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CHAPTER ONE
1.0. INTRODUCTION

1.1. BACKGROUND OF THE STUDY

The research examined the role and impact of mateaeptance towards enhancing banks profitability
in the case of Dashehn Bank. Ethiopian bankingesyss one of the most underdeveloped compared to
the rest of the world (Tewdros, 2011). The rapigligwing information and communication technology
(ICT) is knocking the front-door of every organipatin the world, where Ethiopian banks would never
be exceptional. In the face of rapid expansionleéteonic payment (E-payment) systems throughoait th
developed and the developing world, Ethiopian’safiicial sector cannot remain an exception in
expanding the use of the system (Gardachew, 20E@hnological innovations play a crucial role in
banking industry by creating value for banks anstamers, that it enables customers to perform bgnki
transactions without visiting a brick and mortankiag system. On the other hand E-banking has edabl
banking institutions to compete more effectivelytlie global environment by extending their products
and services beyond the restriction of time andcepélurban 2008). However, mirroring the
development of E-commerce, the adoption and difusif electronic banking (E-banking) system is not

well developed in Ethiopia (Ayana, 2012).

Merchant Banking is a combination of Banking andstdtancy services. It provides consultancy to its
clients for financial, marketing, managerial andae matters. Consultancy means to provide advice,
guidance and service for a fee. It helps a businassto start a business. It helps to raise (c)llec
finance. It helps to expand and modernize the legsinlt helps in restructuring of a business. liph&
revive sick business units. It also helps compatuaggister, buy and sell shares at the stockangdh

Merchant Banking gives both Banking Services andsitiancy Services (Gaurav, 2011).

Banking Service: It helps business men to start a business and twerise (collect) finance. Consultanc
Services: It provides consultancy to its clierds financial, marketing, managerial and legal nratte
Merchant Banking acts as a Financial Engineer fansiness. In short, merchant banking provides&a w
range of services for starting until running a hess. It acts as Financial Engineer for a business
(Gaurav, 2011).
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Electronic Payment Systems apart from their corarese and safety also have a significant number of
economic benefits (Ann Cobb, 2004). The major emindenefits of EPS include mobilizing savings
and ensuring most of the cash available in the ttpwame with the banks. This will make funds avaliéa

to borrowers (businesses and individuals). Furtieeeman electronic payment system has the abdity t
track individual spending; to facilitate the deswfrproducts by the banks. This information is alseful

to the government when making economic decisioRS Blso have the ability to reduce cash handling
and printing costs (Delali, 2010).

Over the years we have experienced a progressivalwé transfer systems starting from barter, tghou
bank notes, payments orders, cheques, and latelit @ards.( Asokan, et. al., 2000) This has finally
evolved into Electronic payment systems which eemliommerce on the Internet. Modern trends
indicate that electronic payment systems have becarignificant element in all trade and commerce
activities globally. The scope of electronic paymseaxtends from under one dollar to Multi-Million
dollar transactions. Despite the benefits thattedaec payment systems has brought to other ecasmi
such as the western developed countries, econami@drica, which are still in the early stages of
applying electronic payment systems are yet to iempee its maximum economic and operational impact
( Ackorlie, 2009).

According to Ayana (2014), the major barriers Eplism banking industry faces in the adoption of
electronic banking are: security risk, lack of trdack of legal and regulatory frame work, LacklGfT

infrastructure and absence of competition betweeal land foreign banks (Ayana, 2014).

According to Jensen (2003), most countries in Afriexcept South Africa, have Internet infrastruetur
only in their major cities. Lack of suitable legald regulatory framework for E-commerce and Elettro
payment is another impediment for the adoption @f iechnology in banking industry. There is no
separate legislation that deals with electronidbanincluding enforceability of the validity ofettronic
contracts, digital signatures and intellectual caghyt and restricts the use of encryption techniel®gnd
High rates of illiteracy. Low literacy rate is arieels impediment for the adoption of E-banking in
Ethiopia as it hinders the accessibility of bankasgvices. For citizens to fully enjoy the benefifsE-
banking, they should not only know how to read amdte but also possess basic ICT literacy
(Gardachew, 2010).

Wondwossen & Tsegai (2005) observed the followiegsons which may be considered as hindrance
factors for the use of electronic payment systerktimopia. These hindrance factors include, lack of
appropriate infrastructure for E-payment, lack mteinet facilities with customer and learning haw t
interact with bank website. Moreover, factors thah affect adoption of E-banking in the country
regarding the technological factor are organizatidactor and Environmental factor (Mohammed, 2014)
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Though problems aplenty a study conducted by Wosdam and Tsegai (2005) revealed that an adequate
legal structure and security framework could enagarthe use of E-payments in Ethiopia. Therefore, a

study of banker’s perception of electronic bankiegomes more relevant (Mohamm2@14).

Dashen Bank was a forerunner in introducing E-bamlin Ethiopia. Merchant acquiring is an integral
part of card payment transactions processing. iemuenable merchants to accept card payments by
acting as a link between merchants, issuers, apohgrat networks—providing authorization, clearing
and settlement, dispute management, and informagovices to merchants. Therefore, the researcher
examined the role and impact of merchant accepttwards banks profitability in the case of dashen
bank.

1.2. BACKGROUND OF THE COMPANY

The new economic policy introduced in November, 1%%used the culmination of the command
economic heralding the establishment of a markenhted one this policy change created an oppostunit
and a conducive environment for the emergenceigder financial institutions aimed at the bringiofga
meaningful economic role in the development effoftthe country.

Dashen Bank was established as per the intenteofietv policy and the Ethiopian investment code. It
came into existence on September 20, 1995 accotditite commercial code of Ethiopia 1960 and the

licensing and supervision of banking business proation No. 84/1994.

The first founding members were 11 businessmermpanfgssional that agreed to combine their financial

resources and expertise to form this new privatk bd he rationale behind its name " Dashen Bank".

"Ras Dashen" is the highest mountain of Ethioftias lalso the habitat of rare wild animals; the Wal
Ibex, the Gelada Baboon, and the Lammergeyer -bdeutiful bone breaker eagle. These unique
characteristics of the mountain coincided withititerest of the founders of the Bank and prompiednt

to adopt this great name and epitomize their aspira Rightly, reaching the top of banking busmés
dynamic and competitive business environment syindolthe highest peak, while the unique and
efficient services the bank caters for the pullifotigh state-of-the-art computer technology andfady
selected and trained man-power equated with tleewdd animals. Today, indeed, reliability, effinigy
and modernity are the hallmark and the bank'smdjetshing features which make them synonymous with

Dashen Bank as much as the rare animals are symusywith Ras-Dashen Mountain.
1.2.1. VISION OF THE BANK

As much as mountain Dashen excels all other mauwsitan Ethiopia, Dashen continue to prove
unparalleled in banking services.
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1.2.2. MISSION OF THE BANK

Provide efficient customer focused Domestic anerirdtional banking services by overcoming the

continuous challenges for excellence through affiGgion of appropriate technology.
1.2.3. VALUE OF THE BANK

Develop banking habit in the community, assist icor@s growth of customer, sustainable growth and
stability, highly integrity and accountability, ested customer satisfaction, nonstop openness for

community accesses attain customers’ constructitieak.

1.3. STATEMENT OF THE PROBLEM

It is the hard fact that now a day’'s Ethiopian BagkBusiness are suffering from intense competjtion
where each players in the industry are working hawdards bringing new products and services that
makes them unique. In spite of this, Dashen Banénis of the pioneering private banks that launch
electronic payment card services in the historpariking in Ethiopia. One of the services amongethe
banking is the merchant acquisition services thagHan Bank provides to its merchants, which spread

across the length and breadth of the county.

Merchant Service Section is one of the sectionsatefound in Electronic Banking Service Departtmen
of Dashen Bank. In this section there are threin izsks would takes places. These are: Signiag th

new merchants, Installation and Activation.

The first function of acquirers is to sign-up mexots to accept card-based payme8igning means
attracting new customers to be a merchant of DaBa@k. To be a merchant of the bank the merchant
officer first do the site inspection it includes €hMhant name, contact person name, address and
telephone) Persons interviewed about the natutsusihess, business location details (Business Name,
Address, ownership (owned, rented), business hetailsl (Monday to Friday, Saturday or Sunday). In
addition to this opening an account in one of tash&n area bank and renewed license is the two basi
requirements. Installation means giving the POBiteal to those new merchants without any payment.
At the time of the installation the machine putheiit any payment, giving full training to the staffthat
business plus other persons by the interest obtinveer, giving POS receipt any time this is alse foé

any payment and giving a refreshment training whiené the new staff or when the existing staff may
forget how to operate. Finally Activation meang timerchant service sections staff visited all the
merchants regularly. Two of the main categoriesiefchants are Active and Inactive merchants. vActi
merchant means the merchants who are a regulatraashctions and Inactive merchants are merchants

The Role & Impact of merchant acceptunce towardsy enhancing Banky profitability inthe case of Dashen Bank Page 14



who didn’'t have card transactions at a minimumtoé¢ months and above. The merchants may be
inactive because of the following two reasons. fits¢ one may be the problem is on their own dids

is may be the cashier or the receptionist is net don’t know how to operate the machine so when
cardholder comes to her/his they said the mackimet working, some owner want to add surcharge thi
is a big crime, because the commission should kered by the merchant itself not from the custoaier
the merchant, for the customer whether he/sherpagrd is equivalent to cash for the customer tozlg
he/she bought and/or the service he/she got noaagld#alue by paying in card . The second one neay b
problem from the bank side; the bank might not givgent support evenif the merchant called many
times to the support sections, if the applicatiohupdating ontime on the machine if the merchargdt

the operation and the machine is defective.

Merchant is not required to pay anything towardst @ terminal. POS terminal installed absolutebef

of cost. The cost for procurement of terminal alsd $he maintenance of terminal is borne by thekBan

The general term merchant services were used toribesthe activities undertaken by merchant
acquirers. In essence, these activities may be ag¢he services rendered by the acquirer thatleshab
merchants to accept their customers’ payment critee POS terminals.

All the above functions of merchant acquisition evelone for the mutual benefit of both the merchant
acquirer, which is in this case Dashen Bank andtfermerchants as well. The Bank benefited from
having a commission income from each sale conductedPOS terminals and at the same time the
merchant also benefited from conducting cashiesssaction which if free from any kind of theftdan

also from boosting their sales through attractingt@mers exposed to such payment modality.

The existence, growth and survival of a busineggamization mostly depend upon the profit which an
organization is able to earn. It is true that wikofitability increases the value of shareholdeesym
increase to considerable extent. The term profitalefers to the ability of the business orgatiaa to
maintain its profit year after year. The profitityilof the organization definitely contributed thet
economic development of the nation by way of primgdadditional employment and tax revenue to
government exchequer. Moreover, these contributedincome of the investors by having a higher

dividend and thereby improve the standard of livahghe people.

The contribution of merchant acquisition in supipgy the profitability of the bank was found to be
paramount in this regard. So that dashen bank dhwaitk hard towards increasing merchant services in

order to get the appreciable chunk of the market.

In the rapidly changing global payments landscaperchant acquirers face different challenges, which

seriously affect the contribution of the merchamices in generating profit to the bank. Soméhefkey
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challenges for the smooth running of electronic npayt in the case of dashen bank includes:
infrastructure (i.e. the frequent power interruptar lack of reliable power supply), lack of awaess (i.e
benefits of the new technologies and fear of ritdgk of confidence (i.e. unsecured e-payment ayste
may not get trust from its users), behavioral a@msts ( i.e. The fact that most of the societgash-
based, people are accustomed to using cash for efidkeir transactions), and the emerging of new

competitor banks.

The total effect of all the aforementioned chalkengrings down the contribution of merchant actjoisi

to the general profit generation of the Bank. Fistur

1.4. RESEARCH QUESTION

Based on the problem defined so far under therstatt of the problem, the researcher would intend to

give answer to the following basic research questio

1. How merchant acquisitions enhance the profitabiftipashen Bank?
2. What are the major challenges of merchant acquisftinction in DashenBank?

1.5. RESEARCH OBJECTIVES
1.5.1. GENERAL OBJECTIVES

The general objective of this research examinedralee and impact of merchant acceptance towards

enhancing the profitability of Dashen Bank.

1.5.2. SPECIFIC OBJECTIVES
The research would have the following specific otijes:

» Examined the contribution of merchant acquisitionpoofitability of the bank, by analyzing the

past eight year's merchant commission data of dakhak.

 Assessed the confidence level of the merchants hen féature of the merchant services

specifically on POS terminal by evaluating the rhart’s responses on the questionnaire.

» Identified whether or not adequate awareness oreatiechanism and extensive training were

used to enhance merchant’s capability in processiles transaction via POS in Dashen bank.
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1.6. SIGNIFICANCE OF THE STUDY

The study examined the role and impact of merchecgptance towards enhancing bank’s profitabitity i
the case of dashen bank. The outcome of this stwolyld have potential value to the financial
institutions, mainly banks to recognize the chajkshand opportunities of electronic payment related
with merchant acceptance in providing service wrtbustomers. Moreover this study expected tp hel
other researchers who were interested to conduttefustudy regarding the merchant acceptanceein th

Ethiopian context about which there is little knoleafore.

1.7. SCOPE OF THE STUDY

Although electronic payment system is a generatept this study would be limited to focus on the
merchant transaction on POS terminal only. Spetlfi the researcher would focus on city merchants
only (Merchants in Addis Ababa only). Thereforéstistudy would create an opportunity to obtain
feedback from the internal: Top Management, Mertlsmvice Section Officers, eight years Document

Analysis and Prominent Merchants from the external.
1.8. DEFINITION OF TERMS

Acquirer (Card Acquirer): In point-of-sale (PO®arisactions, the entity (usually a credit institaji to
which the acceptor (usually a merchant) transrhigsimformation necessary in order to process the ca
paymeni{ECB, 2009).

American Express Also known as AMEX, this company is one of the maiternational credit card
issuing schemes. It issues its own credit cardsikeiisa and MasterCard—and is responsible for its

own relationships with retailer.

Automated Teller Machine (ATM): an interactiventénal with a touch screen or keypad that allows
consumers with credit cards or debit cards to wihdcash check balances and/or make deposits using
the magnetically encoded card to perform transastioMost ATMs are interconnected via networks,

allowing consumers to conduct banking or creditidarsiness anywhere in the world.

Bank Identification Number (BIN): The first sixgits of a Visa or MasterCard account number. This

number is used to identify the card-issuing inttitu

Card (Payment Card): is a device that can be bgeitk holder to pay for goods and services or to
withdraw money (ECB, 2009).
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Cardholder: is a person to whom a payment carsisiseld and who is authorized to use that card (ECB,
20009).

Card Issuer: is a financial institution that malgs/ment cards available to cardholders, authorizes
transactions at point-of-sale (POS) terminals owrmated teller machines (ATMs) and guarantees
payment to the acquirer for transactions that arednformity with the rules of the relevant scheme
(ECB, 2009).

Cash Advance A cash loan from a credit card using an ATM or buaiitkhdrawal.

Charge Card: A payment card that requires afaiiment of the charge each billing cycle by the
statement due date. Unlike credit cards, which diserowers a revolving line of credit that can be
accessed and paid down over time, charge cardstdallow balances to be carried forward and do not
charge an interest rate. American Express begandhsrge card and continues to offer these types of
products (like the Green, Gold and Platinum Ameri€xpress cards) in addition to general use credit
cards.

Chargeback Period: The number of days from thesaetion’s processing date or endorsement date,

during which the issuer may initiate a chargeback.

Chip Card (Smart Card): a card with an embeddedapiocessor (chip) loaded with the information
necessary to enable payment transactions (ECB, 2009

Debit Card: A type of payment card used for transactions aagrpne of the major association brands
that is linked directly to a customer's bank demadegosit account. ATM and some point of sale
transactions require input of a four digit persoitintification number, while other transaction may
require a customer's signature. Debit card trdisecdon’t involve credit, but rather transfer ragn

directly from the customer’s checking account tg foa the product or service involved.

Expired Card: A card on which the embossed, encodgtinted expiration date has passed.

Floor Limit: An amount that Visa and MasterCamvé established for single transactions at specific
types of merchant outlets and branches, above véhitiforization is, required.

Fraud Alert: A security alert placed on a creditdcaccount or credit bureau listing by either thetomer
of the issuer when an fraudulent account actigtgither experienced or suspected also known eedlét ¢

freeze.
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Fraudulent Transaction: A transaction unauthdrizg the cardholder of a bankcard. Such transagtion
are categorized as lost, stolen, not receivededésn a fraudulent application; counterfeit, frdedt
processing of transactions, account takeover oeroffaudulent conditions as defined by the card

company or the member company.

Magnetic Stripe: A stripe of magnetic informatitivat is affixed to the back of a plastic creditdebit
card. This stripe contains customer and accourdrnmdtion that is required to complete electronic

financial transactions.

MasterCard MasterCard is a global bank card payments branchatwlork that provides its services to

banks and merchants.

MasterCard Acquirer: A member that signs a Masted@nerchant agreement or disburses currency to a
MasterCard cardholder in a cash disbursement, aadtlg or indirectly enters the resulting transaict

receipt into interchange.

MasterCard Card: A card that bears the Master€anbol, enabling a MasterCard cardholder to obtain

goods, services or cash from a MasterCard meranagquirer.

MasterCard Issuer: A member that issues Mastdr€ands.

Merchant: An entity that contracts with merchaaks or ISO’s to originate transactions.

Merchant Agreement: A written agreement betweereechant and a bank that contains their respective
rights, duties and warranties, with respect to pizee of the bankcard and matters related to the

bankcard activity.

Merchant Service Charge (MSC): A fee paid by tteeptor/merchant to the acquirer (ECB, 2009)

Offline Card Transaction: A Card Transaction whishauthorized without contacting the issuer at the
time of the transaction (ECB, 2009).

Online Card Transaction: A card transaction wligchuthorized following explicit approval by theisr
at the time of the transaction (ECB, 2009).

Point-Of-Sale (POS) Terminal: A device allowing thse of payment cards at a physical (not virtual)
point of sale. The payment information is captueittier manually on paper vouchers or by electronic
means (ECB, 2009).
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Primary Account Number (PAN): The number thakisbossed and/or encoded on a plastic card that

identifies the issuer and the particular cardho&zount.
Processing Date: The date on which the transaidiprocessed by the acquiring bank.

Smart Card: A plastic card containing a compukép evith memory and CPU capabilities. Such a card
may be used for identification or to store inforimat financial amounts or other forms of data alatbed

an integrated circuit card or a chip card.

Visa Card A card that bears the Visa symbol and which enahl&§sa cardholder to obtain goods,

services or cash from a Visa merchant or acquirer.
Visa Issuer: A member that issues Visa Cards.

Visa Merchant: A merchant that displays the Visalsgl and accepts all Visa cards.

1.9. ORGANIZATION OF THE STUDY

This research would be organized into five maimptéis as described below:

CHAPTER 1: This chapter gives an overview of thelshresearch.

CHAPTER 2: This chapter provides an overview ofgmg literature on Electronic Payment Systems.
CHAPTER 3: Provides details of Methodology in penfing this research.

CHAPTER 4: Provides research findings and analydise obtained through this methodology.

CHAPTER 5: Presents summary of findings, conclusimd Recommendation.
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CHAPTER TWO
2.0. LITERATURE REVIEW

2.1. INTRODUCTION

The revolution of e-payment as captured by Benja@maham (2003) in his work “Evolution of
Electronic Payment” started in 1918, when the Fadreserve Bank first moved currency via telegraph.
However, it was not until the Automated Clearingude (ACH) was set up by the U.S Federal Reserve in
1972 that electronic currency became widespreais. driovided the U.S treasury and commercial banks
with an alternative to processing cheque. Followtimg development, researchers over the world have
undertaken research, symposia, journal articled,lectures to evaluate the system of e-paymenty Ear
work by Ferguson (2000) looks at how businesseseaigling industries can be improved or enhanced

by using the internet or electronic devices (Hay@@d.2).

Using the Federal Reserve’s 1995 Survey of Consurirances (SCF), Snorckel and Kwast (1995)
analyzed the effect of demographic characterisiitghe likelihood of e-payment instrument usage by
households. Humphrey and Hancock (1997) have pedvéth extensive survey of the payment literature.
Carrow and Stanten (1999) used a logistic regressiodel to investigate preferences of consumers for
debit cards, credit cards and cash for gasolinelfase. In addition, the work by Vartanian (200@kkxi

at the future of e-payments. The e-payment liteeatioes not pertain only to Europe. The work dope b
Balachandher et al. (2000) looked at e-banking ialdysia. Joshua Abor (2004) researched on
technological innovation and banking systems inr@h#s evidenced by Balachandher et al. (2000) and
Joshua Abor (2004), technological advancement &aslutionized e-banking in Asia and Africa since
people in these areas have embraced e-bankingegmhich have contributed positively to the growth

of the banking industry (Haruna, 2012).

A number of works have also concluded that infoiomatechnology has appreciable positive effect on
banking productivity; casher’'s work, banking trasigans, bank patronage, bank services delivery and
customer services (Balachandher et al. 2001; Hud®@91; Yasuharu, 2003). In effect, it enhances
savings mobilization and financial intermediati@tficient payment systems rely on non-cash payments
and an efficient and reliable payment system fatds economic development (Annon, 2003).

Furthermore, the work by David Bounie and Pierre&>¢004) looked at payment and internet issues.
Baraghani (2004) also examined factors influending adaption of internet banking. Their works

revealed that, consumers’ behaviors are consistéhttheir preferences, which vary but may include

convenience, incentives, control, privacy, secuetyd personal involvement. The study showed tra,
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of the significant impacts pertaining to paymenstinoment choice on consumer decision-making is
consumers’ financial positions and the nature @cHj transactions and banks need to play a leadin
role in influencing the perception and thereby alitude and behavior of current and potentialrimee

banking users respectively (Haruna, 2012).

In today’'s world many people across the globe nmaégments electronically rather than in person or
cash. Vassiliou (2004) defines electronic paymentaaform of financial exchange that takes place
between the buyer and seller facilitated by mednelectronic communication. According to (Cobb,
2004), the value of electronic payment goes wayhdythe immediate convenience and safety of cards
to a greater sphere obntributing to overall economic development (Dela010).

It is important to note that new payment typesa@metinually being discovered and there are addition
methods that exist or are being continuously dgelo Some common types of e-payment systems are
cards (ATM, electronic purses/wallets, electroninds transfer at point of sale, credit cards, dednitls,
smart cards.), mobile money transfer, internet mawm and electronic cheque. Major security,
infrastructure, legal, regulatory and socio-cultuiaallenges have characterized the e-paymentragste

In Africa, e-payment is characterized by widesprelagllenges. Poor telecommunications infrastrugture
limited readiness by banks, behavioral constraintsjequate legal and regulating framework, lovelev

of credit card access are among the constraintshthae hindered the progress of e-payments (Haruna,
2012).

In most African countries the required infrastruetulegal and regulatory framework for electronic
payments are lacking (Taddesse & Kidan, 2005).altiqular, e-payments infrastructure such as irtern
and mobile networks are not widely available inigdr Moreover, banks and other financial institngo
are not adequately automated to enable e-bankidgarayment (Kumaga, 2010). In an article entitled
“Digital Money in a Digitally Divided World” Basse{2008) revealed the challenges to the adoptia of
payment systems in Africa. The author put the emgies into three categories namely “...the
infrastructure, regulatory, cultural-cum-human disiens”. In the author's view the infrastructural
challenge is the most paramount. Infrastructuralllehges relate to ICT accessibility, affordability
networks, connectivity and usage. Related to tlaeseissues of interconnectivity network failurewlo
bandwidth, high cost of connectivity, and frequpatver outage. This presupposes that the future of e
commerce in Africa is intrinsically linked with iegtments in IT infrastructure. This undoubtedly
requires African governments and other stakeholtteiavest hugely in IT infrastructure and to ceeat
conducive environment for the saifitaruna, 2012).
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The rapidly growing information and communicati@thnology (ICT) is knocking the front-door of
every organization in the world, where Ethiopiamksmwould never be exceptional. In the face ofdapi
expansion of electronic payment (E-payment) systémsughout the developed and the developing
world, Ethiopian’s financial sector cannot remaim exception in expanding the use of the system
(Gardachew, 2010). Technological innovations playwial role in banking industry by creating value
for banks and customers, that it enables custotoepmerform banking transactions without visiting a
brick and mortar banking system. On the other hBrshnking has enabled banking institutions to
compete more effectively in the global environmieyptextending their products and services beyond the
restriction of time and space (Turban 2008). Howewdrroring the development of E-commerce, the
adoption and diffusion of electronic banking (E-kiag) system is not well developed in Ethiopia
(Ayana, 2012).

As it is stated in different e-banking literatui@mse of the problems related with adoption of E-liagk
are: Low level of internet penetration and pooryeloped telecommunication infrastructure. Acaogdi
to (Jensen, 2003), most countries in Africa, ex@&mith Africa, have Internet infrastructure onlytheir
major cities. Lack of suitable legal and regulatiegmework for E-commerce and E-payment is another
impediment for the adoption of new technology imkiag industry. Ethiopia has not yet enacted
legislation that deals with E-commerce concernsuiting enforceability of the validity of electronic
contracts, digital signatures and intellectual c@ghy and restrict the use of encryption technasgind
High rates of illiteracy. Low literacy rate is arigeis impediment for the adoption of E-banking in
Ethiopia as it hinders the accessibility of bankssgvices. For citizens to fully enjoy the benetifsE-
banking, they should not only know how to read amdte but also possess basic ICT literacy
(Gardachew, 2010). But risks related with secussue, lack of competition among local & foreign

banks and social awareness on the E-banking syseemnot addressédyang 2014).

In order to encourage further E-banking adoptionléneloping countries, a better understanding ef th
barriers and drivers impacting E-banking adopt®writical (Zhao et al. 2008). By gaining an in-tkep
understanding of the factors and conditions thiddiémce developing country’s ability to fully adognd
realize its benefits, strategic implications cargbeerated for the researchers and practitiongesdimng
how to promote the growth of E-banking in the depélg countries. However, despite the importance
of these adoptions, limited studies are currentbilable in developing countries, especially inigfia.
Therefore, more studies are still required to usided the relevance of E-banking in the country to
identify areas in which the country lags behindt thribit their E-banking adoption and diffusion.
Therefore, to address the current gap in the tileza this study is designed to identify the E-bhagk
adoption situation in Ethiopia and commonly focgsom the investigation of factors that affect admopt

of E-banking systerfAyana, 2014).
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2.2. DEFINITION OF E-BANKING

E-banking has a variety of definitions all referthe same meaning, the. E-banking is a form of imank
service where funds are transferred through an amgdh of electronic signal between financial
institutions, rather than exchange of cash, cheskgther negotiable instruments (Kamrul 2009). E-
banking, also known as electronic funds transf&T(Eis simply the use of electronic means to tiems
funds directly from one account to another, rathan by check or cash (Malak 2007)

The term of E-banking often refers to online bagKimernet banking which is the use of the Inteaset
remote delivery channel for banking services (F&rbtolle, 2002). With the help of the internet, lxarg
is no longer bound to time or geography. Consuraktis/er the world have relatively easy accesséirt

accounts 24 hours per day, seven days a week (Agana).

Another definition of E-banking is that . "E-bangims the use of a computer to retrieve and process
banking data (statements, transaction details) efed to initiate transactions (payments, transfers
requests for services, etc.) directly with a bankvih other financial service provider remotelyaa
telecommunications netwdik (Yang, 1997). It should be noted that electronamking is a bigger

platform than just banking via the internet (Ayag@l2).

E-banking can be also defined as a variety of @iaté such as internet banking or (online bankimy),
based banking, mobile phone banking, and PC (palsmmputer) banking (or offline banking) whereby
customers access these services using an intéliégectronic device, like PC, personal digital sisit
(PDA), automated teller machine (ATM), point of ea(POS), kiosk, or touch tone telephone
(Alagheband, 2006). Different forms of E-bankingteyn were discussed as followgana, 2012).

« Automated Teller Machines (ATM) - It is an electronic terminal which gives consumies
opportunity to get banking service at almost amyeti To withdraw cash, make deposits or
transfer funds between accounts, a consumer needd el card and a personal identification
number (Ayana, 2012).

e Point-of-Sale Transfer Terminals (POS) -The system allows consumers to pay for retail
purchase with a check card, a new name for detiit ddnis card looks like a credit card but with
a significant difference. The money for the purehistransferred immediately from account of
debit card holder to the store's account (Malak7200
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» Internet / extranet banking- It is an electronic home banking system using vesihriology in
which Bank customers are able to conduct theirnmss transactions with the bank through
personal computers (Ayana, 2012).

» Mobile banking- Mobile banking is a service that enables custorfeinduct some banking

services such as account inquiry and funds transfeusing of short text message (Ayana, 2012).

2.3. THE EVOLUTION OF E- BANKING SYSTEM

Electronic innovation in banking industry can bactd back to 1970, when the computerization of
financial institutions gained momentum (Malak 2)dYowever; a visible presence of this was evident t
the customers since 1980, with the introductioABM (Ayana, 2014).

Innovative banking has grown since then, aided IBchnological developments in the
telecommunications and information technology indusThe early decade of the 1990s witnessed the
emergence of automated voice response (AVR) teobgsoBy using the AVR Technology, banks could
offer telephone banking facilities for financialgees. With further advancements in technologyjksa
were able to offer services, through PC owned getated by costumers at their convenience, through
the use of intranet propriety software. The usdrshese services were, however, mainly corporate
customers rather than retail ones (Sohail & shamang2003). The security first network bank was the
first Internet banking in the world that was buitt 1995 in USA. After that some famous banks
introduced their internet banking one after angtiech as Citibank and bank of America (Ayana, 2014

2.4. E-BANKING SYSTEM IN ETHIOPIAN BANKING INDUSTRY

The term electronic banking can be described ierstways. In very simple terms it means the pioxis

of information or services by a bank to its custmneia a computer, television, telephone, or neobil
phone. It as an electronic connection between badkcustomer in order to prepare, manage and ¢ontro
financial transactions (Mohaammed014). Furthermore, electronic banking is saidhte three
different means of delivery: telephone, PC, anditiernet. Daniel (1999), for example, introducesrf
different channels for electronic banking: PC bagkiinternet banking, managed network, and TV-based
banking (Mohaamme@014).

Electronic banking is the newest delivery chanmelriany developed countries and there is a wide
agreement that the new channel will have a sigmitiempact on the bank market (Mohaammed, 2014).
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According to Nehmzow (1997) Internet banking offéme traditional players in the financial services
sector the opportunity to add a low cost distrimutichannel to their numerous different services
(Mohaammed, 2014).

The appearance of E-banking in Ethiopia goes badke late 2001 EC, when the largest state owned,
commercial bank of Ethiopia (CBE) introduced ATMdseliver service to the local users. In addition to
eight ATM Located in Addis Ababa, CBE has had Misambership since November 14, 2005. But, due
to lack of appropriate infrastructure it failedramp the fruit of its membership. Despite beingglomeer

in introducing ATM based payment system and acquitisa membership, CBE Lagged behind Dashen
bank, which worked aggressively to maintain itgsll@aE-payment system. As CBE continues to move at
a snail's pace in its turnkey solution for Cardd&@bhRayment system, Dashen Bank remains so faokbe s
player in the field of E-Banking since 2006. (Garoew 2010) Dashen bank, a forerunner in introducing
E-banking in Ethiopia, has installed ATMs at cornean locations for its own cardholders (Ayana, 2014

Available services on Dashen Bank ATMs are: Caghdsawal, Balance Inquiry, Mini statement, Fund
transfer between accounts attached to a single araidPersonal Identification Number (PIN) change.
Dashen bank clients can withdraw up to 5,000 bicash and can buy goods and services up to 8000 t
13,000 birr per day (Ayana, 2012).

By the end of 2008 Wegagen Bank has signed anmagraenith Technology Associates (TA), a Kenyan
based information technology (IT) firm, for the ééaypment of the solutions for the payment systeth an
installation of a network of ATMs on December 3@08. Zemen Bank, the only Ethiopian bank
anchored in the idea of single branch bankingamynthing full-blown internet banking, a service ebhi

is new to Ethiopian banking industry in the yeat@0The bank tested the venture through its finstsp

of the online service, and now it is already sthittee full-fledged version, which enable customters
make online money transfer freely. Previously, théine banking service, delivered by the bankyonl
gave access to bank statements and exchange fatmation. The new and never-been-tried service
proposed by the bank is to include free accountepdransfer, corporate payroll uploading systemrethe
employers could upload payroll to the system ankenpayments to individual worker’s accounts online

and online utility bill settlement system, wherlitsicompanies are ready (Asrat, 2010).

The agreement signed by three private commercigtsto launch ATM and POS terminal network, in
February 2009 is welcoming strategy to improve tetexic card payment system in Ethiopia. Three
private commercial banks - Awash International B&n&., Nib International Bank S.C. and United Bank
S.C. have agreed in principle to establish an ATétwork called Fettan ATM network. If everything
goes as planned, Fettan ATM will install over 140M\ machines and over 340 POSs across Ethiopia.

There will be one ATM at every branch of the cotison banks, all domestic airports serviced by
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Commercial service, shopping complexes and mershafihe agreement is the first significant
cooperation between competing banks in Ethiopiachvbthers should be encouraged to follow as there
is no single bank in Ethiopia that can afford toyile Extensive geographical coverage and access
(Binyam 2009).

2.5. CHALLENGES OF ADOPTING E-BANKING IN ETHIOPIA

According to Gardachew (2010) Ethiopian bankingustdy faces numerous challenges to adopt E-
banking system and grab the opportunities preseatd@T applications in general. The Key Challenges
for E-banking applications are: (Ayana, 2012).

* Low level of internet penetration and poorly deyad telecommunication infrastructure: - Lack
of infrastructure for telecommunications, Internahd online payments impede smooth
development and improvements in e-commerce in gthio Most rural areas of the country,
where the majority of small and medium businessescancentrated, have no Internet facilities
and thus are unable to engage in e-commerce &ivit

e Lack of suitable legal and regulatory framework fcommerce and e-payment:-Ethiopian
current laws do not accommodate electronic corgractd signatures. Ethiopia has not yet
enacted legislation that deals with e-commerce @mscincluding enforceability of the validity
of electronic contracts, digital signatures ancellattual copyright and restrict the use of

encryption technologies.

» Palitical instabilities in neighboring countriefalitical and economic instabilities in Somalia,
Southern Sudan, and Eritrea are threatening tthé$ do not provide a very conducive
environment for e-banking in Ethiopia. Politicasiabilities inevitably disturb smooth operations

of business and free flow of goods and services.

« High rates of illiteracy:-Low literacy rate is arigeis impediment for the adoption of E-Banking
in Ethiopia as it hinders the accessibility of biagkservices. For citizens to fully enjoy the
benefits of E- Banking, they should not only knoamhto read and write but also possess basic

ICT literacy.

» High cost of Internet:-The cost of Internet acagsdative to per capita income is a critical factor.

Compared to the developed countries, there arehigbsts of entry into the e-commerce market
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in Ethiopia. These include high start-up investmeosts, high costs of computers and

telecommunication and licensing requirements.

» Absence of financial institutions networks thatkéindifferent banks (Banks are not yet
automated):-Most of the banking-transactions ctlyeiaking place use credit and debit cards
supplied by Visa and MasterCard. For conductingeking, the use of credit or debit cards is

mandatory thus requiring the need for specializastesns which are not currently available.

* Frequent power interruption: -Lack of reliable poveripply is a key challenge for smoothly

running E-banking in Ethiopia.

2.6. FEATURES AND BENEFITS OF E-PAYMENTS

All e-payment methods share a number of common achenistics. These are: independence,
interoperability and portability, security, anonywi divisibility, ease of use, and transaction fees
Independence refers to the ability of e-commercehatis to operate without installing specialized
software. Interoperability y and portability refdosthe ability of forms of e-commerce to interlinkth
other enterprise applications and systems. Secigrign important consideration that encompasses the

safety of the transfer and the chance of the teasfing intercepted (Gardache2010).

E-cards offer a number of benefits to the issuiagkds and customers of the bank including: dranigtica
reduce printing, mailing, and financial handlingstsoassociated with processing transaction, enhance
payment security by minimizing theft or loss, reelumdeliverable payments via electronic delivery to
the card account, prevent fraud through automabedrals, increase customer satisfaction and enhance
service to constituents, ensure continuity of serto cardholders in emergency or disaster situstimd
improve operational efficiency and profitability thfe issuing banks (Gardache2010).

According to a study by (Fiallos & Wu), the arrivadl the internet has taken electronic payments and
transactions to an exponential growth level. Coresngould purchase goods from the internet and send
unencrypted credit card numbers across the netwdrich did not provide much security and privacy.
But a wide variety of new secure network paymeatsesmes have been developed as consumers became

more aware of their privacy and security (Delali1Q).

Automated electronic payments help deepen bank sitspthereby increasing funds available for
commercial loans — a driver of all of overall econo activity. According to (Cobb, 2005), efficiesdfe

and convenient electronic payments carry with tlesignificant range of macro-economic benefits.€Th
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impact of introducing electronic payments is akinusing the gears on a bicycle. Add an efficient
electronic payments system to an economy, and yduikinto a higher gear. Add better-controlled

consumer and business credit, and you notch upedorvelocity even furthefCobb, 2005).

“While the high level of cash transactions createspportunity for the electronic payment indusity,
also imposes a cost on local economies. Cash hde tminted, securely transported, counted and
reconciled, kept secure and maintained for re-inse &nd time again. The per-payment cost is hig, a
will always remain high whereas the costs of etettr system are fixed. Once the infrastructuretieen
built, the costs per-transaction is very low” (CpoBb05).

When cardholders use their cards at the point lef teey are helping to keep money in the banking
system. EPS can help displace shadow economies, hidden transactions into the banking system and

increase transparency, confidence and participatitime financial system (Cobb, 2005).

As also mentioned by (Al Shaikh, 2005), there t®aelation between increase in point of sales melsi

and rise in demand deposits. “Automated electrpaigments act as a gateway into the banking sector
and as a powerful engine for growth. Such paymdrasv cash out of circulation and into the bank
accounts, providing low cost funds that can be ueexlipport bank lending for investment — a driekr
overall economic activity. The process createstgrdeansparency and accountability, leading taigme
efficiency and better economic performance” (Al i8ha2005).

In a similar narrative by (Hord, 2005) electron&yment is very convenient for the consumer. In most
cases, you only need to enter your account infaomat such as your credit card number and shipping
address -- once. The information is then storealdiatabase on the retailer's Web server. When gme ¢
back to the Web site, you just log in with your nsene and password. “Completing a transaction is as
simple as clicking your mouse: All you have to doconfirm your purchase and you're done” (Hord,
2005).

Hord (2005) further emphasizes the fact that ebeotrpayment lowers costs for businesses. The more
payments that is processed electronically, the tasgey is spent on paper and postage. Offering
electronic payment can also help businesses impmostomer retention. “A customer is more likely to
return to the same e-commerce site where his oinfi@mmation has already been entered and stored”
(Hord, 2005).

According to (Cobb, 2005), “electronic payments dhos lower transaction costs stimulate higher
consumption and GDP, increase government efficiehopst financial intermediation and improve

financial transparency”. She further added thatv&oments play a critically important role in ciagt
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an environment in which these benefits can be aelién a way consistent with their own economic
development plans” (Delali, 2010).

(Humphrey et al, 2001) also support the fact thduction and use of electronic payment instrument
holds the promise of broad benefit to both busirsess consumers in the form of reduced costs, greate
convenience and more secure, reliable means of gratlyand settlement for a potentially vast range of
goods and services offered worldwide over the irgeor other electronic networks. One such beigefit
that electronic payments enable bank customerandla their daily financial transactions withouting

to visit their local bank branch. Electronic payrgeproducts could save merchants time and expense i
handling cash (Delali, 2010).

According to (Humphrey, Pulley and Vesala 2000 tbsource cost of a nation’s payment system can
account for 3 % of its GDP. Since most electromigments cost only about one-third to one-half ashmu
as paper-based non-cash payment, it is obvioustligaisocial cost of a payment system could be
considerably reduced if it is automated (Appiah #&gyemang, 2007). Automating and streamlining
electronic payments made from self-serve channgll as ATMs, branch office terminals and point-of-
sale (POS) systems can reduce paper-based ercbcosts (Delali, 2010).

2.7. BENEFIT OF E-BANKING FOR BANKS

It should be noted that E-banking can bring abauitous benefits for banks and their customers dis we
It is obvious that cost savings, efficiency, gainitew segments of customers, improvement of thk’®an
reputation and better customer services and setitsfaare primary benefits to banks (Jayawardhena &
Foley, 2000).

Under the view of Robinson (2000), relevant costsconducting a banking transaction via online are
much lower than via a brick and mortar branch. Muez, Sheshunoff (2000) contends that one of the
most important factors influencing the adoptionesbanking by banks is the need to build up strong
barriers to customer exiting. Under the view of thehor, once customers become familiar with the
utilization of full service E-banking, it is unlikethat they will change to another financial itgtiion
(Ayana, 2012).

Such an argument can be supported by the consuherior theory that switching costs are often very
high in terms of time and efforts by consumersalyn the author emphasizes that the implementaifon
E-banking can bring about many competitive advasgdgr banks in today’s highly competitive banking
market (Ayana, 2012).

A research on E-banking has been carried out imiaek by Mols (1998). The author argues that E-
banking can play an important role in enhancingseelling and price differentiation. E-banking can
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make favourable conditions for banks to provideg@mugrs numerous services 24 hours a day and 7 days
a week. E-banking can improve customer satisfactidth the bank due to the fact that it makes
customers less price sensitive, and improve th&intion to repurchase, and more loyalty to thekhéa

providing more positive words of mouth about thalbthan other bank customers (Ayana, 2012).

2.8. BENEFIT OF E-BANKING FOR CUSTOMERS

It should be noted that E-banking is not only bsiradpout benefits to banks but also to their custeme

Thanks to the emergence of the Internet, bankiagstictions are no longer limited to time and
geography. It is very easy for consumers througtiveitwvorld to access to their bank accounts 24shour
per day and seven days a week. Customers can @njasiety of services, especially services whiah ar
not provided by traditional bank branches (Pham020

It is argued that one of the greatest benefitsErabanking brings about is that it is not expensiveven
free for customers to utilize E-banking products/i®es. However, some people believe that prices
appear to be one factor that is impedimental taltfiesion of E-banking (Sathye, 1999).

The price debates often revolve around geograptitfarences and disparities between costs of meter
connections and telephone call pricing. It has &leen believed that E-banks have been changing to
respond to customeérdncreasingly changing demands (Pham 2010). Thasebeen a tendency that
customer don'’t want to travel to or from a bankngtato conduct some banking transactions. In other
words, they want to utilize E-banking to save tiams money. E-banking can bring about convenience

and accessibility, which will have positive effeots customer satisfaction and loyalty (Pham, 2010).

It is totally possible for customers to managertbanking transactions whenever they want and jmyen
improved privacy in their interactions with the kain addition, customers can enjoy more benefits a

lower cost levels by utilizing E-banking (Mols, 199

It is contended by Turban (2008), that E-bankinge@ly beneficial to customers in terms of cosirsgs,
no limit on time and space, quick response to ecostocomplaints, and better services/products. Such
benefits are believed to elevate customer satisfa¢hyana, 2012).

2.9. BENEFITS OF E-BANKING TO THE GENERAL ECONOMY

Electronic Banking as already stated has greatlics both the public and the banking industryisTh
has resulted in creation of a better enabling envirent that supports growth, productivity and
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prosperity. Besides many tangible benefits in tbenf of reduction of cost, reduced delivery time,
increased efficiency, reduced wastage, bankingtrelgically controlled and thoroughly monitored
environment and discourage many illegal and illegite practices associated with banking indusksy li
money laundering, frauds and embezzlements. FuBHmnking has helped banks in better monitoring
of their customer base. This is a useful tool ie trand of the bank to device suitable commercial
packages that are in conformity with customer negds- banking provide opportunity to banking sect
to enlarge their customer base, a consequencerneage the volume of credit creation which results
better economic condition. Besides, E-banking thss lzelped in documentation of the economic agtivit
of the masses (Mahdi, 2004).

2.10. USING E-PAYMENTS TO REDUCE THE UNBANKED

The emergence of credit, debit and prepaid cartesys gives the unbanked an important option for
bringing cash into the formal economy. “Prepaiddsagre particularly interesting, because the fiards
actually on deposit at a regulated financial inositin, but the process of establishing and managing
accounts is much more cost effective and less ttis&y traditional debit accounts for smaller levels
deposit” (Commonwealth Business Council & Visa, £00Anderson-Porisch (2006) argued that
technology provides the opportunities to transitibe unbanked population into a banking relatiogmshi
(Delali, 2010).

2.11. THE BASICS OF MERCHANT ACQUIRING

Merchant acquirers enable merchants to proces$t ened debit card payments and help in increasing
sales by accepting the most popular cards to attastomers to their businesses. Typically, a card
payment transaction involves two sides: the fiegttneen the cardholder and the bank that issued thei
card; and the second between the merchant anadguériag bank. This paper focuses on the secormd: th
merchant acquiring side of the industry. Cardhaderly deal with merchants and the issuing bankewhi
performing card transactions; they are not conakfmigh the merchant acquiring side of the industry.
However, this second acquiring side of the industmtains a network of highly advanced intermedgari
who handle card transactions via authorizationaralg and settlement, and dispute management

(www.capgemini.com/cargls

The role of key intermediaries in a typical cardympant transaction is illustrated below:

(www.capgemini.com/cargls

e Cardholder uses a card as a payment mode.
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* Merchant sends transaction information to the Aagquiy swiping or manually feeding card
information.

« The acquirer or third party processor on acquireelsalf sends the transaction information to the
card association.

* The card association sends the transaction infaem#d the issuer for authorization

* Issuing bank pays the card association network rvedidates the transaction (after deducting
its charge).

« Card association pays the acquirer or processoasquirer’'s behalf (after deducting its charge)

« Merchants account is credited for the transactiooumt by the processor (after deducting its
charge).

e Purchase transaction is completed

» Issuer bills the Buyer for the transaction.

« Buyer settles the hill.

2.11.1. KEY PARTICIPANTS

The acquiring side of the industry typically invesrinteraction among various stakeholders including
merchants, acquirers, processors, independent ajanization (ISO), and payment networks. Each of
the stakeholders has an incentive to play its fipeoble in completing the payment transaction

(Capgemini Analysis, 2012).
MERCHANT

A merchant accepts payment from the cardholdemligiisg the user’s card at its terminal, increadimg
chance of a sale by accepting popular cards usedigyholders. For example, retailers such as Walmar
who accept these cards have higher chances otsalpared to local retailers without card processing

capability (Capgemini Analysis, 2012).
ACQUIRING BANK

The acquiring bank provides payment processingicsvto the merchant, enabling him to accept
payments from cardholders. The bank levies a matd®vice charge (MSC) on every transaction at the
merchant’s point of sale (POS) terminal to generatenue. The MSC is usually 2% of the transaction
amount and contains an interchange fee, the feg tpatard network associations such as Visa and
MasterCard, and the acquirer fee (Capgemini AngJyx)12).
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INDEPENDENT SALES ORGANIZATIONS (I1SO 9)

The 1SOs solicit merchant accounts on behalf ofuegs and charge a service-based fee from the
acquirers. 1ISOs also manage risky merchant accovititsa higher possibility of credit fraud, for vafi
they charge a higher fee (Capgemini Analysis, 2012)

THIRD-PARTY PROCESSORS

Third-party processors provide transaction proogsservices to acquirers as they possess economies
scale and advanced technological systems for ffestige processing. Processors charge a serviseeba

or fixed fee from acquiring banks based on the tyfggricing contract(Capgemini Analysis, 2012).
PAYMENT CARD NETWORK PROVIDER (CARD ASSOCIATION)

Card associations, such as Visa and MasterCardsabe link between the issuer bank and the anguir
bank. The payment card network validates the dbiditha of credit or funds with the issuing bank and
communicates the same to the acquiring bank. agmpnt card network provider charges a fee for each
transaction processed through its branded cardhéycard issuer/acquiring bank (Capgemini Analysis,
2012).

2.11.2. KEY FUNCTIONS

Merchant acquirers help in completing the card payttransaction cycle by ensuring the flow of funds
to respective parties. To ensure this flow of fynasquirers perform four key functions (Capgemini
Analysis, 2012).

MERCHANT SIGN-UP

The first function of acquirers is to sign-up mexots to accept card-based payments. Some acquirers

outsource this function to ISOs and pay them d@ag@gemini Analysis, 2012).

After signing up the merchant, the acquirers undésvthe merchants to ensure their financial sitgbil
which is important in checking the credit-worthisesf the merchant. Acquirers at times also provide
point-of-sale equipment and other services to tlechants if specified in the merchant agreement
(Capgemini Analysis, 2012).
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TRANSACTION AUTHORIZATION

Authorizing transactions is a critical functionaxfquirers as it ensures that the payment is guedrand

that there will be no dispute in the future setéam Operationally, when the card is swiped at the
merchant's POS terminal, the acquirer receivesuainoaization request from the terminal. This reques
contains transaction details such as the cardhsldaformation and amount of the transaction

(Capgemini Analysis, 2012).

The request is forwarded to the card associatibmork, for example Visa / MasterCard, which in turn
validates the availability of funds with the issgiihank. The issuing bank sets aside the funds fhem
cardholder’s account for the transaction and semdauthorization code to the network. The network

forwards the code to acquirer and then to the naatth POS terminal (Capgemini Analysis, 2012).

At this point, the funds are not yet transferredht® merchant’s account but the issuing bank adoees
future settlement with the acquiring bank and,uimt the merchant. After the authorization is ccetg|
the merchant records the sales transaction infesmaind sends it to the acquirer for processinthet
end of the day (Capgemini Analysis, 2012).

CLEARING AND SETTLEMENT

The merchant acquirer transmits the sales tramseddita received from the merchant to the respective
card-issuing bank via the payment card network. i¥haing bank charges the cardholder’s account and
sends the funds to the acquirer through the paymetatork, subtracting its fee. The acquirer therdits

the merchant’s account, after deducting the fe&$ tpathe issuer and the payment network, and ¢ke f
for its own services (Capgemini Analysis, 2012).

DISPUTE MANAGEMENT AND INFORMATION SERVICES

Acquirers provide dispute management services ditu charge-backs, refunds, and claims to the
merchants. Further, as a value-added service tombechants, acquirers compile and report the
merchant’s transaction data. The acquirers alser @halytical services to merchants to help them to

manage and improve their card processing functsdecrease costs (Capgemini Analysis, 2012).

2.12. THE IMPORTANT FUNCTIONS OF MERCHANT BANKING

RAISING FINANCE FOR CLIENTS
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Merchant Banking helps its clients to raise finatfweugh issue of shares, debentures, bank lotndf e
helps its clients to raise finance from the dongeatid international market. This finance is used fo

starting a new business or project or for modetitinaor expansion of the busing§aurav, 2011).

BROKER IN STOCK EXCHANGE

Merchant bankers act as brokers in the stock exghdrhey buy and sell shares on behalf of thedntsi.
They conduct research on equity shares. They algsatheir clients about which shares to buy, wieen
buy, how much to buy and when to sell. Large brek&tutual Funds, Venture capital companies and

Investment Banks offer merchant banking serviGasrav, 2011).

PROJECT MANAGEMENT

Merchant bankers help their clients in many ways. d-g. advising about location of a project, preya
a project report, conducting feasibility studiesaking a plan for financing the project, finding out

sources of finance, advising about concessionsreneditives from the governmei®aurav, 2011).

ADVICE ON EXPANSION AND MODERNIZATION

Merchant bankers give advice for expansion and mmizktion of the business units. They give expert
advice on mergers and amalgamations, acquisitiahtakeovers, diversification of business, foreign

collaborations and joint-ventures, technology uagegtion, etc{Gaurav, 2011).

MANAGING PUBLIC ISSUE OF COMPANIES

Merchant bank advice and manage the public issueonfpanies. They provide following services
(Gaurav, 2011):

» Advise on the timing of the public issue.

» Advise on the size and price of the issue.

» Acting as manager to the issue, and helping in@itggapplications and allotment of
securities.

» Help in appointing underwriters and brokers toisele.

» Listing of shares on the stock exchange, etc.
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HANDLING GOVERNMENT CONSENT FOR INDUSTRIAL PROJECTS

A businessman has to get government permissiorstioting of the project. Similarly, a company
requires permission for expansion or modernizafigtivities. For this, many formalities have to be

completed. Merchant banks do all this work for ttledients(Gaurav, 2011).

SPECIAL ASSISTANCE TO SMALL COMPANIES AND ENTREPREN EURS

Merchant banks advise small companies about bissiopgortunities, government policies, incentives
and concessions available. It also helps themk® &alvantage of these opportunities, concessians, e

(Gaurav, 2011).

SERVICES TO PUBLIC SECTOR UNITS

Merchant banks offer many services to public segtits and public utilities. They help in raisirang-
term capital, marketing of securities, foreign abbrations and arranging long-term finance froomter

lending institutiongGaurav, 2011).

REVIVAL OF INDUSTRIAL UNITS

Merchant banks help to revive (cure) sick induktriats. It negotiates with different agencies Itk@&nks,
term lending institutions, and BIFR (Board for Isthial and Financial Reconstruction). It also plans

executes the full revival packaf®&aurav, 2011).

PORTFOLIO MANAGEMENT

A merchant bank manages the portfolios (investmaritds clients. This makes investments safe,itiqu
and profitable for the client. It offers expert daince to its clients for taking investment decision
(Gaurav, 2011).

CORPORATE RESTRUCTURING

It includes mergers or acquisitions of existingibess units, sale of existing unit or disinvestmaihtis
requires proper negotiations, preparation of documand completion of legal formalities. Merchant

bankers offer all these services to their cli¢Gtsirav, 2011).

Money market operation: Merchant bankers deal vattd underwrite short-term money market

instruments, such as:
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Government Bonds.
Certificate of deposit issued by banks and findnogtitutions.

Commercial paper issued by large corporate firms.

YV V V VY

Treasury bills issued by the Government (Here didrby RBI).
LEASING SERVICES

Merchant bankers also help in leasing servicessé.é&aa contract between the lesser and lesseeghyhe
the lessor allows the use of his specific asselt siscequipment by the lessee for a certain pefibd.

lessor charges a fee called rentaksurav, 2011).
MANAGEMENT OF INTEREST AND DIVIDEND

Merchant bankers help their clients in the managemiinterest on debentures / loans, and dividemd

shares. They also advise their client about thgrtinterim/yearly) and rate of dividert@aurav, 2011).

2.13. MERCHANT PROCESSING

Merchant acquiring is an integral part of card pagintransactions processing.  Acquirers enable
merchants to accept card payments by acting askahbletween merchants, issuers, and payment
networks—providing authorization, clearing and lsetent, dispute management, and information

services to merchants (FDIC, 2007).

Merchant processing is the acceptance, processimgsettlement of payment transactions for mershant
A bank that contracts with (or acquires) merchaatgalled an acquiring bank, merchant bank, or
acquirer. Acquiring banks sign up merchants to picpayment cards for the network and also arrange
processing services for merchants. They can cdndliaectly with the merchant or indirectly through
agent banks or other third parties (FDIC, 2007).

A bank can be both an issuing bank and an acqubartk, but banks most often specialize in one
function or the other. Merchant processing involtresgathering of sales information from the mentha
obtaining authorization for the transaction, cdileg funds from the issuing bank, and reimbursing t
merchant. It also involves charge-back processifige vast majority of merchant transactions are
electronically originated (as compared to papeetasand come from credit card purchases at merchant
locations or the point-of-sale (POS). Merchant pesing increasingly includes transactions initiatied
debit cards, smart cards, and electronic beneditsfer (EBT) products (FDIC, 2007).
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2.14. TERMINALS AND POS HARDWARE AND SOFTWARE

2.14.1. TERMINALS

Businesses require terminals to process electmmmjments at the POS. A terminal is a mechanism for
merchants to be able to accept electronic paymeatslevice that will capture and transmit card
information for processing via card payment branflsere are many standalone terminal providers,
including Verifone, Hypercom, and Ingenico. FirsitB also offers its own line of terminals—the FD
Terminal series. Merchants typically look for antéral that can process all types of transactioom fa
single source—including credit cards, debit caklectronic Benefits Transfer (EBT), gift cards, adty
cards and checks. Merchants want to find a reliat@eminal with ultra-fast processors and
communications hardware to make sure transacti@nkandled quickly and accurately. And they want a
terminal that is easy to use with a built-in priré@d intuitive touch-screen interface. For mer¢havho
travel or seek to receive payments remotely, thezgerminals enabled with wireless technologyhsy t

can process transactions no matter where theinéssitakes them (firstdata.com, 2010).

An important thing to look for in a terminal proeidis service and support—merchants want someone
who can help them configure their terminal and kjyiecnanage any issues that might arise. Look for a
provider who offers overnight replacement terminalen there’s a technical problem, and a customer

service team to call to answer any questions @tstcom, 2010).

While small merchants often rely upon terminalgtocess transactions from beginning to end, larger
merchants typically operate POS systems that iatedrardware and software—they use third party POS
software that has the ability to send cardholdda da a processor using software embedded in the
register. They might have a PC-based solution aitlattached peripheral to handle credit and delpit ¢

processing. Both solutions require a provider thagbles fast, accurate and reliable transaction

processing (firstdata.com, 2010).
2.14.2. PERIPHERALS

Peripherals are add-on devices that provide a raatahith additional transaction functionality aeth
POS. For example, a merchant with a cash registgrtwant to integrate a PIN pad that allows fobitle
transactions. The addition of a PIN pad would allmmsumers to swipe their card and enter their PIN
number at the point-of-sale. Other types of petiglseinclude contactless readers, for merchants tha
want to offer ‘tap and go’ functionality. The pdngrals are typically compact and are a complen®nt t

the existing merchant transaction capabilitiesidiata.com, 2010).
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2.14.3. POS SOFTWARE

Increasingly merchants are opting for payment fionetity that is embedded within the POS system.
This model requires the POS manufacturer’'s softwiagneelopers to code to a provider's specifications.
Merchant benefits include consolidated reportingose payment types, decreased cashier error (no
manual keying of transaction amount into a stangakerminal), and single source provider of the POS
system and payment interface. Examples includéBReACE Supermarket system, MICROS restaurant

POS system, and Radiant’s Epsilon petroleum sal{ficstdata.com, 2010).
2.14.4. CONNECTIVITY OPTIONS

Merchants can choose from a variety of connectiefiiions to align with their business needs, inicigd
securely accepting all types of credit cards, deditls, checks and gift cards. Cost, speed andmast
convenience are the key factors that drive decssmimout which connectivity options make the most
sense for a particular merchant (firstdata.comp201

» Dial-up: Dial up service uses your existing phane.lWhen you are ready to begin a transaction,
the terminal uses the phone line to open a calthto processor. It is generally a slower
transmission of data, but since every businessaha®one line, it is readily available and a low
cost solution. If you have multiple terminals ae timerchant locations, you will need one

telephone line per terminal (firstdata.com, 2010).

» Wireless: This terminal doesn't require a phoneallime—you can take the terminal wherever
your sales occur. It requires cellular servicerams$mit a transaction from the “remote” location.
The terminal is all encompassing—it typically hgsriater and Payment Card Industry PIN Entry
Device (PCI PED). This type of terminal is ideal fervice industries like delivery services,

home services, etc (firstdata.com, 2010).

« IP and VPN: This is a low cost solution that takek/antage of your existing IP network
infrastructure. It also offers a low cost, high-sgesolution for merchants with an established

Internet based infrastructure. Up-time dependsaum gervice provider (firstdata.com, 2010).

* Wi-Fi: The Wi-Fi solution takes advantage of yowiséing IP infrastructure, so there are no
phone lines required. It offers a low cost, higkexgb solution for a merchant with an established

wireless network. It is a bit more complex to maintand operation is reliant upon an IP
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services provider—but if you have a good wirelesfrastructure, it is an ideal option
(firstdata.com, 2010).

» Dedicated or Leased Lines (aka ‘Frame Relay’)sHulution provides faster throughput over a
regular IP connection. However, it is the most lgosption due to the required changes and
upgrade to the infrastructure, and requires deglicaechnical resources, such as staff and
additional hardware. This is commonly used for éargational merchants with high-volume,

multi-lane environments (firstdata.com, 2010).

2.15. ELECTRONIC BANKING IN DASHEN BANK

As electronic payment is an innovation to the Bitda Banking Industry, Dashen Bank has been trying
its level best to lay the ground in a good footihgnstalled state of the art technology that Vet class

in the payment card industry in Ethiopia. Inlinettwthe current requirements of the card association
Dashen Bank started the business being EMV conpitieall aspects of card issuing and transaction
acquiring. It is issuing CHIP based (smart) candd @ installed CHIP accepting ATM as well as POS

terminals. Thus, the Dashen Bank’s electronic payregstem is reliable, secure and contemporary.

One of the services in dashen e-banking is POScedtyneans a service in which the merchant is &bl
accept any payment using VISA, MasterCard, Uniop &ad American Express cards coming from all

over the world for payment using the Point of JB©S) terminal installed by dashen bank.
Some of the benefits that the dashen merchantsivesi

» Since Payments are transferred electronically, gash handling cost would be reduced.
» It enables you to attract cardholders that in tncnease your customer base.

» Itincreases your sales volume.

» It reduces risk related to forged notes and boucbedks.

« It enabled you to control daily transaction throlRBS reports and bank statements.

« Being users of modern way of payment by itself aild a good image for your business.
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2.16. EMPERICAL LITERATURE

According to Mohammed shamsuddoha (2008), elearBanking is transforming the financial services
industry through various innovations. The quantitgross-border trading and other financial adgsgitis
increasing geometrically make possible by technoldy has been made possible by technology,
particularly information technology to generatelJext and process information about bank operadioth

bank customers efficiently and effectively (Bezal@).

Electronic Banking Systems, in its most proficitarm, offer instant verification and transfer amdluces
the flow of costly paper in the record keeping psx Application of technology in banking offers
opportunity for reduction of both paper and peoplenks have developed electronic banking service fo

three main reasons (Beza, 2010).

» To protect and increase market share
» To reduce operating cost by substituting physiegital and technology for labor

* To generate new revenue

Electronic banking allow banks to expand their negsKor traditional deposit taking and credit exten
activities, and to offer new products and servioesstrengthen their competitive position in offgrin
existing payment services. In addition, electrdmoking could reduce operating costs for banks.eMor
broadly, the continued development of electronioliay and electronic money may contribute to
improving the efficiency of the banking and paymsygtem and to reducing the cost of retail transast

nationally and internationally (Beza, 2010).

Gardachew (2010) conducted research on the opjitiegiand challenges of E-banking in Ethiopia. The
aim of his study was focused on analyzing the stafuelectronic banking in Ethiopia and investigatee
main challenges and opportunities of implementiAgaBking system. The author conducted a survey on
the existing operating style of banks and idergifeme challenges of using E-banking system, ssich a
lack of suitable legal and regulatory frame worisE-commerce and E- payments, political instapbilit
neighboring countries, high rates of illiteracy ambence of financial networks that links differbahks
(Ayana, 2012).

Wondwossen and Tsegai (2005) also studied on th#eoges and opportunities of E-payments in
Ethiopia; their objective was studying of E-paymembctices in developing countries, Africa and
Ethiopia. The authors employs interview and on shliservation to investigate challenges to E-payment
in Ethiopia and found that, the main obstacleshtodevelopment of E-payments are, lack of customers

trust in the initiatives, Unavailability of paymelaivs and regulations particularly for E-paymerdck of

The Role & Impact of merchant acceptunce towardsy enhancing Banky profitability inthe case of Dashen Bank Page 42



skilled manpower and Frequent power disruption. odding to Wondwossen and Tsegai (2005), an
adequate legal structure and security frameworkidcdoster the use of E-payments, which was

contradicting with the finding of the previous spu#yana, 2012).

The rapidly growing information and communicati@chnology (ICT) is knocking the front door of
every organization in the world, where Ethiopiamksmwould never be exceptional. In the face ofdapi
expansion of electronic payment (E-payment) systémsughout the developed and the developing
world, Ethiopian’s financial sector cannot remaim exception in expanding the use of the system
(Gardachew, 2010). Technological innovations playwial role in banking industry by creating value
for banks and customers, that it enables custotoeperform banking transactions without visiting a
brick and mortar banking system. On the other hBrghnking has enabled banking institutions to
compete more effectively in the global environmieyptextending their products and services beyond the
restriction of time and space (Turban 2008). Howewdrroring the development of E-commerce, the
adoption and diffusion of electronic banking (E-kiag) system was not well developed in Ethiopia
(Ayana, 2014).

In general, review of empirical studies showed thraterstanding the critical success factors (CBFs)
banking is important for banking industries becaisgould potentially help them to improve their e-
banking implementation. Even though there wasxagteprevious studies on the title the role andaiotp

of merchant acceptance towards enhancing bankf#giility but there are some related studies were
conducted by different researchers in differentgaf the world. Merchant acceptance is one of the
functions of e-payment. As a result of this thérermprevious researcher’s research challengesthso
challenges of the bank towards merchant acceptdineegap identified on this study also help to make
for a better decision making. Therefore the dethieview of the research would be briefly discdsse

findings.
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CHAPTER THREE:

3.0. RESEARCH METHODOLOGY

Ghauri & Gronhaug (2005) distinguishes among thresn classes of research design; exploratory,
descriptive and casual. In both descriptive andu@asesearch designs the problem is structured and
understood. When the research problem is badlyratatel an exploratory design is adequate. Therefore
this research could be classified as descriptivealee it was structured and well understood. The ke
characteristics of descriptive research were siractprecise rules and procedures (Ghauri & Groghau
2005).

3.1. RESEARCH APPROACH

Research approach is selected by researcher bagkd esearch purpose, the nature of the resdaech,
problem area, and research questions (Alhamefal. 2006). The research approach in this study is
chosen based on the purpose and the researchogpgestit out to be addressed. According to Creswell
(2003) there are three basic types of researclpappes, quantitative, qualitative, and mixed apghoa
Mixed research approach or pragmatist world viemoscommitted to any one system of philosophy and

reality. In this approach, inquirers draw liberdlgm both quantitative and qualitative assumptions

In order to achieve the objective of this study andwer the research questions researcher adogd mi
research approach to examine the Role and Impakteofhant Acceptance towards enhancing bank’s
profitability. Employing this approach is used teutralize or cancel the biases of applying any sihgle
approach and a means to offset the weaknessegimbiera single method with the strengths of theot
method (Creswell 2003). Mixed research approacm®pleor to multiple methods of data collection and
helps to generate the findings to a population dedelop a detailed view of the meaning of a

phenomenon or concept for individuals (CreswelQ30
3.2. RESEARCH DESIGN

Many good research projects combine both qualéativd quantitative research. For instance, devedopi
valid survey measures requires first a deep uraleasig of the concept to be measured and a désaript
of the way these ideas are expressed in everydayudae. Both of these are tasks best suited for
qualitative research. However, validating the meagarmally to make sure it can reliably capture th

intended concept would likely require quantitatiesearci{Yemane, Taro, 1967).

Considering the aforementioned benefit, the researintended to use both qualitative and quantiati

research approach with much emphasis on the |Qugalitative data gathered through, interview and
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focus group discussion, while the quantitative ddi@ined from a self-administered structured igale

likert questionnaires and through analyzing the paght years commission income data of the Bank.
3.3. POPULATION

The participant of the study would be from top lewenagers and merchant service officers working in
the bank and also merchants of the bank who deglape actively use POS terminals. From the total
number of 675 merchants, the researcher focusgdoonB29 merchants who are active as of June 30,
2014 and they processed at least one transactithmtime. Therefore this showed that 48.74%hef t
merchants have been active (EBSD report, 2014).

3.4. SAMPLE SIZE AND SAMPLING TECHNIQUES

As itis clearly stated in the above paragraphréisearcher focused on 329 active merchants. Sinees
difficult, time taking and costly to conduct a ceasurvey on all of the merchants, the researciee to
draw a representative sample that enables to makerglization. Sampling is the process of choosing,
from a much large population, a group about whidgehwio make generalized statements so that the
selected part represent the total group (Leedy9198ccordingly, in order to determine representti
sample size, the researcher used a statisticalufarahieveloped by Yemane, Taro (1967), where the
researcher would have 95% confidence level and ovitih 5% error term.

Therefore, using 329 total populations of the actimerchants the following sample would be drawn

using the formula.

1 + N(&

Where: n= sample size
N=Total population
e=the error term

SO, n_—.L
1+329(0.05)"2
n= 180.5 or 181

Based on the sample drawn, the researcher digdbtite questionnaire based on stratified random
sampling technique, where merchants were categbbiased on strata in to four categories which geelu
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Hotels, Galleries & Jewellery, Tour & Travel andpB8umarket. The researcher intended to use this
technigue because it enabled to bring the hetesmyenpopulation in to a group of homogeneous. In
order to distribute the questionnaire proportionakross the sampling frame, the researcher used

judgmental (purposive) sampling technique, asdistributed based on their values.

The following table represents the top 30 merchtrasthe Bank indentified as of June 30, 2014.

No. | Merchant Name/category | Sales Volumete gim
Hotel
1. Sheraton Addis Hot 218,284,831.2
2. Hilton Addis Hote 150,238,157.2
3. Raddison Blu Hoti 126,557,681.5
4, Intercontinental Hot: 42,186,455.5
5. Harmony Hote 41,573,279.9
6. Jupiter International Hot 29,161,395.8
7. Lexus Addis Hote(Capital Hotel & SPA) 18,900,395.6
8. Elili Hotel 9,705,293.5
9. Dreamliner Hote 9,110,023.7
10. Wasamar Hoti 7,635,969.5
11. Alemayehu Nigussie (Sario Mar 5,940,539.8
12. Friendship Business Grol 5,888,444.7
13. Bole Ambasador Hotel Apartme 5,865,968.1
14. Haimi Apartment Hote 5,767,162.1
15. Ghion Hotel Enterpris 5,246,925.6
16. Beer Garden INN PL 4,829,455.4
17. Regency Hott 4,828,369.4
18. Siyonat Hote 4,404,333.3
1¢. Monarch Hote 3,962,654.9
20. DAG Trading PLC (Nexus Hote 3,535,792.3
21. Reliance Hotel Appartment Pl 3,374,095.2
Galleries & Jewellery
22. Ethic-Tourist Trading Entel 7,169,450.0
23. St George Décor & Art Galle 4.501,806.0
24. Makush Art Galler 2,056,638.7
25. Teklu Desta Jewelle 1,395,458.3
Tour & Travel
26. Ethio National Tour and Trax 4.612,602.7
27. Falcon Trave 2,308,203.0
28. Grant Expres 1,658,751.1
Supermarket
29, Bambis Pl 9,183,453.1
30. Safeway Supermark 333,706.3
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The bank selected the top 30 merchants as of Jun203.4 were listed on the above table with their
values. Therefore by using this data the reseamsbatd proportionate the percentage for each cayego

out of the number of merchants. These were:

Hotel: 21/30*181 126.7 or 127
Galleries & Jewellen 4/30*181 24

Tour & Travel 3/30*181 18.1 0or 18
Supermarket: 2/30*181 12

From the listed four merchant category the hotdd lee highest percentage that was 127 questicemair
distributed, the next highest percentage would ladleBGes & Jewellery that was 24 questionnaire
distributed, the third highest was Tour and Trakat was 18 questionnaires distributed to Tour &vet
and 12 questionnaire distributed to the SupermarBgtthis the researcher believed that the regpofs

these 30 merchants represented the rest of tHeptgialation.

3.5. SOURCES AND TOOLS/INSTRUMENTS OF DATA COLLECTION

The researcher would use both primary and secorstanges of data to conduct the study. Accordingly,
the primary data obtained from the top level marggmerchant officers and from active merchants
selected based on statistical sampling techniqie Jecondary data also obtained from, company
manuals, records, Books, Journal articles, Wels sitel etc.

The researcher would also used data collectionuim&nts like interview to collect primary data fraop
level managers, focus group discussion to soletdpinion of merchant officers and a five scatert

type self-administered questionnaire to get th@iopiof merchants.

3.6. METHOD OF DATA ANALYSIS

Data analysis consists of examining, categorizialgulating, or otherwise recombining the evidernoe,
address the initial proposition of a study (Yin82R The researcher analyzed the data collectedighr
survey to statistical population concerning the mhd impact of merchant acceptance towards emtganci
banks profitability. The data collected via questiaires was analyzed with descriptive statistidgagus
statistical package for social scientists (SPSSiorr20). Furthermore, Wolcott (1994) cited in Grel
(2003), suggested that qualitative research isdmmhtally interpretative i.e. the researcher males
interpretation of the data. Thus, the data thdectdd from the interview and reviews of documemtse
interpreted qualitatively.

Therefore from the quantitative aspect of the studbscriptive statistics used to analyze the rekear

data where frequency tables, percentages, aritbtmmetan and standard deviation would be used.
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CHAPTER FOUR

4.0. DATA PRESENTATION, ANALYSIS AND INTERPRETATION

In the previous chapter, the overall methodologyictv was focused on research purpose, method af dat
collection and data analysis used in the studybkas presented. On the other hand this chapteznisss
the results and analysis of data collected thrayggstionnaire, interview, document analysis andioc
group discussion. Therefore this chapter organizefbllows. Section.4.1 presents the introductibtine
chapter and followed by the result and analysigugfstionnaire in section 4.2, Section 4.5, presetite
result obtained from interview, Section 4.6 presdrthe document analysis and the last sectiornipeect

4.7 presented the result obtained from focus gdisgussion.

4.1. INTRODUCTION

As it is discussed in the methodology part of siigly, data collected by using different technigwese
analyzed in this chapter. A total of 181 questidrasawere distributed to four top merchant grougsth
were Hotels, Galleries & Jewellery, Tour & TravedaSupermarket .Out of the total 181 questionnaires
156 or 86.2% useable questionnaires were obtalineidition to questionnaire, interview from manage
of EBSD, document analysis and focus group disonssiere examined. The questionnaires were
structured in close-ended type and responses tquisstions were measured on a five Likert ratirajesc
where: Strongly Agree (SA) = 1; Agree (A) = 2; Nali{N) = 3, Disagree (D) = 1, and Strongly Disagre
(SD) = 5. The use of likert scale is to make itieafor respondents to answer question in a simpalg

In order to analyze the research results, StalsRackage for the Social Sciences (SPSS) softisare
used. SPSS is a computer program used for statisti@alysis. SPSS fit with quantitative approacth an
survey strategy which were adopted in this rese@€8S has many features and properties which can
provide appropriate results, these results leaddinieve research purposes. The data collected via
qguestionnaires was analyzed with descriptive sizgiqusing statistical package for social sciestist
(SPSS). Furthermore, Wolcott (1994) cited in Crds\2003; pp. 184), suggested that qualitative
research is fundamentally interpretative i.e. #mearcher makes an interpretation of the data., Thes
data that was collected from the interview and $ogroup disscussion were interpreted qualitativety.
sum, the analysis of quantitative data and intéagioen of qualitative data combines to seek conmecg
among the results (Creswell, 2003).
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4.2. RESULTS AND ANALYSIS OF QUESTIONNAIRE

4.3. DEMOGRAPHIC INFORMATION OF THE RESPONDENTS
In this section, the demographic characteristicssaimple respondents were described. Basic
demographic variables: Gender, educational backghoworking experience, and also working

experience in the current position were summarizeoh the primary data to offer a high light to

readers on the general characteristics of the sapggulation.

Table 4.2.0:Summary of the respondents demographic profile

Gender Educational Current Experience
Background Position
Valid 156 156 156 150
N Missing 0 0 0 6
Mean 1.81 1.6600
Std. Deviation .683 .78433

Source: Survey, 2015

As it was depicted in table 4.2.0 all the respotslegplied fully with no missing values of theirmsmon
profile with the exception of the current workingperience i.e (gender, educational background and
current position). From the 156 respondents 6ardents omitted to put in their experience. Itvebd
that majority of the respondents appropriately rélae necessary data required by the researcher. Th
detail description for each summarized outcome ddnd depicted separately in the following table in

detail.

Table 4.2.1: Gender of the respondents

Frequency Percent | Valid Percent Cumulative
Percent
female 75 48.1 48.1 48.1
Valid  male 81 51.¢ 51.¢ 100.(
Total 15€ 100.( 100.(

Source: Survey, 2015

The above table showed from the 156 respondent#8vas female and 51.9% was female. The
difference in the respondent’s gender was not ak big but majority of the respondents were male.
Therefore it implied that the gender of the empésydrom the selected four merchant category i.e
(Hotels, Galleries & Jewellery, Tour & Travel andpgrmarket) were male. As a result of these miost o

the response were replied by male employee.
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Table 4.2.2: Educational Background of the Respondents

Frequency Percent Valid Percent Cumulative
Percent
Diploma 49 314 314 314
1st degree 93 59.6 59.6 91.0
Valid  above degree 9 5.8 5.8 96.8
Other 5 3.2 3.2 100.0
Total 156 100.0 100.0

Source: Survey, 2015

About educational background of the responderdislet 4.1.2, from 156 respondents, 59.6% have had
first degree, 31.4%have had diploma holder and 5.8% havehad above first degree 3.2% of the
respondents have had in other category. The rémrannderstand that majority of the respondentg hav
hadtheir first degree andit illustratedthat they were qualified for their job and thesamplerespondents

could understood the questions and the answermebtirom those were reliable.

Table 4.2.3: Current Position of the Respondents*

Regarding the current position of the respondemtéceptionists that were 32.1% or 50. This priqor
was covered the foremost of all the other fractbrespondents. The remaining percentages forttrer o
respondents were very far. It implied that majoait the questionnaire were filled by the recepgbso
that the data that the researcher got was trusiwbecause they had a daily interaction with thatpaf

sale terminal and also they could say more aba&updiint of sale terminal.

Table 4.2.4: Working experience of the Respondents

Frequency Percent | Valid Percent Cumulative
Percent

below five years 74 47.4 49.3 49.3
5-10 years 59 37.8 39.3 88.7

Valid 10-15 years 11 7.1 7.3 96.0
above 15 years 6 3.8 4.0 100.0
Total 150 96.2 100.0

Missing  System 6 3.8

Total 156 100.0

Source: Survey, 2015

* The table for the current position of the respotsiévery long so that it is appendix at the efhthe researcher paper.
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Regarding the respondents’ working experience it turrent position in the above table showed that
from156 respondents 47.4% were below five year mapees, 37.8 % were between 5 to 10 years
experiences, 7.1% were between 10 to 15 yearsierpes and 3.8% were above 15 years experience.
As a result depicted on the above table the researould concluded that majority of the responslent
were below five years and it means that that theikking experience that enabled to replied the tpres

that were raised because they were adequate umnidirsy about the POS operation and also the
responses were reliable.

4.4. SUMMARIZED DATA FOR EACH VARIABLES OF MEAN, ST ANDARD DEVIATION,
SKEWNESS & KURTOSIS

In this section, all issued that were raised inghestionnaire would be replied by the respondents
different extent of measurements, the degree osmement would be noted in each table. Therefore
all the five variables i.e Awareness, Access of R&@R8iinal, Support from the bank, Satisfaction with
bank service and customer bank relation and alsb issue that would elevate under each variables
would countered. The data would present in tabukamner.

4.5. ROLE OF THE BANK TOWARDS MERCAHNT ACCEPTANCE

Table 4. 4.1 “Al” :The bank makes and create awareness towardsingtjairchase through POS

Frequency | Percent | Valid Percent Cumulative
Percent
"Strongly Agree" 5 3.2 3.2 3.2
"Agree" 25 16.0 16.1 19.4
. "Neither Agree Nor Disagree' 11 7.1 7.1 26.5
vald "Disagree" 82 52.6 52.9 79.4
"Strongly Disagree" 32 20.5 20.6 100.0
Total 155 99.4 100.0
Missinc  Systen 1 .6
Total 156 100.0

Note: Response measuremerits,strongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015

Table 4.4.1 above showed that the degree to whispondents disagree to the statement saying “The
bank makes and create awareness towards initigimghase through POS”. Out of the total 156
respondents, 155 of them answered to the abovenstat. 52.6% of the respondents were disagree,
20.5% of them were strongly disagree, 16% of theenewagree 7.1% of them were neither agree nor
disagree and the remaining 3.2% of them were slyagyee to this specific statement. As indicated i
table 4.3.0 in the appendix the standard deviatias 1.068 which is greater than one and implietittiea
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data is spread out over a large range of valueshanieans there are varied options among respondents
regarding the variables measured. Therefore nipjofithe respondents contested that the bank makes

and create awareness towards initiating purchasedh POS.

Table 4.4.2. “A2":The bank provides continuous training on POS teamperation to bring
operational efficiency

Frequency | Percent | Valid Percent Cumulative
Percer
"Agree" 3E 224 224 224
"Neither Agree Nor Disagre 7 4.t 4.5 26.¢
Valid  "Disagree 81 51.¢ 51.¢ 78.¢
"Strongly Disagree 33 21z 21z 100.(
Total 15€ 100.( 100.(

Note: Response measuremenrtsstrongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015

With respect to the statement saying “The bankiges/continuous training on POS terminal operation
to bring operational efficiency”. Out of the totalspondents all provided answer to the aboverstate
and out of which 51.9% of the respondents disagraed 21.2% were strongly disagreed the remaining
26.4% of the respondents were agree and neitheedgror disagreed respectively. Therefore the tresul
showed that the bank didn't give a regular trainindring operational efficiency on POS terminas A
depicted in table 4.3.0 in the appendix the stahdawiation 1.04 which had a value greater thanammke
inferring that the data points reached out oveargd range of values which means there are varied

options among respondents regarding the variabéesuaned.

Table 4.4.3 "APOS 1"We get POS terminal on time

Frequency Percent Valid Percent Cumulative
Percent
"Strongly Agree" 4 2.6 2.6 2.6
"Agree" 19 12.2 12.4 15.0
. "Neither Agree Nor Disagree’ 9 5.8 5.9 20.9
vald "Disagree" 76 48.7 49.7 70.6
"Strongly Disagree" 45 28.8 29.4 100.0
Total 153 98.1 100.0
Missinc Systen 3 1.9
Total 156 100.0

Note: Response measurementsstrongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015
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Table 4.4.3 depicted the degree to which respordaisagree to the statement saying “We get POS
terminal on time” out of the total of 156 respontderi53 of them answered to the above statement.”
48.7% and 28.8% of the respondent were disagregdtanngly disagreed for this particular statement.
The other proportion of the respondents were rdplie 12.2%, 5.8% and 2.6% were by agree, neither
agree nor disagree and strongly agree respondesgsatively. Referring table 4.3.0 in the apperlix
standard deviation was calculated at 1.041 whichrésater than one and implied that the data was
extended out over a large range of values whichnemdlaere were varied options among respondents
regarding this variable measured. Therefore theas & disagreement by the respondents that getting
POS on time was very hard. For that reason dashtenhant service section took this remark in to
consideration because it could be one of the cafmeshe termination or shifting of the signed

merchants to the other player even after signinb thie dashen bank.

Table 4.4.4 “APOS 2”"We get additional POS terminal on time if we need

Frequency | Percent Valid Percent Cumulative
Percent
"Strongly Agree" 4 2.6 2.6 2.6
"Agree" 23 14.7 151 17.8
. "Neither Agree Nor Disagree’ 17 10.9 11.2 28.9
vald "Disagree" 84 53.8 55.3 84.2
"Strongly Disagree" 24 154 15.8 100.0
Total 152 97.4 100.0
Missinc  Systen 4 2.6
Total 156 100.0

Note: Response measuremerits strongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree

Source: Survey, 2015

Table 4.4.4 summarized the frequency distributiboveng respondents level of disagreement to the
statement saying “We get additional POS termindimme if we need”. Out of the total 156 respondgnts
152 of them answered to the above statement andf extiich 53.8% of the respondents disagree, 15.4%
was strongly disagree, 14.7% was agree and theimeamal0.9% and 2.6% was neither agree nor
disagree and strongly agree. Referring to tab804in the appendix the standard deviation was
calculated as 1.003 which is greater than one andied that the data was extended out over a large
range of values which means there were varied idec@mong respondents regarding this variable
measured. The above mentioned data indicatedyéitihg additional point of sale terminal at thaei
you need is impossible. Therefore this particidEtement also maintained the idea of the above
statement in table 4.3.3., and not getting additid®OS terminal on time could be one factor for the
declining of active merchants.
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Table 4.4.5 "APOS 3"The bank provides an immediate replacement foruhygdfonal POS terminal

Frequenc Percer Valid Percer | Cumulative Perce

"Strongly Agree 6 3.8 3.¢ 3.
"Agree" 20 12.¢ 12.¢ 16.¢
"Neither Agree Nor Disagre 11 7.1 7.1 23.¢

Valid
"Disagree 77 49.4 49.7 73.5
"Strongly Disagree 41 26.2 26.5 100.(
Total 15¢ 99.4 100.(

Missing  System 1 .6

Total 15€ 100.(

Note: Response measuremerits strongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015

Table 4.4.5 above showed the degree to which refgme disagree to the statement saying “The bank
provides an immediate replacement for dysfunctié?@al terminal”. Out of the total 156 respondents,

155 of them answered to the above statement. 48f4fte respondents disagree, 26.3% was strongly
disagree, 12.8% was agree and the remaining 7.1%8.886 was neither agree nor disagree and strongly
agree. As indicated in table 4.3.0 in the appetitixstandard deviation was 1.084 which is grethtan

one and implied that the data is spread out oMarge range of values which means there are varied
options among respondents regarding the variabkessared. Therefore majority of the respondents

contested that the bank provides an immediategeplant for dysfunctional point of sale terminal.

Table 4.4.6 “APOS 4" The bank regularly updates the application of P@&inal

Frequency Percent Valid Percent Cumulative
Percer

"Strongly Agree 9 5.8 6.C 6.C
"Agree" 92 59.C 61.2 67.%

Valid "Neither Agree Nor Disagre 13 8.3 8.7 76.C
"Disagree 36 23.1 24.C 100.(
Total 15C 96.2 100.(

Missing  System 6 3.8

Total 15€ 100.(

Note: Response measurementsstrongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015

With respect to the statement saying “The bankleetyuwupdates the application of POS terminal” ©tit
59% and 5.8% of the

respondents expressed their level of agreemert%28f them disagree and 8.3% of them were neither

the total 156 respondents, 150 of them answerethéoabove statement.

agree nor disagree. As portrayed in table 4r8the appendix the standard deviation is @WBkh had a

value less than one and inferring that the datatpdiended to be very close to the mean i.e 2.51.
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Therefore, the result showed on this table almé<£% of the respondents have the same opinionisn th
particular variable measured i.e agreed which mahas the result is encouraging for the bank to
continue a regular updating of POS terminal.

Table 4.4.7 “ SP 1"The Contact person of the bank are always willmgelp me

Frequency Percent Valid Percent Cumulative
Percent
"Strongly Agree" 9 5.8 5.8 5.8
"Agree"” 19 12.2 12.2 17.9
_ "Neither Agree Nor Disagree 10 6.4 6.4 24.4
vald "Disagree" 86 55.1 55.1 79.5
"Strongly Disagree” 32 205 205 100.0}
Total 156 100.0 100.0

Note: Response measuremerits strongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015

With respect to the statement saying “The contacsgn of the bank are always willing to help mdf’, a
respondents i.e. 156 of them answered to the aftatement and out of which 55.1% of the respondents
disagreed, 20.5% of the respondents were stronggreed, 12.2% of the respondents were agree, 5.8%
of the respondents were strongly agree and theimamas.4% of the respondents were neither agree no
disagree to such specific variable on motivatiothefcontact person about support. As portrayedtte
4.3.0 in the appendix the standard deviation i99vthich had a value greater than one and inferriagy th
the data is spread out over a large range of vahl@sh means there are varied options among
respondents regarding the variables measured. fbheremajority of the respondents opposed with
regard to the idea that the contact people of #rklare always willing to help me. This result Icoloe

one of the major parts of the merchant’s difficulty

Table 4.4.8 “SP 2"We get an immediate support from the contact peo$dine bank by the time we
need their help

Frequency Percent Valid Percent Cumulative
Percent
"Strongly Agree" 9 5.8 5.8 5.8
"Agree"” 20 12.8 12.8 18.6
"Neither Agree Nor Disagree 9 5.8 5.8 24.4
Valid

"Disagree" 90 57.7 57.7 82.1
"Strongly Disagree" 28 17.9 17.9 100.0}
Total 156 100.0 100.0

Note: Response measuremerits strongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015
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With respect to the statement saying “We get anddiate support from the contact person of the bank
by the time we need their help”, all respondemtsi56 of them answered to the above statemenband

of which 57.7% of them disagreed, 17.9% of therorgjly disagreed, 12.8% of the them agree, 5.8% of
them strongly agree and also with the same pergerita 5.8% of the respondents were neither agree n
disagree to such specific variable on getting wied support from the contact person of the banthb
time we need their help. As it showed the highestgntage covered by the disagreed responderitior t
particular statements, which means that the dasteznhants not getting support in need of attentian.
portrayed in table 4.3.0 in the appendix the stehdaviation is 1.08Which had a value greater than one
and inferring that the data was spread out oveargel range of values which means there are varied

options among respondents regarding the variabéesuaned.

Table 4.4.9 “SP 3"The bank provides stationery materials like recefitpaper on time for POS operation

Frequency Percent Valid Percent Cumulative
Percent

"Strongly Agree" 30 19.2 19.7 19.7
"Agree" 94 60.3 61.8 81.6

Valid "Disagree" 26 16.7 17.1 98.7
"Strongly Disagree" 2 1.3 1.3 100.0
Total 152 97.4 100.0

Missing ~ System 4 2.6

Total 156 100.0

Note: Response measuremerits strongly agree 2 - Agree, 3 - Neutral, 4 - Disagree ands - strongly disagree

Source: Survey, 2015

With respect to the statement saying “The bank igesvstationery materials like receipt roll papar o
time for POS operation” Out of the total 156 regpemts, 152 of them answered to the above statement
and out of which 60.3% of the respondents expretiseid level of agreement, 19.2% of them were
strongly agreed, 16.7% of the respondents wergieaand the remaining 1.3% of the respondents were
strongly disagree to the availability of POS retep time. Therefore the acquired result would
indicated that dashen bank keep on the pace teeddlie POS receipt. As portrayed in table 4.3.tha
appendix the standard deviation is .986 which hadlae less than one and inferring that the dabatpo
tended to be very close to the mean i.e 2.18. €fbey, majority of the respondents have had theesam
opinion on this specific variable.
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Table 4.4.10 “SAT 1"We are satisfied with the banks merchant servicutgh the weekend, holidays
and after working hours

Frequency Percent Valid Percent Cumulative
Percer
"Strongly Agree 5 3.2 3.2 3.2
"Agree" 22 14.1 14.1 17.2
"Neither Agree Nor Disagre 4 2.€ 2.€ 19.¢
Valid

"Disagree 81 51.¢ 51.¢ 71.¢
"Strongly Disagree 44 28.2 28.2 100.(
Total 15€ 100.( 100.(

Note: Response measuremerits strongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015

Table 4.4.10 depicted the extent to which respotsdéisagree to the statement saying “We are sadisfi
with banks merchant service through the weekenlkildys and after working hours”. Out of the totél o
156 respondents, all provided answer to the abtatersent and out of which 51.9% of them disagreed,
28.2% of them strongly disagreed, 14.1% of thermevegree and the remaining insignificance percentage
were by strongly agree and neither agree nor digage 3.2% and 2.6% respectively to such specific
variable on fulfillment with the banks merchantvéeg though the weekend, holidays and after working
hours. For that reason, the bank merchant sertiaewas indicating in the above statement can be
considered as one factor for the merchant disaatish. As portrayed in table 4.3.0 in the appenidée
standard deviation is 1.074 which had a value grethan one and inferring that the data is spredd o
over a large range of values which means therevaried options among respondents regarding the
variables measured.

Table 4.4.11 “"SAT 2”: POS terminal is working properly at all hours amgsl

Frequency | Percent Valid Percent Cumulative
Percent
"Strongly Agree" 3 1.9 1.9 1.9
"Agree" 18 115 11.7 13.6
_ "Neither Agree Nor Disagree' 19 12.2 12.3 26.0
vald "Disagree" 73 46.8 47.4 73.4
"Strongly Disagree" 41 26.3 26.6 100.0
Total 154 98.7 100.0
Missing  System 2 1.3
Total 15€ 100.(

Note: Response measuremerits strongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015
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As it was showed in table 4.4.11 the extent to Whigspondents disagree to the statement saying “POS
terminal is working properly at all hours and day®ut of the total of 156 respondents, 154 of them
answered to the above statement and out of whicB%@f them disagreed and the next highest
percentage of the i.e 26.3% of the respondents weomgly disagree to such particular variable on
functioning of POS at all hours and days. The iamg 12.2%, 11.5%and 1.9% of the respondents were
neither agree nor disagree, agree and stronglyeagspectively. For that reason, the bank merchant
service that was indicating in the above statencamt be considered as one aspect for the merchant
dissatisfaction. As portrayed in table 4.3.0 in #ppendix the standard deviation is 1.008 which d&ad
value greater than one and inferring that the daspread out over a large range of values whicanse

there are varied options among respondents reggticknvariables measured.

Table 4.4.12 “SAT 3”: We are confident enough with the banks merchantces

Frequency | Percent Valid Percent Cumulative
Percer

"Strongly Agree 10 6.4 6.5 6.5
"Agree" 92 59.C 59.£ 65.¢

Valid "Neither Agree Nor Disagre 25 16.C 16.1 81.¢
"Disagree 28 17.¢ 18.1 100.(
Total 15¢ 99.4 100.(

Missing  System 1 .6

Total 156 100.0

Note: Response measurementsstrongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015

As it was showed in table 4.4.12 the extent to Whigspondents agree to the statement saying “We are
confident enough with banks merchant services” Gfuthe total of 156 respondents, 155 of them
answered to the above statement and out of whiéh &them agreed, 17.9% of them disagree, 16% of
them neither agree nor disagree and 6.4% of them w&ongly agree to this particular variable on
adequate confidence on banks merchant services. hifjimnest percentage for this particular statement
replied by the agreed respondents. Thereforer#ésalt could be a success factor for the dashen e-
banking. As portrayed in table 4.3.0 in the appettioé standard deviation is .862 which had a vidas

than one and inferring that the data points teriddxk very close to the mean i.e 2.46.
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Table 4.4.13 “ SAT 4":The merchant services of the bank are competerdrapared to other players
in the industry

Frequency | Percent Valid Percent Cumulative
Percer

"Strongly Agree 36 23.1 23.4 23.¢
"Agree" 89 57.1 57.¢ 81.2
"Neither Agree Nor Disagre 4 2.6 2.€ 83.¢

Valid
"Disagree 23 147 14.¢ 98.7
"Strongly Disagree 2 1.3 1.3 100.(
Total 154 98.7 100.(

Missing  System 2 1.3

Total 156 100.0

Note: Response measurementsstrongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015

Table 4.4.13 above showed that the extent to whisipondents agree to the statement saying “The
merchant services of the bank are competent asamaahpgo other players in the industry”. Out of the
total of 156 respondents 154 of them answered doatiove statement. 57.1% of the total respondents
were agreed, 23.1% were strongly agreed, 14.7%eofdspondents were disagree, the remaining small
part would replied by the neither agree nor disagmed strongly disagree respondents i.e 2.6% &% 1.
respectively for this specific variable. Higher weé such as agreed and strongly agreed were
concentrated around the mean value denoting tket thas strong consensus by the respondents éhat th
merchant services of the bank are competent as ar@thto other participant. Therefore the result
obtained from the above table could acknowledgeheymajority of the respondents. As indicated in
table 4.3.0 in the appendix the standard deviatias .982 which was less than one and implied tiet t
data points tended to be very close to the mean2iE8 and there was general consensus by the
respondents for this specific variable under caarsition.
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Table 4.4.14 “SAT 5”: We have much trust on the bank when conductingheritiansactions

Frequency Percent Valid Percent Cumulative
Percent

"Agree"” 30 19.2 195 195
"Neither Agree Nor Disagree' 15 9.6 9.7 29.2

Valid "Disagree" 71 455 46.1 75.3
"Strongly Disagree" 38 24.4 24.7 100.0
Total 154 98.7 100.0

Missinc Systen 2 1.3

Total 156 100.0

Note: Response measuremerits,strongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015

With respect to the statement saying “We have miumakt on the bank when conducting online
transactions”, Out of the total of 156 responddrig of them answered to the above statement and in
which expressed their level of disagreement oféispondents were 45.5% and 24.4% respectivelyen th
idea of trust on the other hand 19.2% of the redpots were agree and 9.6% were neither agree nor
disagree on such specific variable i.e conductinine transaction. Therefore, almost 70% of the
respondents were uncertain on conducting on onilargsaction and these uncertainty might cause the
merchants discouraged to transact online evenifitleel arise. As indicated in table 4.3.0 in thesagjx

the standard deviation was 1.036 which had a vgteater than one and inferring that the data was

spread out over a large range of values which mibeme are varied options among respondents.

Table 44.1£“CBR 1" :We are always happy with the service charge impbgdatie bank

Frequency Percent Valid Percent Cumulative
Percent
"Strongly Agree" 8 5.1 5.1 5.1
"Agree" 22 14.1 14.1 19.2
) "Neither Agree Nor Disagree 20 12.8 12.8 321
vald "Disagree" 85 54.5 54.5 86.5
"Strongly Disagree” 21 135 135 100.0}
Total 156 100.0 100.0

Note: Response measuremerits,strongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015

As it was showed in table 4.4.15 respondents disafgr the statement saying “We are always hapgy wit
the service charge imposed by the bank”. Out otaked of 156 respondents, all provided answehéo t
above statement and out of which 54.5% of the medgpats disagreed, 13.5% were strongly disagree,
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14% of them were agree, 12.8% were neither agreedisagree and 5.1% of the respondents were
strongly agree to such particular variable on sergharge imposed by the bank. The result impled f
this specific variable indicated that merchantsengiscontented on the service charge imposed by the
bank. As portrayed in table 4.3.0 in the appenti standard deviation is 1.054 which had a value
greater than one and inferring that the data ieapout over a large range of values which mease th

are varied options among respondents regardingattigbles measured.

Table 4.4.16 “CBR 2":The bank always encourages us to give our coniplaeegarding the merchants services

Frequency Percent Valid Percent Cumulative
Percent
"Strongly Agree" 5 3.2 3.2 3.2
"Agree” 24 154 15.6 18.8
. "Neither Agree Nor Disagree’ 23 14.7 14.9 33.8
vald "Disagree" 76 48.7 49.4 83.1
"Strongly Disagree" 26 16.7 16.9 100.0]
Total 154 98.7 100.0
Missing  System 2 1.3
Total 15€ 100.(

Note: Response measuremerits strongly agree 2 - Agree, 3 - Neutral, 4 - Disagree ands - strongly disagree

Source: Survey, 2015

The data stipulated in the above table 4.4.16 stialwe extent to which respondents disagreed to the
statement saying “the bank always encourages ugivi® our complaints regarding the merchant
services”. Out of the total of 156 respondents, @bdhem replied to the above statement and out of
which 48.7% of the respondents were disagreed dostatement and 16.7% of the respondents were
strongly disagreed. The remaining 33% of them \gé&m@ngly agree, agree and neither agree nor disagre
respondents. Higher values such as disagreed mmtjist disagreed were concentrated around the mean
value denoting that there was strong dissimilabigythe respondents for this specific variable he t
bank promotes the complaints regarding the merctemvices. In aggregate 65.4% were disagreed and
strongly disagreed which means that the higheregluere concentrated to the mean value i.e.3.61.
Referring to table 4.3.0 in the appendix, the stadidieviation 1.044 was greater than one and inferr
that the data was spread out over a large rangaloés which means there are varied options among
respondents. Higher values such as disagreedmmg)ly disagreed were concentrated around the mean
value denoting that there was strong dissimilaoyythe respondents for this specific variable he t

bank promotes the complaints regarding the mercdemtces.
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Table 44.17“CBR 3" :The bank openly discusses and tries to solve dispuhen they arise

Frequency | Percent Valid Percent Cumulative Percent
"Strongly Agree" 8 51 5.3 5.3
"Agree” 27 17.3 17.8 23.0
_ "Neither Agree Nor Disagree' 20 12.8 13.2 36.2
vald "Disagree" 78 50.0 51.3 87.5
"Strongly Disagree" 19 12.2 12.5 100.0
Total 152 97.4 100.0
Missinc ~ Systen 4 2.6
Total 156 100.0

Note: Response measurementsstrongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015

The data stipulated in the above table showed ¢igeeg to which respondents disagree to the statemen
saying “The bank openly discusses and tries toesdisputes when they arise”. Out of the total & 15
respondents, 152 of them replied to the aboverst@ateand out of which 50% of the respondents were
disagreed to the statement, 12.2% of the respomndeete strongly disagreed, 12.8% of them were
neutral and the rest was agreed to the stateneeh?i3% agree and 5.1% strongly agree. Majorithef
respondents disagreed for this particular statenasna result of this the consequence indicatetthiea
merchants would like to openly discuss and solgputes whenever occurred. In aggregate 62.2% were
disagreed and strongly disagreed which means thhehvalues were concentrated to the mean value
i.e. 3.48. Referring to table 4.3.0 in the appentig standard deviation was calculated at 1.086wik
greater than one and inferring that the data wasaspout over a large range of values which means

there are varied options among respondents.

Table 4.4.18 “CBR 4”: We prefer the customer to pay us via cash thath car

Frequency | Percent Valid Percent Cumulative Percent
"Strongly Agree" 66 42.3 43.1 43.1
"Agree” 61 39.1 39.9 83.0
_ "Neither Agree Nor Disagree' 11 7.1 7.2 90.2
vald "Disagree" 12 7.7 7.8 98.0
"Strongly Disagree" 3 19 2.0 100.0
Total 153 98.1 100.0
Missinc Systen 3 1.9
Total 156 100.0

Note: Response measuremerits,strongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015
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The data stipulated in the above table showed ttimtextent to which respondents agreed to the
statement saying “We prefer the customer to payiascash than card”. Out of the total of 156
respondents, 153 of them replied to the aboveratateand out of which 42.3% of the respondents were
strongly agreed to the statement and 39.1% ofékpandents were agreed. The remaining 16.7% of
them were disagreed; neither agreed nor disagmeddteongly agreed respondents. In aggregate 81.4%
were agreed and strongly agreed which means thdtigiher values were concentrated to the mean value
i.e.1.86. The achieved result could be an indiciinthe declining on the value of the card tratisac
Referring to table 4.3.0 in the appendix, the statidieviation was calculated at .99 which was tleas

one and implied that the data points tended todpg ®lose to the mean i.e. 1.86 and there was gener
consensus by the respondents for this specifiabkriunder consideration. Higher values such asedgr
and strongly agreed were concentrated around tla® weue denoting that there was strong consensus
by the respondents that the merchants favorsdhzy in cash rather than card.

Table 4.4.19 “CBR 5": The Bank settles both the domestic and internditicaral transactions on time

Frequency Percent Valid Percent Cumulative
Percer

"Strongly Agree 12 7.7 7.8 7.8
"Agree" 11 7.1 7.1 14.¢
"Neither Agree Nor Disagre 21 13.F 13.€ 28.€

Valid
"Disagree 91 58.2 59.1 87.1
"Strongly Disagree 18 12.2 12.2 100.(
Total 154 98.7 100.(

Missing System 2 1.3

Total 15€ 100.(

Note: Response measuremerits strongly agree 2 - Agree, 3 - Neutral, 4 - Disagree ands - strongly disagree

Source: Survey, 2015

As it was showed in table 4.4.19 respondents dégatyr the statement saying “The bank settles lnath t
domestic and international card transactions or’tir@ut of the total of 156 respondents, 154 ofithe
answered to the above statement and out of whicBPG®f them disagreed. The rest 13.5%, 12.2%,
7.7% and 7.1% of the respondents were neither agredisagree, strongly disagree, strongly agrek an
agree respectively to such particular variable ettiesnent date for both domestic and internaticaatl
transaction. Majority of the respondent showedrtbkjection on this particular statement. For tieaison
the settlement date was one factor for the merdhabimade bad customer bank relatida.portrayed in
table 4.3.0 in the appendix the standard deviatvas 1.05 which had a value greater than one and
inferring that the data is spread out over a laegge of values which means there were varied ogptio
among respondents regarding the variables measured.
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Table 4.4.20 “CBR 6”: The bank values and uses our feedback to imprevaerchant services.

Frequency Percent Valid Percent Cumulative Percent
"Strongly Agree" 8 5.1 5.1 5.1
"Agree" 23 14.7 14.7 19.9
_ "Neither Agree Nor Disagree 21 135 135 33.3
vald "Disagree" 87 55.8 55.8 89.1
"Strongly Disagree" 17 10.9 10.9 100.0
Total 156 100.0 100.0

Note: Response measuremerits,strongly agree 2 - Agree, 3 - Neutral, 4 - Disagree and5 - strongly disagree
Source: Survey, 2015

Table 4.4.20 depicted the degree to which respdadbsagree to the statement saying “The bank galue
and uses our feedback to improve its merchant csti Out of the total respondents all provided
answer to the above statement and out of which%s5a81d 10.9% of the respondents were disagree and
strongly disagree respectively, the remaining 14.X%65% and 5.1% of them were agree, neither agree
nor disagree and strongly agree respondents deshgre this specific variable. The result showeat th
the bank not give values and values of merchaibfaek to improve its merchant services. Referting
table 4.3.0 in the appendix, the standard deviatiaa calculated at 1.038 which was greater than one
and implied that the data was extended out ovargelrange of values which means there were varied
options among respondents regarding this spedfi@ble considered.

4.6. RESULTS FROM THE INTERVIEW CONDUCTED WITH EBSD MANAGER

4.6.1. The Role of Merchant Acceptance for Bank’s ifitability

Both the merchant and bank have their own rolee fidie from the merchant side was the merchant
should give service via card. However, some custermtill not willing to execute via POS. on thaet
hand the role of the bank would be keeping the gemas what it was promising in the agreement
provided unconditional service to the merchantshe Tbank also should be willing to fulfill the
requirements from the merchant side. These arwediely the POS terminal ontime, visiting the
merchants on regular basis, giving a regular falhing or refresher training accordingly on therchant
interest, updating the POS terminal application mever the existing application was outdated,
supporting every day and every time i.e 24/7 arpblems that were related with the POS terminal,
giving additional services whenever the need arigesse are a temporary solution at the time th& PO
terminal was not working i.e online service and mh@uthorization. In addition to these any enquiry

from the merchants should serve according to tleeamnd procedures of the bank. Therefore because o
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all these mentioned responsibilities the bank’® ks superior than the merchants and as a rdsult o
these to be profitable with regard to merchant ptecee the bank should outshine than the otheeplay

by delivering excellence service. To sum up the BEBBanger emphasis here also card selling and
merchant acquisition must go hand in hand. In Empord there was no merchant acceptance

profitability concept without card productivity.
4.6.2. The Impact of Merchant Acceptance for BankBrofitability

In the card accepting industry merchant acceptaauk play crucial role for banks profitability. aBhen
bank also categorized from this industry. Througgrchant acceptance the bank could create unbanked
society and also attract a new merchant or catehattention of potential merchants from the other

players. Therefore the two significance of aceeptnerchants for the bank’s profitability were:

* Merchant Retention and

* Increase efficiency

Merchant Retention

While a modest economic recovery appears to beraageamong merchants, merchant attrition remains
a concern for many companies in the acquiring imglu&ffective merchant retention strategies anst be

practices are an important and cost - effectivéttbminimize attrition and stabilize portfolios.

Differentiating the company and its offerings frarompetitors was also an effective way to create
customer loyalty. In this competitive industry] abmpetitors experienced the signing of low or
unprofitable merchants. Since the intention wag fosattract new merchants or just increasing the
number of merchants. Therefore reviewing the natidata to find out which merchants are worth to

encounter in the bank portfolio.

Bear in mind it was achievable that to retain tkisted potential merchants and attracting new naartsh
from the other player via excellent services swtdaivering user friendly technology, service angbed
ahead of other player in the market i.e new prodietelopment and updated application on POS
terminal . However if dashen couldn’t deliver theservices to their merchants, the merchants would
shift to the other player. Therefore, behind diiftthese potential merchants to the other playéss,
impact would be observed in the bank’s profitapilitin short it means that the declined in the tmank
profit would be undeniably.

While competitors were emerged in payment card strigumerchant retention was not unproblematic.

Every participant was a principal member of VISADaWiC. Excluding this dashen bank was exclusive
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member of CUP and AMEX cards. The coming sevensydashen bank will be special member of
AMEX for both issuing as well as acquisition of @ar This could build the merchants confidence in

such a way that dashen bank was pioneer for entgimgitovative services in the payment card industry.

Increase Efficiency

Increasing efficiency is not merely a question oind more work in less time; it is also a questain
meeting the stated goal. There is no single comethod for improving efficiency, and a combinatiaf
strategies might be needed. Varied factors cdoenfe the competency of the business. In case of
dashen bank the two basic dependencies were ihtendaexternal dependency. These dependencies
were shadowing over the day to day activities efllank which negatively affects the performance on
POS purchase and card issuing activities. The digpenes are getting more and more complex as the
POS network coverage is expanding through time.BBSD Manager tried to show the major problems

stated hereunder substantiated with relevant datagport the statements.
EXTERNAL DEPENDENCIES

Network Problem from Ethio Telecom.

Previously the bank used a poor dial up connedtiothe POS terminal, but the bank currently use tw
types of connectivity for the POS i.e. one is AD@Isymmetric Digital Subscriber Line) type and the
other is GPRS (General Packet Radio Service). ialonnectivity has been found ineffective duehto t
overall poor network signal in the Country. In thest, efforts have been made but for no avail fyap
dial up connectivity to the POS as an option dufaiture in ADSL and GPRS connectivity. In effect,
the ADSL connectivity has been found more effectivel is being applied to all dashen POS terminal

with its own limitation.

The existing way out mechanism the bank followimgamehow a fire fighting approach in which dashen
makes its cases registered and Ethio Telecom rdsptmnthe registered cases. The response time is
predominantly determined by the speed of the SerRiovider whether it takes short or long period of
time. In such aspect, Dashen Bank is working ufideralternative solution” scenario except making
close follow-up of cases under normal scenarios eschlating cases to higher body under worst
scenarios. Though this has an encouraging apprratifurther to be strengthened in the future, kb

should look also into other alternatives to enhaheeservice delivery standard of Ethio-Telecom.
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INTERNAL DEPENDENCIES

There were various internal problems which hampleesday to day operational activities of the POS

operation. Some of the major factors were the ¥ahg:

+ Interruption of Business Process Flow

Due to various internal factors, there has beearrinption of process flow which affects customer
satisfaction at various levels. The predominantofacwhich commonly impede the normal activitied an
highly contribute to the decline in performance ever

o Card printing machine problem: This problem wasrttan issue for delay in card production process
which erodes the credibility to the customers amthér affects the overall transaction performance
of dashen acquiring channels. Such problem hadnsitive impact on card issuing, distribution and

activation of cards.

o Offline Transactions: Such scenario had a defaraffert on the image of the Bank and discourages
cardholders from using dashen terminals. ThougHrdwiency of offline transaction was decreasing

through time, customers experiencing such scen@éale on to shift to other alternatives.

« Lack of dynamism in decision making

As a result of the bureaucratic way of decision imgkesulting from the current make up of the basin
process flow, activities which requires immediatzidion takes longer period of time than expected
which in turn impacts the overall business in gaheks there was a high dependency and interactions
with other work units, the overall dynamism of thecision making is well reflected on the perforneanc
of the Department as business was slipping outeaslock ticks away due to poor decision making.

« Lack of ownership of the electronic payment busirgs

Though there is a growing trend towards owningédleztronic payment business at Area Banks, there
was still much work to do to bring change at a elisible level. Area Banks should exert extensieref

to take care of problems which can be handled withéir scope. They should be willing to act 247 t
solve problems that can be addressed within tleeintdary. Specially, much work has to be done tosvard
ownership of merchant related activities. To mengome of the issues that requires attention taree

the ownership level at Area Banks are:
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o Enhancing Area Banks participation on merchantvatiin, merchant signing as well as card

issuing and activation.

o Lack of minor troubleshooting knowledge to provfist line and immediate support that can be

handled by the Area Banks themselves.

« Developing policy procedure for POS deployment/redgdoyment

A comprehensive policy document should be prepatddh can serve as a guide line to administer POS
terminals so that appropriate actions should bertato enhance marketability and performance.

Accordingly, some of the areas that should be assgseriodically are:

0 Redeployment of POS terminals to other marketaiuations

0 Replacing outdated POS by new ones and by moderpize.

o Evaluating the marketability of all the terminalsdaakes appropriate actions on those requiring
action. This includes like acquiring additionafnbénal or redeploying the same brand POS

terminal with additional facilities.

While merchant retaining and increasing efficiem@re the fundamental factor of merchant acceptance
for enhancing bank’s profitability. However the kamot satisfying the merchant need the merchants
would swing to other competitors. After that thepamat on profit would be observed easily. As a tesil

these some of the major impacts on the bank’statufity would mention underneath.

o Decreasing commission ( it has a direct impacterbianks profitability)
» The POS purchase commission that the bank woulftagatthe POS transaction
o Decrease in bank’s deposit mobilization
» Mobilization of deposit for a bank is an essenéisloxygen for human being, (Deb, k.
1988). Deposit mobilization is one of the maindiions of banking business and so an
important source of working fund for the bank.islthe collection of cash or funds by a
financial institution from the public through itsurcent, saving, fixed and other
specialized schemes. Since deposit are normatigidered as a cost effective source of
working fund, the bank’s ability to lend more aslivas its success greatly lies on its
deposit mobilization.
o Decreasing Foreign currency for country economy
» The bank loses foreign currency that would get ftbenpotential merchants.

o Decreasing the banks customer base (resource base)
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» If one of the potential merchant shifts to otheayglr in the industry, the impact for
dashen would be the total number of merchant fimenbiank’s profile diminished as the

same time the bank would lose this merchant.

Though the researcher finalized the question amvanwith the EBSD manager, the supplementary
explanation towards the impact of commission onbttiek’s profitability would be mentioned in the hex
section i.e on trend analysis. This section dennatest graphically both international and local POS

purchase value as well as the percentage growth.
4.7. TREND ON POINT OF SALE TERMINAL

Dashen Bank has made a paradigm shift towards ahgamodernization through introducing modern
payment card services for the first time in thetdmis of Ethiopia. Such pioneering role has made the
Bank to play a leading role in the payment cardustd/ for the past several years in spite of adl th

internal and external hurdles facing up throughetim

Recent performance on payment card activities h&wessed a decline in performance as compared to
the preceding years’' even if there was a contirne®ase in the acquiring network coverage and the

number of cards issued to customers through time.

The underneath table and graph would representedpéist eight years trend with respect to the
corresponding activities on POS terminal at mertHanation. The researcher took the value of
transaction and percentage growth rate as a majformance indicator. Therefore this sectiondttie

assess the past eight year's POS terminal actvitieaddition showed what would the impact on the

banks profitability.
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Table: 4.6.0.Summary of POS commission for the bank’s profiiat

POS Commission %age

Year Total Income | International POS Local Pos International Local
purchase Purchase POS POS

2006/0° 484,754,00 39,991,699.7* 408.6%* 8.2t
2007/0¢ 669,828,00 86,602,672.4 376,466.6 12.9: 0.0¢
2008/0¢ 755,571,00 174,018,208.C 1,060,442.3 23.0¢ 0.14
2009/1( 964,330,00 398,426,102.C 1,736,876.0 41.3: 0.1¢
2010/1: 1,282,190,00 569,729,591.C 5,288,459.0 44 4% 0.41
2011/1: 1,725,355,00 775,063,856.€ 3,777,892.0 44 .9: 0.22
2012/1: 1,816,790,00 837,131,849.€ 3,076,329.1 46.0¢ 0.17
2013/1« 2,144,995,00 902,083,227.2 2,097,612.3 42.0¢ 0.1C

Note: *out of the total revenue for the year 2006/07 thisch amount of international POS purchase valugribaited to the bank profitability & same for all.

**out of the total revenue for the year 2006/0%thiuch amount of local POS purchaalue contributed to the bank’s profitability & safioe all.

Source: EBSD Report
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Graph: 4.6.2.%age Growth for International POS Purchase Valu
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The above graph 4.6dhoved the international POS purchase value of traimseet a decreasir
rate. Similarly graph 4.8 showed the %age growth finternational PO$urchase value throughc
the years starting from 2010/11 where there was a stiacine observed in 2010/11 and ends
with the lowest ever record in 13/14 i.e. 7.76%.

Graph: 4.6.3: Trend of Local Card POS Purchase Valu
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Graph 4.6.4.: %age Growth Trend of Local Card POS Purchase ¥lue

2.5 +
204%
2 - 182%
1.5 A
1 -
64%
0.5 A
-299 199 -329
0 T T T T T T - T ’_\
2 O6-LOT- 200702 200200 2009-/1-0 201-0/44 2013131 2049-/42 204
-0.5

Source: EBSD Report

The above graph 4.6cd&monstrated the local POS purchase value of thasaalso at a decreasi
rate like international POS purchase value. Shigilgraph 46.4 explained the %age growth for Ic
POS purchase value throughout tlyears starting from 2011/1®here there was a sharp decl
observed in 2011/18nd ends up \th the lowest ever record in 2013/14 i22%.

The worst scenarithat the ban experiencing on the performance on local POS psechehich
showeda decline in value as well as percentage growth ttabughout the years commencing fr
the year 2011/12 but with the exceptional perforoeafor the year 2010/11 due to the loy:
campaign conducted. The highest negative percergagélected in thyear 2013/14 i.e. a decline
32.0% below zeroThe performance achieved for local card transawon POS purchase in the ye
2010/11 justifiedor the high significance of marketing campaignlfaral card transactions since 1
loyalty campaign whichvas conducted during the period enhanced local esade performan at
merchant locationduring the periot

4.8 RESULTS FROM FOCUS GROUP DISCUSSION WITH MERCHANT OFFICERS

The researcher began the discussion by showingeiption of the six office about the involvement ¢
this exchange of ideas about the merchant relat@uems. Therefore the researcher could briefle:
one by one underneath.

Based on transaction performing time boundary #eklgrouped the merchants into active and ina
merchants. Active merchants were a merchant wha didnsaction at least once in three months. &
merchants knows the POS operation very well (have had a daily interaction with POS), they h
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stable POS transaction and also willing to givevises via POS terminal. Besides these the inactive
merchant was a merchant who doesn't have a traosaat least once in three months. These inactive
merchants fall in this category because of the Iproldfrom the bank side or from their own side. The

officers put the major problems from the two angles

4.8.1. PROBLEMS FROM THE BANK SIDE:

+ These days a big challenge for the bank is a sysgteablem called communication failure. This
means the communication among POS terminals arfbddsank was failed therefore no transaction
was takes place. However the system would dedudeloit from the customer, at this time since the
merchant get a communication failure receipt amdnierchant assumed no transaction takes place so
that he/she tried to do again and if it is sucagssfvould deducted from the customer account éwic
So that at the time when the customer check hislheount the same amount would debited from
his/her account twice and this would bring a dispiost merchants were bad tempered when one of
their customers raised dispute to the bank. Céytdirese made bad relationship among merchants
and the bank. This specific discussion on dismateld also support by the respondents varied
responses on the questionnaire moreover the rdasanajority of the respondents disagree with
regard to motivation by the bank to accept the hrts complain about the merchant services plus
importance and concern of the merchant feedbairkfoove its service.

«  While the new merchants all the time complaininguglgetting POS terminal on time, moreover the
existing merchants who want additional POS termioathe new outlet still complaining the bank
for not keeping the promise. In addition to this tieplacement for the dysfunctional POS terminal
the bank would not took an urgent response to tiiehants. As a result of this the merchants have a
possibility to go to be the merchants of the otblayer in the industry. All these three problems o

the bank were extremely supported by the respoaaenthe questionnaire.

- The support section of the bank also needs adtigintion. Merchant officers mostly criticized by
the merchants regarding the support, especiallybthie working hours, weekends and in holidays.
The other time could cover by the officers but sl@port officer available all the days and all the
times i.e. 24/7. Evenif this Problem discussedrivally with the support officer still not solvedh@
merchant officer observed about the support offictiey were not willing to support problems
related with POS terminal instead they wanted ppett problem related with the ATM. Sometimes
the officer’s act as if supporting problems relatéth POS terminal was not their responsibilityheT
inquiry related with support were countered abo0&5with a common replied i.e disagree. The
support issue could be one of failure factor fa $atisfaction level of the merchant with the dashe
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bank services. Hence some merchants insult theosupfficer this also made an awful relation with
the banks.

- Merchant commission and settlement as well needatteation. Previously dashen bank was solitary
in giving POS terminal service. However now mangygks in the industry, so that merchants
complaining every time about commission plus seitlet date. Respondents replied on the analysis

also provide their intent in digression from thatement regarding commission and settlement date.

4.8.2. PROBLEMS FROM THE MERCHANT SIDE:

The two fundamental problems of the merchant sideevthe motivation of the merchants to provide

service via POS terminal and retreating of training

« Mostly merchants don't want to purchase using P@®iihal instead they insisted their customers to
pay in cash so far the POS terminal was workind ared also evenif the customer didn’t have a cash
in his/her pocket they showed to the customer whieeeATM would available nearby. The most
injured party was the international cardholder igeaas long as they got the service they should pay
in any mode of payment before they were checkedSmrhetime international cardholder might have
company card therefore unless the merchant lerahd the customer might suffer a lot. Since they
couldn’t withdraw money from the ATM by the comparard. The guest who came with company
card could perform only an online transaction meastswithdraw money from ATM. Therefore it
implied that most merchants were not willing to\pde service via POS terminal. This could assure
by the respondent reaction on the questionnairetlamextent to this particular statement showed a
threat to how create the cashless society.

« The training aspect also one setback to merchdriere were many participants in the payment card
industry, so that Dashen bank would set frequdrgsker training to those who need training. As one
reason what the officer accept about the trainiag &t the officers were very busy with a routing
problems so that the officers couldn't visit theramants. One of the statements stated in the
guestionnaire also about the training and majaritthe respondents granted their discrepancy with
this particular statement. The discussion regartfaining plus the result obtained from the arialys
implied that particularly merchants those were parforming via POS terminal were the possibility
of forgetting how to operate whenever the custornerse to their place. Therefore after the group
discussions all the officers had the same opinemamding the problem despite the fact that various
problems were from the bank side.
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CHAPTER FIVE

5.0. SUMMARY OF THE FINDINGS, CONCLUSION AND RECMME NDATION

The study intended to examine the Role and impoteychant acceptance towards enhancing bank’s
profitability in case of dashen bank, through adapitnixed research approach. On the other hand, the
purpose of this chapter is to delineate summarheffindings in section 5.1, conclusion in secttof

followed by recommendation in section 5.3.

5.1. SUMMARY OF THE FINDINGS

As the results of the analysis depicted in tabwiay, nearly every respondents deviate from thetpbat

was raised in questionnaire. The respondents desjmcifically in the following issues: The two pisi
regarding “awareness” both subject matters i.e emess towards initiating purchase through POS #ds we
as availability of a continuous training with a Inég value countered in a varied way. Except osalie

in “Access POS terminal” all the three mentionedaaunder discussion i.e acquiring Pos on time,
obtaining additional POS on time and replacemendfsfunctional POS terminal the respondents rate
with a higher value of their difference from thatetment. Still of all the three points stated ingSort
from the bank” the two statements that were endedvillingness of the contact person to help and
immediate support from the contact person of thakbday the time we need their help were countered
with a varied inspiration. On the topic of “satisfion with the bank service” i.e satisfaction frdine
banks merchant service through weekend, holidagisafter working hours, regular functionality of POS
terminal and trust when conducting online transasti respondents replied diverse from the stated
statement. Regarding “customer bank relation” redpats contented on the imposed service charge,
encouraged to give complaints regards with the haarcservice, open discussion and solve disputes,
settlement time for both local and internationabld@aansaction and values and uses of merchanbée&d

towards improving merchant services.

On the other hand the findings suggest that thporefent were agreed on the following specific
statements. These were: Regular updating of agifgiton the POS terminal, Delivering of POS reteip
enough confidence on the banks merchant serviaaap€tency of merchant services as compared with
other player in the industry and at last Preferasicthe merchant to pay via cash than card. Tthes,
researcher substantiated that a majority of thporedents varied from the stated statements than the

contracted respondents.

The EBSD (electronic banking service departmenthagar described the dependencies that would

hinder the smooth operation on overall payment eativities. Hence, the concomitant effect of the

The Role & Impact of merchant acceptunce towardsy enhancing Banky profitability inthe case of Dashen Bank Page 75



mentioned point might be one of the reasons fordiidine in performance in payment card activities.

Therefore the impact on commission described gléarldecreased the revenue for the bank.

The eight years data analysis proved that perfocmarchieved for both international and local card
transaction on POS purchase. The local card P@&hase in the year 2010/11 justified for the high
significance of marketing campaign for local car@nsactions since the loyalty campaign which was
conducted during the period enhanced local cardgeugerformance at merchant locations during the
period.

To sum up the review of the findings the two basigearch questions supported in different secticheo
study. As a result of these the researcher coafirthat merchant acquisition enhanced the prdfiitabi

as well as there were challenges in merchant atiquisn the case of dashen bank. These ideas also
supported by the relevant data i.e the contributfomerchant commission from POS purchase value tha
demonstrated in table 4.6.0 very clearly and theesed result from the questionnaire plus the math
officer’s discussion. In addition to these the coon challenges of adopting e-banking particulanly i
merchant acquisition in the case of dashen banknflastructure, lack of awareness, lack of conficke
behavioral constraint, resistant to the new tearmohlnd the emerging of the new player in the eibgn
industry.

5.2.CONCLUSION

Certainly e banking in banking industry is undemleped and thereforthis study aims at investigating
the role and impact of merchant acceptance towambancing banks profitability in case of dasherkban
To achieve the proposed objective two basic frannksvavere used, i.e merchant acquisition enhances
banks profitability and the major challenges of chant acquisition. On the other hand both qudivia
as well as qualitative (mixed) research approach @maployed in the study. Merchant acquisition was
one of the services in dashen e-banking departntetimiopian banking industry faces numerous
challenges. E-banking system such as POS, ATM, Kdizinking and other also not well implemented
in Ethiopian banking industry. This was due to Limwel of internet penetration and poorly developed
telecommunication infrastructure, lack of suitalelgal and regulatory framework for e-commerce and e
payment, inadequate banking system, high ratdéitefacy frequent power interruption these wermeo

of the challenges that were described in the lilgeareview. In addition to the above mentioned
difficulty, the study result also showed that gejtiPOS terminal on time, consistency of the POS
operation, support on the weekend, after workingréicand holidays, continuous training and also
obligatory service charge were other major barfi@r&nhancing banks profitability in the case afkden
bank.
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In general, the findings of this study offer adufi@l insights into what role would merchant acdigisi
played in the bank’'s profitability and the majorattnges of merchant acquisition. Besides, the
understanding of the challenges of implementingueking in Ethiopian banking industry might help to
identify the best course of actions to encourageéévelopment. It would also be valuable to atikieag

industries of the country to increase their awaserand understanding of e-banking advantages.

5.3. RECOMMENDATIONS

Most Ethiopians are not aware of the benefits ettbnic payments as a result slow to adopt it. E-
banking system is a new financial evolution in Bgia, but it's an important issue, because it hgeeat
impact on the whole banking system. Banks musg llag responsibility to promote about the electroni
payments to the society. Dashen bank is an ownitioducing such business in Ethiopia; it is &y s
that people have no idea about e-banking. At #mestime it's difficult and need a lot of efforts be
adopted and accepted by the banking industry, sedt! a lot of efforts to succeed. Based on thgeabo

conclusion, the researcher recommends the followaigts:

» For the successful implementation of POS termimaltlee merchant location infrastructural
development is a major precondition as a resuthisf the bank should do more on difficulty
related with infrastructure. Since building infrastture are the major opportunities for smooth
implementation of the POS terminal at the merchacation. The bank should also give due
attention on creating cashless society to discauthg illegal and illegitimate practices with

banking industry.

» Customer is the critical determinant for the oigation success or failure in a competitive
marketplace. Therefore by delivering excellenaeise the bank should outshine than the other

player in the marketplace to retain their customer.

» The bank should harness all the possible potemtiahs for enhancing merchant related
performance in order to generate more revenuééBank. POS might be relocated for potential

merchants or the bank should enhance marketathilibygh loyality campaign or other means.

» One of the major services offered in e bankingeplaying POS terminal on merchant location.
To facilitate this service, the bank should givediy training to its merchant (customers that are
willing to install the POS terminals at their sitey well as willingness of the contact person ef th
bank anytime whenever the merchants need help land@adiness to support at the weekend,
after working hours and holidays. Therefore tlis/éry vital for the merchants to tackle any

problem they face.
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» Ultimate focus is required to make terminals thesmareferred ones by merchants so as to
maintain merchant loyalty and boost transactioeaiggmance in every aspect. In addition to this
in order to favored by the merchants the bank ceaklly available the POS terminal whenever

the need arise by the merchants as well as reptheatlysfunctional POS terminal.

» Enhancing Area Banks participation on merchant isggn merchant activation, minor
troubleshooting knowledge as well as providing @did training to area banks to support the
merchants to provide first line and immediate supploat can be handled by the area banks

themselves.

» Evaluating the marketability of all the POS ternignand takes appropriate actions on those
requiring action. This includes like assessing poéential merchant location to places where

they are highly accessible by potential users.

» Merchants were very happy with the regular updadihgpplication on the POS terminal, getting
POS receipt timely, confidence on the banks metclkarvice and also competency of the
merchant service than the other players. Therdfisehas to be continued to make the merchant
beneficiary of the system. Regarding the quaklitywiee dashen bank providing to the merchants
play pivotal role towards maintaining the positiogin the market. Thus, in order to continually
win the hearts and minds of the existing or thelpemerchants and maintain the positioning in

the market the bank should keep on the aforemesdisnggestion from the merchants.

» In order to keep the satisfaction of the merchantshe banks service the bank should give due
consideration on its services especially on weekehdliday and after working hours. Moreover
the bank should struggle to fulfil the barriersb&h internal and external to make a stable POS

terminal.

» Regular open discussion, values and uses merclapitsbn must be conducted to get feedback
from the merchant. By doing this the bank take extive actions to improve merchant services
as well as building a sound customer and bankioelaMoreover the merchants believe that the

bank encouraged offering their complaints regardirgmerchant services.

» The bank should take an immediate action regardargice charge impose on POS terminal
transaction. Since the new player enter to theketawithout imposing service charge the bank

should also modify the strategy regards the seclieege.
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» The Banks should pay special attention to “whydhstomer prefers to pay via cash than card?”.
To create a cashless society the government stpautitipate on the subject matter since the

benefit is also not only for the banking industot biso for the country economy.

» For the successful relation between the bank aaditarchants on time settling the merchant

account is one factor. Well timed reconciliatiotgseboth the merchant and the bank.

» In order to develop the confidences of the merchamgarding the online transactions still the
bank should give training on this additional seevaalled online transaction. When the training
delivered to the merchants, the merchants sho@ddnmabout this service is a temporary solution
until the POS terminal is working plus all the esigel risk should be the responsibility of the
merchants. As a solution the researcher advicerikevho called to the bank should give all the

detail i.e (card no., amount in birr and expiryajatery carefully.

» Examining the newly born banks which have the mklvey services dashen bank must deliver
absolutely preferable services. Most of the coitgstare aggressively entering into the market.
Since they are new for the service to catch trenttin of the merchants they are ready to take
any risk as long as their plan is to penetrate theomarket. At the same time dashen merchants
no more tolerating with the existing unstable wogkicondition. As a result of this the bank’s
profitability will be affected from the sector. Tiedore in order to compete with the participants
the service must be free from any obstacles thet described in different section of the study.

» Entering Services Level Agreement (SLA) with Ethidelecom; Though it seems doubtful that
the SLA is fully applicable due to the monopolyBthio Telecom as the sole service provider in
Ethiopia, in principle both parties should comeatdegally binding agreement so that scope,
guality and responsibility shall be defined so @a&hable the maximum stretch out for support.
In this regards, the bank as a corporate custosheyld enforce Ethio-Telecom for signing of

SLA as one means of enhancing service delivenyitgual its services.

» Collaboration with other commercial banks — Witkpect to the POS services Dashen bank has
remained the only victim of networks failure fontpperiod of time due its pioneering role in the
electronic payment business. Now things have lobamged and competitors have joined the
market and as a result the unilateral effort oflihek has been exerting should have been now
joined by others. In this regards, commercial Isastould put hands together to influence the

Service Provider though their professional assioriat(Banker's Association) so that
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collaborative efforts shall be made to demand Ethielecom for enhanced service delivery

standard.

» Since no merchant acceptance concept without qadlptivity. The bank should fix additional
card printing machine to give a solution at theetithe existed machine malfunction. Since the
problem is transitive impact on card issuing, @sttion and activation of cards.

» In order to keep the image of the bank as wellree®@raging the cardholders who used Dashen
terminal at the time of system offline the bankdbcset up a mechanism to keep a backup or
temporary mini system which precedes the transaa® online. Thus when the core system

online the transaction on a temporary system auioallg goes to be fully online.

» To develop the merchant acquisition for the bamkafitability the bank should strive on the
following major challenges: create awareness, hrolfidence and delivered excellence service.

Since these were the foremost cause to the degiddrmance of merchants.

» The bank should enable the e banking department dtg itself in relation to work related
decision making to avoid poor decision making.

» The bank should always update connectivity for @S terminals for decreasing the
communication failure. Since on wireless typesainectivity the bank observed some progress
then the bank also find any other options for catinity to let alone this problem.

» In order to continue on this competitive e bankimgustry the support section of the e-banking
department need a very serious follow up by thent@pagement. In addition to this the support

officer should be aware that the support relateti ®OS terminal is also their responsibility.
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ST. MARY'S UNIVERSITY
SCHOOL OF GRADUATE STUDIES
QUESTIONNAIRE FOR THE MERCHANT

Dear Participants,

| am working on the paper entitl€tThe Role and Impact of Merchant Acceptance towards
enhancing bank’s profitability” , in the case of Dashen Bank, as part of complatforny Masters of
Business Administration (MBA) at St. Mary’'s Univaysfor the academic year of 2015 G.C. The
researcher aims to study various issues of EldctrB®ayment System. | am, thus, designing this
guestionnaire to kindly ask your cooperation fooviding me with genuine information by completing

this questionnaire.

| assure you that any information obtained are Ipumeant for academic purpose and it will be kept

strictly confidential.

“Please putv” in the box provided.

++The researcher would like to thank you in advaoce/dur cooperation

PART I: BACKGROUND INFORMATION

Gender

Male Female

PART II: EDUCATIONAL BACKGROUND

Diploma Above 1st Degree (Masters)

1st Degree Other

Current position
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How long have you been working in your currergipon?

Below five years 5-10 years

10-15 years Above 15 years

PART IIl LIKERT SCALE

Please, indicate your opinion by marking the appropate box on the five point scale where:

1= Strongly Agree 2= Agree 3= Neither Agree Nor Disagree 4= Disagree 5= Strongly Disagree

Strongly Neither Strongly
Disagree Disagree agree nor Agree Agree
(5) 4) disagree 2) 1)

©)

AWARENESS

. B Bank makes and creates awareness towards tinngt

chase through Point of Sale termir

The bank provides continuous training on Point @fle.

terminal operation to bring operational efficiency.

ACCESS POINT OF SALE TERMINAL

We get point of sale terminal on tir

We get additional Point of Sale terminal on time/e neec

The bank provides an immediate replacemen

dysfunctional Point of Sale terminals.

The bank regularly updates the application of Poirgale

terminals.

SUPPORT FROM THE BANK

Contact person of the bank are always willing tip iImee

We get an immediate support from the contact peofdime

bank by the time we need their help.
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The bank provides stationery materials like receiptime

9. | for POS operation.
SATISFACTION WITH BANK SERVICE

10. | We are satisfied with the banks merchant serviautih the
weekend, holidays and after working hours.

11. | Point of Sale terminal is working properly at abluns anc
days.

12. | We are confident enough with the banks merchantces

13. | The merchant services of the bank are compete
compared to other players in the industry.

14. | We have much trust on the bank when conductingne
transactions.

CUSTOMER — BANK RELATION

15. | We are always happy with the service charge imptiss
bank.

16. | The bank always encourages us to givecomplaints
regarding the merchant services.

17. | The Bank openly discusses and tries to solve dispuber
they arise.

18. | We prefer the customer to pay us via cash than ¢

19. | The bank settles both the domestic and interndtcard
transaction on time.

20. | The bank values and uses our feedback to impre'

merchant services.
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ST. MARY’'S UNIVERSITY
SCHOOL OF GRADUATE STUDIES

Interview questionnaires designed for the EBSD Manger:

1. What roles those merchant acceptances play for ®anfitability?
2. What are the impacts of merchant acceptance fdesarofitability?

3. What are the factors that influence the competehtlye e-banking business?
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Table: 4.2.3Current Working Position of the Respondents

Frequency| Percent Valid Cumulative
Percent Percent
Acct 5 3.2 3.2 3.2
AcMgr 1 .6 .6 3.6
AFM 1 .6 .6 4.t
AFOM 1 .6 .6 5.1
Agent 4 2.€ 2.€ 7.7
ARA 3 1.¢ 1.¢ 9.€
CA 3 1.¢ 1.€ 11t
Checker 1 .6 .6 12.2
Credit A 1 .6 .6 12.¢
CreditMg 1 .6 .6 13t
CreditSu 1 .6 .6 14.1
CS 5 3.2 3.2 17.c
DDGS 1 .6 .6 17.¢
DepMgr 3 1.¢ 1.¢€ 19.¢
DutyMgr 1 .6 .6 20.t
FDM 1 .6 .6 21.2
FinHead 3 1.¢ 1.¢€ 23.1
Finmgr 10 6.4 6.4 29.t
FOM 10 6.4 6.4 35.¢
FOR 1 .6 .6 36.t
FOS 1 .6 .6 37.2
GRM 1 .6 .6 37.¢
GSA 7 4.t 4.t 42.:
GSC 1 .6 .6 42.¢
GSM 1 .6 .6 43.¢
GSR 3 1.¢ 1.¢ 45.F
HRM 1 .6 .6 46.2
Mgr 1 6 6 46.€
Mkting 1 .6 .6 472
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NightAud 1 .6 .6 48.1
NightMgr 1 .6 .6 48.7
operatio 1 .6 .6 49.4
RA 2 1.3 1.3 50.6
Rec 50 32.1 32.1 82.7
Reserv 1 .6 .6 83.3
ResHea 1 .6 .6 84.0
Sales 5 3.2 3.2 87.2
Sec 2 1.3 1.3 88.5
SenA/R 1 .6 .6 89.1
ShiftLea 1 .6 .6 89.7
Sup 12 7.7 7.7 97.4
TelOper 1 .6 .6 98.1
TravelAg 3 1.9 1.9 100.0
Total 156 100.0 100.0

Acct » Accountan

AcMgr » Accounts Manag

AFM » Acting Finance Manag

AFOM » Acting Front Office Manag:

Agent > Agen

ARA » Account Receivable Account:

CA » Chief accountal

Checker » Checke

Credit A » Credit Assistanc

CreditMg > Credit Manage

CreditSu » Credit Supervisc

CSs » Customer Servic

DDGS » Deputy Director of Guest Servi

DepMgr » Deputy Manage

DutyMgr » Duty Manage

FDM » Front Desk Manag

FinHead » Finance Hesa
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Finmgr
FOM
FOR
FOS
GRM
GSA
GSC
GSM
GSR
HRM
Mgr
Mkting
NightAud
NightMgr
Operation
RA

Rec
Reserv
ResHea
Sale:

Se
SenA/R
ShiftLea
Sup
TelOper
TravelAg

YV V.V V V V V V V V VY V VYV V VYV V VYV V VY V VY V VYV V V V

Finance Manag

Front Office manag:
Front Office Receptio
Front Office Supervist
Guest Relations Manag
Guest Service Age
Guest Service Coordina
Guest Service Manac
Guest Service Representat
Human Resource Manay
Manage

Marketing

Night Auditor

Night Manage

Operatior

Reservation Agel
Receptiol

Reservatior

Reservatio Heac

Sale:

Secretar

Senior Account Receivak
Shift Leade

Superviso

Telephone Operat

Travel Agen
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Table 4.3.0.Summarized data for each variables

of mean, stdndiewiation, skeweness and

kurtosis
A A APOS APOS APOS APOS SP SP SP SAT SAT SAT SAT SAT CBR CBR CBR CBR CBR CBR
1 2 1 2 3 4 1 2 3 1 2 3 4 5 1 2 3 4 5 6
Valid 155 156 153 152 155 150 156 156 152 156 154 155 154 154 156 154 152 153 154 156
N Missing 1 0 3 4 1 6 0 0 4 0 2 1 2 2 0 2 4 3 2 0
Mean 3.72 3.72 3.91 3.66 3.82 251 3.72 3.69 218 3.88 3.85 2.46 213 3.76 3.57 3.61 3.48 1.86 3.61 3.53
Std. Deviation 1.068 1.040 1.041 1.003 1.084 .925 1.099 1.087 .986 1.074 1.008 .862 .982 1.036 1.054 1.044 1.086 .990 1.050 1.038
Skewness -.870 -.632 -1.056 -.841 -.997 .676 -1.059 -1.069 1.049 -1.085 -.858 .686 1.038 -.576 -.875 -.700 -.704 1.284* -1.189 -.876
Std. Error of Skewness 195 194 .196 197 195 .198 194 194 197 194 195 195 195 195 194 195 197 .196 195 194
1.229*
Kurtosis -.048 -.785 485 .065 281 -.845 399 404 346 418 167 o7 441 -.798 .069 -.220 -.378 . .897 .044
Std. Error of Kurtosis .387 .386 .390 391 .387 394 .386 .386 391 .386 .389 .387 .389 .389 .386 .389 391 .390 .389 .386

Note: *, ** Despite the fact that the value for both skewneskkartosis for the CBR 4 variable is more than one

but still it's in the range of normality. Skewnessd kurtosis statisticselow an

normal distribution .

Source: www.scalelive.com: precision and accuracy
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Table 4.3.1. Respondent opinion towards the problems assoctetbdPoint of Sale terminal by their

mean value in descending order.

Variables Mean g:ﬁ;:
We get Point of Sale terminal on timeosi) 3.91 1
We are satisfied with banks merchant service thidhg weekend, holidays & after working hoiasr) 3.88 2
Point of sale terminals working properly at all mand dayssaT2) 3.85 3
The bank provides an immediate replacement forutlggfonal POS terminalgaross) 3.82 4
We have much trust on the bank when conductingnertfansactionsaTs) 3.76 5
Contact person of the bank are always willing tip Inee (sp1)* 3.72 6
The bank makes and creates awareness towardsingitmirchase through POS terminals* 3.72 7
The bank provides continuous training on POS teaihroperation to bring operational efficiengy)* 3.72 8
We get an immediate support from the contact pesfdime bank by the time we need their hehz) 3.69 9
We get additional POS terminal on time if we néews2) 3.66 10
The bank settles both the domestic and interndtiard transactions on tinfesrs) 3.61 11
The bank always encourages us to give our compleggiarding the merchant servi¢esr2)* 3.61 12
We are always happy with the service charge imptsetiankceri) 3.57 13
The bank values and uses our feedback to imprevaetchant servicgsare) 3.53 14
The bank openly discusses and tries to solve dispulhen they arigesrs) 3.48 15
The bank regularly updates the application of PE@®ihalarosa) 2.51 16
We are confident enough with the banks merchamtcas(saTs) 2.46 17
The bank provides stationery materials like recaptpaper on time for POS operaticms) 2.18 18
The merchant services of the bank are competergrapared to other players in the indugtnras) 2.13 19
We prefer the customer to pay us via cash than(card) 1.86 20

Note: * variable with the same mean distinguished tgirtetandard deviation please refer table 4.3.0.
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