positively and
significantly correlated with agent banking adoption. The correlation coefficient between
regulation and agent banking adoption is the second of all correlation results of independent
variables which is (r=0.617). This means if the regulatory body regulates closely the banking
sector and strictly enforce compliance with the agent banking guideline, adoption of agent
banking will be improved in Abay Bank S.C. Therefore, the regulation has a power to
determine the dependent variable i.e., agent banking adoption of Abay bank S.C branches in
Bahir Dar city.

Technology is another element among the independent variables that is taken into account to
explain agent banking adoption. The correlation coefficient between technology and the

dependent variable, agent banking adoption is the third of all correlation results of the
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independent variables which is (r=0.616). This means if Abay Bank uses a package of
technologies in its own business; it will improve its adoption of agent banking. Technology
is one of the important tools to create long term relationship with customers in service
provider organizations and considered as one of the organizational resource commitments
that serves as an input into the agent banking process and is intended to enhance firm’s ability
to successfully build and maintain a maximum profit portfolio for relationships with

customer.

The other factor that is included in determinants of agent banking adoption is liquidity. As far
as the table 4.3 is concerned, it has positive and high relationship with the dependent variable.
In addition to this, the correlation coefficient between technology and the dependent variable,
agent banking adoption is the fourth of all correlation results of the independent variables
which is (r=0.550). This shows that liquidity is a determinant of agent banking adoption and
that helps the firm to adopt the agent banking.

The last factor included in determinants of agent banking adoption is security. As it is
indicated in table 4.3 of the correlation analysis, security has a positive and significant
relationship with the dependent variable which is agent banking adoption. The correlation

coefficient between security and the dependent variable is 0.542.
4.5. Linear and Multiple Regression Analysis

In this section, regression analysis was used to examine the effect of independent variables
(liquidity, security, regulation, technology and competition) impact on the dependent variable
i.e. agent banking adoption in Abay Bank, branches located in Bahir Dar city.

4.5.1. Assumptions of Regression Analysis

Before going further in to the data through SPSS procedures, the first issue is test the
assumption of classical linear regression model (CLRM). This section provides test for the
classical linear regression model (CLRM) assumptions such as normality, linearity,
heteroscedasticity, and multicolinearity tests. The linearity of the parameter is assumed since
the model applies linear ordinary least square (OLS). The objective of the model is to predict
the strength and direction of association among the dependent and independent variables.
Thus, in order to maintain the validity and robustness of the regression result of the research

in CLRM, it is better to satisfy basic assumption CLRM assumptions. As noted by (Brooks,
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2008), when these assumptions are satisfied, it is considered as all available information is
used in the model. However, if these assumptions are violated, there will be data that left out
of the model. Accordingly, before applying the model for testing the significance of the
slopes and analyzing the regressed result, normality, linearity, multicolinearity and
heteroscedasticity tests were made for identifying misspecification of data if any so as to

fulfill the research quality.

4.5.1.1. Normality Test

One assumption of classical linear regression model (CLRM) is the normal distribution of the
residual part of the model. As noted by Gujarati (2004), OLS estimators are BLUE regardless
of whether the ui are normally distributed or not. If the disturbances (ui) are independently
and identically distributed with zero mean and constant variance and if the explanatory
variables are constant in repeated samples, the OLS coefficient estimators are asymptotically
normally distributed with means equal to the corresponding 32’s.

However, as per the central limit theorem, if the disturbances are not normally distributed, the
OLS estimators are still normally distributed approximately if there are large-sample data. As
per the classical linear regression model (CLRM) assumption, the error term should be

normally distributed or expected value of the error terms should be zero (E(ut)= 0).

Figure 4. 1: Frequency Distribution of standardized Residual
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Normality is used to describe a symmetrical, bell-shaped curve, which has the greatest
frequency of scores around in the middle combined with smaller frequencies towards the
extremes (Pallant, 2005). The dependent variable in this case is agent banking adoption.
Thus, since the sample size for this study is large enough, it is approximately considered as

normally distributed. This implies that residuals are asymptotically normal in this study.

4.5.1.2. Linearity Test

Linearity refers to the degree to which the change in the dependent variable is related to the
change in the independent variable. To determine whether the relationship between the
dependent variable agent banking adoption and the independent variables X1 (liquidity), X2
(Security), X3 (Regulation), X4 (Technology) and X5 (Competition) is linear; plots of the

regression residuals through SPSS software had been used.
Figure 4. 2: Normal point plot of standardized residual
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In the figure 4.2 shown above is the probability plot of the standardized figure which seems

that the assumption is acceptable for these data. This scatter plot shows that there exist a
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linear correlation between dependent variable and independent ones. Therefore, this result

suggests the relationship which is the researcher trying to predict is linear.

4.5.1.3. Test for Homoscedasticity Assumption

In the CLRM, one of the basic assumptions is Homoscedasticity assumption states as the
probability distribution of the disturbance term remains the same for all observations. It has
been assumed thus far that the variance of the errors is constant. This is known as the
assumption of Homoscedasticity. If the disturbance terms do not have the same variance, this
condition of non constant variance or non-homogeneity of variance is known as
heteroscedasticity (Bedru and Seid, 2005).

Figure 4. 3: Scatter plot variables

Scatterplot
Dependent Variable: Agent Banking Adoption

2

Regression Standardized Residual
T
o
s}
/ G@
&
o

Regression Standardized Predicted Value

Source: SPSS output

The assumption of Homoscedasticity was assessed by the plot of standardized residuals
against standardized predicted values according to the recommendations of Field (2005). As
the researcher has seen in figure 4.3, it can be assured that the points are random and evenly
throughout the scattered diagram and no evidence of funnel like shape of points on one side
than the other are observed, so no heteroscedasticity in this data is confirmed. As well, the
spread of the residual does not follow an increasing or decreasing pattern, thus the researcher

can say.
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4.5.1.4. Multicolinearity Test

This assumption is concerned with the relationship exist between explanatory variables. If an
independent variable is an exact linear combination of the other independent variables, then
we say the model suffers from perfect colinearity, and it cannot be estimated by OLS Brooks
(2008). Multicolinearity condition exists where there is high, but not perfect, correlation
between two or more explanatory variables (Cameron and  Trivedi, 2009), (Wooldridge,
2006). According to (Churchill et.al, 2005), when there is multicolinearity, the amount of
information about the effect of explanatory variables on dependent variables decreases. As a
result, many of the explanatory variables could be judged as not related to the dependent
variables when in fact they are. This assumption does allow the independent variables to be
correlated; they just cannot be perfectly correlated. If the researcher did not allow for any
correlation among the independent variables, then multiple regressions would not be very

useful for analysis.

The diagnostics variance inflation factor (VIF) and tolerance are used to test multicolinearity
of the independent variables. Multicolinearity is present when the VIF for at least one of the
independent variable is large. According to the rule of thumb, if VIF of a variable exceeds 10
or tolerance of 0.1 or less, the variable is said to be highly collinear (Murray et. al, 2012).
Multicolinearity is not a problem in the regression model as none of the independent
variables has a VIF value of greater than 10 & tolerance values are less than 0.1. Therefore,
the Collinearity statistics were computed to provide the tolerance and variance inflation factor
(VIF) scores for each of the five variables and these scores were provided in Table 4.4.

Table 4.4: Collinearity Statistics

Collinearity Statistics

Variables Tolerance VIF
Liquidity 0.727 1.376
Security 0.712 1.404
Regulation 0.661 1.512
Technology 0.702 1.424
Competition 0.659 1.518
Mean of Tolerance & VIF 0.69 1.45
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Based on the results indicated in the above table 4.4, there is no Multicolinearity problem in
this study; this is due to the fact that the mean of 1/VIF & VIF of explanatory variables is
0.69 and 1.45 respectively which is much lower than the threshold of 10. The tolerance and
VIF for each variable also very low, this indicates that the explanatory variables included in

the model were not correlated with each other.

Generally, VIF greater than 10 and 1/VIF is less than 0.10 indicates the presence of
multicolinearity. However, in this study the result shows that, no multicolinearity problem
since VIF less than 10 and 1/VIF is greater than 0.1. Thus, the explanatory variables which
have been incorporated in this study are the basic determinants of agent banking adoption in
Abay bank S.C branches in Bahir Dar city. This of course enhanced the reliability of

regression analysis.

4.5.2. Regression Analysis

The regression analysis was conducted using the hierarchical regression method. It was
conducted to investigate the effect of independent variables on the dependent variable and
identify the relative significant effect; i.e., independent variables (Liquidity, Security,
regulation, Technology and Competition) to the dependent variable; i.e. Agent banking
adoption in Abay Bank S.C, Branches in Bahir Dar City. Therefore, the overall regression

model and its ANOVA were summarized as follows in this study work:

4.5.2.1. Model Summary

Table 4.5 depicts the results of multiple regressions of five explanatory variables i.e.,
liquidity, security, regulation, technology and competition. The result shows that the model
tested is significant (p<0.01).

As far as the next table 4.5 is concerned, the R square (R?) = 0.726 indicates that 72.6 percent
of the variance in agent banking adoption is attributed to the five independent variables
entered into the regression and the remaining 27.4 percent of the variance in agent banking
adoption may be explained by other factors which are not included in the model. Therefore,
the proposed independent variables (Liquidity, Security, Regulation, Technology and
Competition) are good explanatory variables of agent banking adoption of Abay Bank S.C,

branches located in Bahir Dar City.
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Table 4.5: Model summary

Model R R Adjusted R- Std. Error of
Square
Square the Estimate
1 .852 726 715 406

a. Predictors: (constant), Competition, Liquidity, Security, Technology and Regulation
b. Dependent variable: Agent Banking Adoption n= 130
Source: SPSS output

4.5.2.2. ANOVA (Analysis of Variance)

It shows the collective influence of independent variables (liquidity, security, regulation,
technology and competition) on the dependent variable which is agent banking adoption.

Table 4.6: ANOVA (Analysis of Variance)

Model Sum of Squares Df Mean square F Sig.
Regression 54.033 5 10.807 65.692 .000
1 Residual 20.398 124 165
Total 74.431 129
a. Dependent variable: Agent Banking Adoption n=130

b. Predictors: (constant), Competition, Liquidity, Security, Technology and Regulation
Source: SPSS output

The above table 4.6 shows that the group of independent variables collectively predicted the
dependent variable at a statistically significant level (F= 65.692, p<0.001). From the ANOVA
test in table 4.6 shows that the significant value 0.01 is greater than the calculated sig. value
0.000. It reflects that there is a statistically significant correlation between dependent and
independent variables at 1% significant level. Which means the explanatory variables;
liquidity, security, regulation, technology and competition have a great effect to adopt agent
banking on Abay Bank S.C branches Bahir Dar City. But it does not mean that all these
determinants have equally significant correlation with the dependent variable agent banking

adoption. The results of multiple linear regression analysis signal that there is a variation in
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explanatory variables on agent banking adoption. Beside the F statistics (65.692) which is
used to measure the overall test of significance of the model was presented and the null
hypothesis can be clearly rejected since the p-value is 0.000 which is sufficiently low, the
model is well fitted at one percent level of significance.

4.5.2.3. Regression Coefficient Analysis of the Model

Coefficient analysis shows the relationship between dependent variable and independent
variables. According to sig. value of X; (Liquidity), X, (Security), X3 (Regulation), X4
(Technology) and Xs (Competition) are statistically significant at one percent significant
level in agreement with the hypothesis. This means the independent variables such like
liquidity, security, regulation, technology and competition have a great contribution to adopt

agent banking on Abay Bank S.C.

Table 4.7: Regression Coefficient Analysis of the Model

Unstandardized Standardized
Coefficients Coefficients
Model T Sig.
B Std. Error Beta
1 (Constant) 670 224 2.984 .003
Liquidity 136 .038 198 3.593 .000
Security 153 041 211 3.783 .000
Regulation 215 .057 218 3.764 .000
Technology 246 .051 281 5.006 .000
Competition 255 .048 298 5.143 .000
a. Dependent Variable: Agent Banking Adoption n=130

Source: SPSS output
From the above findings, the researcher developed the following regression model
ABA =0.670 + 0.198X; +0.211X,+ 0.218X3+ 0.281X, + 0.298 X5
Std. Error (0.224) (0.038) (0.041)  (0.057) (0.051)  (0.048)

T-Values (2.984)* (3.593)* (3.783)* (3.764)* (5.006)* (5.143)*
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R-Square (R?) =0.726, F=65.692

*= Significant at 99% level

Where, ABA=Agent Banking Adoption
X1= Liquidity

Xo=Security

Xs=Regulation

X4=Technology

Xs=Competition

Here, a one unit increase in X; (Liquidity) has a 0.198 unit increment in agent banking
adoption at Abay bank. A one unit increase in X, (Security) has a 0.211 unit increment in
agent banking adoption at Abay bank S.C. A one unit increase in X3 (Regulation) has a 0.218
unit increment in agent banking adoption at Abay bank. A one unit increase in X4
(Technology) has a 0.281 unit increment in agent banking adoption at Abay bank, branches
which are located in Bahir Dar City. A one unit increase in Xs (Competition) has a 0.298 unit
increment in agent banking adoption at Abay bank, branches which are located in Bahir Dar
City.

All the above mentioned explanatory variables have a positive relationship with the
dependent variable agent banking adoption. A positive coefficient of liquidity (0.198) implies
that an increase in liquid cash leads to increase agent banking adoption by Abay Bank S.C.
Security has a positive coefficient of 0.211 this means security leads to better improvement to
adopt agency banking in Abay Bank. In the same way, regulation, technology and
competition have a positive coefficient of 0.218, 0.281, and 0.298 respectively. Meaning that
any incremental in these variables leads to increase in adoption of agent banking in Abay

Bank, branches which are located in Bahir Dar City

These findings provide significant support for liquidity, security, regulation, technology and
competition literature which advocates that the variables have an effect upon the dependent

variables agent banking adoption in Abay Bank.
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4.6. Discussions on Regression Results

The preceding sections presented the overall results of the study. Thus, this section discusses
in detail analyses of the results for each explanatory variables and their importance in
determining agent banking adoption in accordance with the above regression result. In
addition, the discussion analyses the statistical findings of the study in relation to the previous
empirical evidences.

4.6.1. Liquidity and Agent Banking Adoption

Hypothesis 1: Liquidity has positive and significant effect on agent banking adoption.

The finding of this study indicates that liquidity has a positive and significant effect on agent
banking adoption in Abay Bank S.C. This entails that for one unit change in liquidity,
keeping other things constant has resulted in 0.198 units change on the level of agent banking
adoption.

This finding is supported by Musau (2013) who conducted an analysis of the utilization of
agency banking on performance of selected banks in Nairobi County and he found that
liquidity availability in the outlets affects agent banking performance. This result is also
supported by Cohen at al (2008) who found that similar findings and indicated that liquidity
problem leads to customers frustrations which is one of the reasons why agency banking roll
out is slow to take up.

4.6.2. Security and Agent Banking Adoption

Hypothesis 2: Security has positive and significant effect on agent banking adoption.

As per the result of the regression analysis above, table 4.7 indicated that statistically
significant and positive effect of security on Abay bank to adopt agent banking. It implies that
for one unit change in security issue, keeping other things constant has resulted in 0.211 unit
increments on the level of agent banking adoption.

This result was consistent with the findings of Sathye (1999) who conducted an empirical
investigation on the adoption of agent banking by Australian consumers and found that
security concern as a key factor on agent banking adoption. The other descriptive case study
analysis conducted by Khalfan et al (2006) supported this finding, which revealed that
security is the main factor which influences adoption of E-business.

4.6.3. Regulation and Agent Banking Adoption

Hypothesis 3: Regulation has positive and significant effect on agent banking adoption.
The coefficient sign of regulation environment has shown that, regulation has a positive and

statistically significant (p-value = 0.01) at 1% significant level on agent banking adoption. It
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entails that for one unit change in regulation, keeping other things constant has resulted in
0.218 units change on the level of agent banking adoption. This positive effect implies that
the supervisory body, NBE influences this bank to adopt agent banking.

This result is consistent with the findings of Gardachew (2010); which revealed that lack of
legal frame work is one of the challenges for E-banking system in Ethiopia. Additionally, this
result is consistent with the findings of Wondwossen and Tsegia (2005); who found that
limited legal framework hinders the adoption of E- banking in one way or another.
4.6.4.Technology and Agent Banking Adoption

Hypothesis 4: Technology has positive and significant effect on agent banking adoption.
As per the result of the regression analysis above, table 4.7 indicated that statistically
significant and positive effect of technology on Abay bank S.C, branches located in Bahir Dar
city to adopt the agency banking. It implies that for one unit change in technology, keeping
other things constant has resulted in 0.281 units change on the level of agent banking
adoption. This positive and significant effect of technology on agent banking adoption
indicates that the advancement of modern technology in Abay Bank has a great contribution
for the adoption of agent banking.

This study confirmed the findings of Agboola (2006), in his study on Information and
Communication Technology (ICT) in Banking operations in Nigeria using the nature and
degree of adoption of innovative technologies; degree of utilization of the identified
technologies; and the impact of the adoption of ICT devices on banks, found out that
technology was the main driving force of competition in the banking industry. As well, the
findings of Ayana (2014) who conducted the research to identify factors that affect adoption
of E-banking in Ethiopian banking industry is consistent with this result.

4.6.5. Competition and Agent Banking Adoption

Hypothesis 5: Competition has positive and significant effect on agent banking adoption.
The result of regression analysis in table 4.7 indicated that competition has a positive effect
on Abay Bank S.C to adopt agent banking and statistically significant (p-value = 0.01) at 1%
significant level. It implies that for one unit change in the competition, keeping other things
constant has a resultant change of 0.298 on agent banking adoption. This positive significant
effect of competition on agent banking adoption indicates that competition has an effect on
Abay bank to adoption agent banking and helps it to win the competition by increasing its
customer base and easily reach the unbanked population.
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This result is consistent with the findings of Ayana (2014) who conducted the research to

identify factors that affect adoption of E-banking in Ethiopian banking industry and found

that absence of competition as a major barrier that faces Ethiopian banking industry in the

adoption of E-Banking.

4.7. Summary of Hypotheses Testing

In this study linear regression was used to test the research hypotheses. The table below

shows the summarized results of the hypotheses tested.

Table 4.8: Summary of hypotheses tested

Hypot Alternative Beta | Sig.Value | Decision Implication
heses Hypothesis B) (P)
Liquidity has positive Alternative Liquidity affects agent
H,; | and significant effect on | .198 P<0.01 | hypothesis banking adoption
agent banking adoption. accepted positively & significantly
Security has positive Alternative Security affects agent
H, | and significant effect on | .211 P<0.01 | hypothesis banking adoption
agent banking adoption. accepted positively & significantly
Regulation has positive Alternative | Regulation affects agent
Hs; | and significant effecton | .218 P<0.01 | hypothesis banking adoption
agent banking adoption. accepted positively and
significantly
Technology has positive Alternative | Technology affects agent
H; | and significant effect on 281 P<0.01 hypothesis banking adoption
agent banking adoption. accepted positively and
significantly
Competition has Alternative | Competition affects agent
Hs positive and significant hypothesis banking adoption
effect on agent banking 298 P<0.01 accepted positively and
adoption. significantly

Source: Own survey 2019
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CHAPTER FIVE

CONCLUSION AND RECOMMENDATION

5.1. Introduction

In this chapter summary, conclusions of the research findings that have been analyzed and
discussed in the previous chapter were briefly presented. Furthermore, based on the findings

of the study possible recommendations were made.
5.2. Summary of Main Findings

The main objective of this study was to examine the determinants of agent banking adoption
at Abay Bank S.C in Bahir Dar City and measure the extent to which those determinants
contribute towards the adoption of agent banking. In this study, quantitative research
approach was implemented and simple random sampling technique was also employed. The
target populations of the study were employees and managers of the seven branches of the
bank. The branches included in this study were (Bahir Dar, Ghion, Tana, Gish Abay, Abay
Mado, Fasilo and Shimbit) branches.

In this study, both primary and secondary data were used as source of information. Based on
the research objectives, English and Amharic version questionnaires were prepared. One
hundred thirty four (134) employees were approached using probability sampling
(proportionate simple random sampling). From the 134 survey forms, 130 were completed

and returned. This is a 97% of response rate.

Regarding the reliability of the questionnaire, table 3.3 illustrates that all the quaternaries
were reliable and acceptable with Cronbach’s Alpha result of greater than 0.8. With respect to
the demographic information of the respondents, table 4.1 indicates majority of the
respondents (78.5%) were males and (21.5%) were females and this table also shows that
majority of the respondents were youngsters (at the age between 21-34 years old). Moreover,
table 4.1 indicates majority of the respondents (80.8%) were degree holders, (3%) were
diploma holders and (16.2%) of the respondents were master’s holders. As table 4.1 also
illustrates majority of the respondents (58.5%) have 4-7 years working experience, (33%)
have below 3 years working experience and (8.5%) of the respondents have 8-11 years

working experience in Abay bank S.C. Lastly, respondents were classified based on their
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current management position, 2 (1.6%) were at high level, 32 (24.6%) were at the middle

level and 96 (73.8%) were worked in the low level of job position.

As the findings of this study indicated in table 4.2, respondents of all the seven branches
agreed with the five explanatory variables by giving the higher rate scale to technology,
followed by competition, liquidity, regulation and security with average mean of 4.63, 4.18,
3.25, 3.21 and 2.04 respectively. Further, the respondents agreed for dependent variable agent

banking adoption with average mean of 4.32.

As well the result of correlation analysis in table 4.3 shows that all the independent variables
i.e. liquidity, security, regulation, technology and competition are positively and significantly
correlated with the dependent variable i.e. agent banking adoption at 99 percent confidence
level (P<0.01). The highest correlation is signified by competition (r= 0.656), followed by
regulation (r=0.617), technology (r=0.616), liquidity (r=0.550) and security (0.542).

Furthermore, table 4.5 depicts the results of multiple regressions of the five explanatory
variables. The result shows that the model tested is significant at (p<0.01). In this study, the
R square (R%) = 0.726 indicates that 72.6% of variance in agent banking adoption attributed
to the five independent variables entered into the regression. The remaining 27.4 percent of
the variance in agent banking adoption may attribute to other factors such as cost, location,
management support and so on. Any increase in liquid cash, security, regulation, technology
and competition leads to increase in adoption of agent banking by 19.8%, 21.1%, 21.8%,
28.1% and 29.8% respectively. These results are significant at 1% level of precision.
Therefore, all the above mentioned independent variables tend to be a better predictor of

agent banking adoption.

5.3. Conclusion

The general objective of the study was to examine the determinants of agent banking
adoption at Abay Bank S.C in Bahir Dar City and measure the extent to which those

determinants contribute towards the adoption of agent banking.

The study concluded that Abay bank should adopt agent banking as alternative delivery
channel to provide its product and service to the customers. It used the conventional banking

way by opening branches to reach the population due to cost constraint hinder its expansion.
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Therefore, Abay bank is eager to adopt agent banking which is an opportunity to it for rapid

expansion and widening of customer base.

The study also identified factors which affect Abay bank to adopt agent banking as
technology, competition, security, liquidity and regulation. The findings revealed that the
factors identified as independent variable have great influence on Abay bank to adopt agent
banking (dependent variable). The development of ICT has great contribution for the
implementation of agent banking. The development of modern technology creates attention
on the population especially the young who are predominant taught to be easy to accept this
modern technology. Abay bank also to reach the unbanked population who has little access to
financial services consider adoption of agent banking as an alternative delivery channel to

deliver its product and service.

The study concluded that competition has an effect on Abay bank to adopt agent banking
since it helps it to win the competition by increasing its customer base and easily reach the
unbanked population. Agent banking is an opportunity for the bank being it is untouched
market enables banks to reach the unbanked population. The supervisory body, NBE,
regulation also influences banks to adopt agent banking since the directive aims that agent
banking has great contribution for the financial inclusion and widen the customer base of the

bank by reaching the unbanked population.

The study concluded that these determinants highly affect Abay bank to adopt agent banking
since agent banking makes it accessible by the population within the near distance. This
benefits both the bank and customers in reducing cost to travel to get financial services and to
open branches which is costly. Banks should adopt agent banking to be competitive using
modern technology. Generally, the factors identified affect Abay bank to adopt agent banking

to maintain its existence in the market and being preferred by the customers.

5.4. Recommendations

Agency banking system is a new development in Ethiopian Banking industry with significant
effect in extending the banking services effectively and efficiently to achieve the required
objectives with concerted efforts of all stakeholders. As a result of the above conclusions, the

researcher recommended the following points:
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The central bank should issue suitable legal frameworks to ease the adoption of the
agency banking system,

The government should support banking sector by facilitating development of sufficient
ICT infrastructure for the successful implementation of agency banking system,

Abay Bank should consider technology based competition by updating the technology
link with agents focusing on customer expansion, cost reduction, awareness creations,
credibility, security, ease of use, and availability in its endeavor, and

The bank should work towards creating awareness of the community by making a
promotion and its employees through training towards the processes and benefits of the

agency banking system to exploit the benefits.
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APPENDIX-1: QUESTIONNAIRES (ENGLISH VERSION)

Bahir Dar University
College of Business and Economics

Department of Marketing Management

QUESTIONNAIRE

Dear respondents:

The researcher is Eskedar Gebeyehu, MA student in Bahir Dar University. This is a
questionnaire designed to collect data on “Determinants of Agent Banking Adoption: The
case of Abay Bank S.C - Branches in Bahir Dar City” in a partial fulfillment of MA Degree
in Marketing Management. Your genuine response is solely used for academic purpose and
the data will be treated utmost confidentiality. Therefore, your kindly cooperation is

appreciated in advance.

The questionnaire comprises of two parts:

= Part-A: Questionnaires related with Bio Data,

== Part-B: Questionnaires related with Agent Banking Adoption and Its Determinants,

Instructions

&

® @ & @

Read each statement carefully;

No need of writing your name in this questionnaire;
Please tick [\/] where appropriate on the space provided;

Multiple responses are not possible;
Would you please check the questionnaire has 4 pages and fill all pages accordingly?
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Part A: Questionnaires related with Bio-Data

Please indicate your Bio Data by ticking [\/] inside appropriate blank boxes.

1. Gender:

Below 20 years
21-34 years
34-46 years
46-56

Above 56 years

HHU

3. Level of education:
Doctorate Degree
Masters Degree
Bachelor Degree

Diploma

LUUOL

Others/ specify
4. How long have you worked with Abay Bank S.C?
Below 3 years

4-7 years

LU

8-11 years

5. State your job position in the bank:
High level management |:|
Middle level management|:|
Low level management |:|

Part B: Questionnaires related with Agent Banking Adoption and Its

Determinants

Kindly indicate the extent to which you agree or disagree with each of the following
statements regarding the Adoption of Agent Banking by your branch. Please indicate by

ticking [\/] on the space specifying options ranging from “Strongly agree” to “Strongly

disagree” as indicated below.

63



Measurement Scales

Strongly | Disagree | Neutral | Agree | Strongly
Disagree 2 (3) 4) Agree
1) ()

I | Liquidity

1 Availability of liquid cash at agent’s
outlet plays a key role for adoption of
agent banking by the bank.

2 Agent banking Adoption is crucial for
liquidity management.

I Security

1 The bank believes that it is safe to
transact through agent banking.

2 The bank provides the required
security to its agents.

111 | Regulation

1 Regulators have developed detailed
rules on the operations of agency
banking.

2 Regulators have prioritized screening
of agency banking providers at entry
level.

3 Regulators have the capacity to
monitor the market for potential
concerns.

4 Existence of regulatory guidelines on
agency banking positively supports
agent banking adoption.

IV | Technology

1 Technical problems such as network
failure and operation of the system
have landed the bank in trouble with
agents.
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2 Devices and applications used for
agency banking are reliable

3 Constant technology changes affect
agent banking adoption.eg emergence
of new apps, new phones and new
mobile phone operating systems.

4 The level of development of ICT
infrastructure  significantly impacts
agent banking adoption.

5 Customers understand how to transact
via their devices

6 Technological problems are addressed
within a reasonable time frame by the
bank.

7 The  advancement of  mobile
technology facilitates the adoption of
agent banking.

\ Competition

1 Adoption of agent banking makes the
bank competitive.

2 Competition influences the adoption
of agency Banking.

VI | Agent Banking

1 One can access all services as with the
main bank through agent banking.

2 Generally, agent banking adoption is

necessary to the bank.

Your participation and assistance is highly appreciated!
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APPENDIX-2: QUESTIONNAIRES (AMHARIC VERSION)

£

e
e |

Wisdom at the source of the Blua Mile
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