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ABSTRACT

The main business for banks is accepting deposits granting loans. The
more the loans the banks disburse the more pio#y imake. Also, banks do
not have a lot of their own money to give as loditey depend on customer
deposits to generate funds for granting loans teeotustomer this process is
known as deposit mobilization. The aim of this papéo examine and assess
deposit mobilization of private commercial bankisoge having two years and
above experience senior Addis Ababa area branchdshaad office employee
were selected for data collection. The research hsesd questionnaire and
structured interview discussion for employees dred hanagement of Awash
International Bank Share Company. The result shibnatsthe reconstruction of
Addis Ababa roads, Aggressive branch expansion BE,Cthe current
condominium house construction program, peoplegud# towards using
private banks and poor parking area are stronghfluence the deposit
mobilization process of Awash International Bank.SOpening of additional
branches, aggressive promotion and upgrading serdieliverance can boost
the deposit balance of a bank positively. The stufygest the management of
the bank should arrange and apply incentive progsarch as coupon prizes to
attract more depositors, open additional branchesamto the customers,

promote excellent services and other mores amudied in the research.

Key word/Phrases: Commercial banks, Deposit mdiibn,

vii



CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

A bank is a financial institution that provides kargy and other financial services to their
customers. A bank is generally understood as aitutisn which provides fundamental
banking services such as accepting deposits anddprg loans. There are also non
banking institutions that provide certain bankingrvéices without meeting the legal
definition of a bank. Banks are a subset of tharfmal services industry. A banking
system also referred as a system provided by th& bdich offers cash management
services for customers, reporting the transactiohstheir accounts and portfolios,
throughout the day (Kapila, 2001).

One of the financial institutions in the world whigive financing services is commercial
banks (Desinga, 1975). Commercial banks are pliéitéinancial institutions that give
financial service to those in need of the servildeey accept money from the depositors
and lend it to the borrowers. Thus for commercaihs to lend, there have to be deposits
in their treasury. According to Mohammad and Mal@010), financial resources of
banking systems are naturally provided from peaptposit. Therefore, we can say that
deposits are the most important resource of comalebanks. Thus the amount of
deposit a commercial bank should have at hand dhbel enough to make the bank
involve in the market and to satisfy the finanameds of its customers. Now a day,
commercial banks are managing their deposit toillfulie need of their customers.
However, their managing systems for the deposésbaing affected by some exogenous

and endogenous factors (Desinga, 1975).

An important indicator of the success and efficientany credit agency, which is also a
banking institution is, the extent to which it i®l@ to mobilize the savings of the
community in the form of deposit. But deposit madation is very difficult task. It
depends up on various factors exogenous as wahdsgenous, to the banking system
(Desinga, 1975). Exogenous factors are the geeemlomic environment of the region,
the volume of business transaction of the regibe, donfidence of the people on the
banking system, the banking habit of the people thiedsaving potential of the region.
Even when exogenous factors are more conduciveldposit mobilization, banks may

fail because of unfavorable endogenous factors aadbcation, type of building and



window dressing(furniture, cheque books, vouch@y slips etc), which assure the
customers about the physical fithess of a banki(iges 1975).

Desinga (1975) classified the variables which al@inmed to have effect on the
commercial banks deposits into two, namely exogsnamd endogenous factors.
Exogenous has further divided into country speddictors and bank specific factors for
clarification purpose. Endogenous factors can betroled by the banking system;
however the exogenous factors cannot be contrdliedhe banking system. The bank
specific factors are factors that are specifichi® lbanking system and the country specific

factors are factors that are beyond the bankinggsys

Ethiopia appears unique compared to its East Africaighbors (Kenya, Tanzania and
Uganda) regarding the banking sector and to mahgrateveloping countries since they
have not yet opened their banking sector to forgpgnticipation (NBE, 2013). In
addition, the Ethiopian banking sector remains atmd from the impact of
globalization. Although Ethiopian policy makers @nstand the potential importance of
financial liberalization, it is widely believed thiiberalization may result in loss of control
over the economy and may not be economically bei@f(NBE, 2013). Ethiopia has
no capital market and investing in shares of peivabmpanies is very limited. The
beginning of modern banking in Ethiopia was stanteii995 E.C during the foundation of
the bank of Abyssinia. After the introduction diet new economic policy by the
transitional government of Ethiopia in November 19¢he blue print was laid for the
transition from centrally planned economic systemmarket economic system in which
the critical role of the private sector in develaaris fully recognized ( NBE, 2013 ). In
the banking industry, the policy was translatedanaction through the issuance of the
licensing and supervision of banking business praekion No84/94, which allowed the
Ethiopian private sectors to establish privatelyned banks (NBE, 2013). Now a day,
private commercial banks are booming to mobilize fihancial resources of the country.
Among these Awash International Bank is the finstgie bank established in 1994 after
the fall of the Derg Regime.

Mobilization of financial resources and lending deeresources to business firms or
individual traders engaged in nearly all econongicters. As a commercial bank, Awash

International bank renders various services tociistomers among which collecting



deposit and lending money are the principal busiregivities which makes the bank

profitable.

1.2 Statement of the Problem

Privately owned commercial banks are being affedigdthe provision to buy a 27%
National Bank of Ethiopia’s Bills based on the ambwf loans to be disbursed in
connection with the Mega projects in Ethiopia. Daethis, banks’ liquidities positions
have been adversely affected. The profitabilityuéss of banks need to have a great
attention through deposit mobilization endeavorsasdo make them capable to provide

loans and advances facilities to their customers.

Besides this, aggressive expansion of CommerciakBd Ethiopia (CBE) to each and
every corner of the country has made the bankidgstry to have stiff competition among
each other. With the limited banking trend and lomwome of the society, the issue of

customer’s service excellence has to get a remkxrledtention.

Most importantly, all commercial banks have thedset® mobilize resources without any
restrictions in Ethiopia. Deposit is one of theoweges banks highly motivated to mobilize
and the most liquid money that is found in the gteg of the bank and which is ready to
be borrowed in need of the fund. A deposit of tlekbmay be affected by different
factors. A deposit is most useful Liabilities oéthank and it is relevant to find out factors
affecting the deposit of a bank and determine #iationship between them. However,
most commercial banks were not successful in ctimgoand managing their deposit as

they were not aware of the factors that can atfezteposit.

To the researcher knowledge, no research of the $gpe has been done in the past at
Awash International Bank. Hence, filling the knodde gap, this study examines the
deposit mobilization in private commercial bankigntifies factors affecting the deposit of

private commercial bank and suggests the possiajeont.

1.3 Basic Research Questions

= What are the possible variables/factors that céectfieposit mobilization of

Awash International Bank S.C.?

= What are the possible methods that can help theratutlying bank to promote

their deposit balance?



= How does the implementation of the 27% purchasgoeérnment bill at lower

interest rate affect the deposit mobilization?

= How does the aggressive branch expansion of CBEctaffthe deposit

mobilization process of AIB?

= What is the effect of the current condominium hoesestruction program and
the related minimum saving requirements on the siepoobilization process
of the bank?
1.4 Objectives of the Study
This research is intended to address two distibfgabives namely general objective and
specific objectives that aimed to be meet at thieadrihe study.
1.4.1 General Objective
The general objective of this study was to exandeposit mobilization and assess the
general factors affecting deposit mobilization rivate commercial banks.
1.4.2 Specific Objectives
The specific objectives of this study were:

» to identify the major factors that is affecting teposit mobilization process of
AlB.

» to determine the impact of current condominium leoosnstruction program and

the related minimum saving requirements on the siepwbilization of AIB.

* to determine the impact of aggressive expansionC&E on the deposit

mobilization of AIB.
» to determine the impact of 27% purchase of govenii at lower rate on AIB.

1.5 Significance of the Study

This research focuses on the factors affecting dieposit mobilization in private
commercial banks. Commercial banks including Awdsternational Bank s.c. are

expected to benefit from this study.



The followings are the major significance of thegant study,

» It helps the management of Awash International B&&. and other private
commercial banks in identifying the factors affagtithe deposit mobilization
process of the bank and enables them take propestaments to alleviate such

problems.

» The findings of this study would be used as antifpuvarious scholars, who are

going to make further studies on similar issuearen.

1.6 Scope of the Study

This study was limited to the area branches of Awagernational Bank S.C. situated in
Addis Ababa. Outlying area branches of Awash hdgonal Bank S.C. and other private
banks were not included in the study due to budgettime constraints. Hence, the data
were collected from selected area branches of Awasihnational Bank S.C. were being

undertaken for two years and above services itainé.

1.7 Organization of the Research Report

The paper is organized in to five chapters; th& thapter is an introduction for the study
which introduces the overall study. This part cetssof introduction or back ground of the

study, problem statement, objectives, significaauee scope of the study.

The second chapter focuses on review of literatimesvhich previous studies were
consulted. In this chapter general concepts anthitiefs, basic issues and empirical
evidences of factors affecting deposit mobilizatiwere discussed in detail. The major

areas and results of previous studies have alsofresented.

The third chapter, research design and Methodolexgyphasizes on the design of the study
and the methodologies used. In this chapter; saofrdata, data collection, sample size &

sampling techniques and selection of study orgéinizaare discussed.

The fourth chapter is devoted to data presentatinalysis and interpretation in which the
collected primary and secondary data analyzed agaha@ed in meaningful manner so as

to meet the objectives of the study.



The fifth and last chapter is concerned with sunymneonclusion and recommendations.
Here the findings of the study are summarized, lemnans clearly presented and

recommendations are provided for the findings odgt



CHAPTER TWO
RELATED LITRATURE REVIEW

This chapter focuses on basic concepts and itstiaewere discussed by different authors
on the research topic. Basically definitions, hist backgrounds, types, components and

regulations, and concepts that affect deposit rizatibn process.

2.1 The Development of Bank in Ethiopia

A bank is a financial institution that provides kary and other financial services to their
customers (Kapila, 2001). A bank is generally usttexd as an institution which provides
fundamental banking services such as acceptingsttepand providing loans. There are
also non banking institutions that provide certhanking services without meeting the
legal definition of a bank. Banks are a subseheffinancial services industry. A banking
system also referred as a system provided by th& ldoich offers cash management
services for customers, reporting the transactiohstheir accounts and portfolios,
throughout the day.

The history of banking in Ethiopia goes back to year 1905 E.C. when the bank of
Abyssinia was first established with a capital 508,000.00. It was the foundation of this
bank that marked the beginning of modern bankingethiopia. The government of
Ethiopia and the national bank of Egypt jointly e@nit under a 50 years franchise

agreement.

The liquidation of Abyssinia bank in the year 19®81e to inefficiency and poor profit
orientation was followed by the establishment omiBaf Ethiopia with a capital of
$750,000.00 the first indigenous bank in the countr

The new economic policy introduce in November 19Q1C. by the transitional
government of Ethiopia laid the blue print for th@nsition from centrally planned
economic system to market economic system in wttietcritical role of the private sector
in development is fully recognized. In the bankindustry, the policy was translated in to
action through the issuance of the licensing angdemusion of banking business
proclamation Na84/94, which allowed the Ethiopian private sedtoestablish privately
owned banks. Following this Awash InternationalnBais the first private bank
established after the fall of the Derg Regime invé&nber 1994 G.C., with a paid up

capital of birr 24.2 million by 486 shareholdetsstarted operation through five branches



in February 1995 G.C. From thé& lyear operation, it has registered profits and gnowt

both in its customer and asset base.

In 1995 G.C. the bank’s deposit were Birr 146 miili Loan & Advances 129 million,
From 1995 G.C. towards, these financial indicat@ge shown a significant increase and
in the fiscal year that ended June 30/2012, the lbes registered 13.1 billion in total
assets, birr 9.2 billion in deposits, Birr 5.4 ibitl in loan and advances. Currently Awash
International bank has created employment oppdréisnfor 3,750 Ethiopians. Now a

day’s the bank have 107 branches in different toefrike country.

2.2 The Role of Banks in Financial Systems

Financial sector is broad which consists of thekimgnsector and other financial institution
(such as insurance corporations and pension fubdskers, public exchange and
securities markets etc), however in the contexffoican continent the banking industry
carries the greater share of the financial syst8imeku, 2005). Most of the business
relies on banking sector as a source of finandvigdhat, 2004). Banks have historically
been viewed as playing role in financial markets fwo reasons. One is that they
perform a critical role in facilitating payments.o@mercial banks, as well as other
intermediaries, provide services in screening aonditoring borrowers; and by developing
expertise as well as diversifying across many hwers, banks reduce the costs of
supplying credit (Katherine, 2004). Thus in theiter as lenders, banks are often not
merely buying someone’s debt, rather they are mhong significant financial
services associated with extending credit to tloeistomers and to the extent that
investors want to hold banks liabilities, banks d¢and borrowers directly. The main
providers of additional financing are domestic coenomal banks (Heralédnd Heikg
2009).

2.3 Commercial Bank Deposits

Depositors keep their money in banks for a motiveundertake some activities in the
future. According to Bhatt (1970), there are mosite save money, the followings

are the example of some motives:-

* To own house
* To provide for children’s education and marriage

* To provide for old age



* To bequeath property to children

* To provide for emergency expenditure

Commercial Bank deposits are major liabilities dommercial banks. Kelvin (2001) said
that deposits of commercial banks account for abob% of commercial bank
liabilities. Due to the fact that commercial bamke using this liability to lend it and gain
return on it their deposits are using them do theisiness. Therefore, banks will be
better if they are mobilizing more deposits. Howevas Desinga (1975) indicates
deposit mobilization is a very difficult task. Thw®st of intermediation for mobilizing
deposits is also very important part of overalemmiediation cost of the banking system
as Shaw (1995) indicates. Despite all these deppkiy an important role in the banking
system, whether cooperative or commercial. Depgsitsvide limits to the working
capital of the bank concerned. The higher the dépake higher will be the funds at
the disposal of a bank to lend and earn profitssiiigm, 1975). Therefore to maximize its
profit the bank should increase its deposit. Malman@005) had also mentioned deposits
as a foundations up on which banks thrive and gnogdvunique items on a bank’s balance

sheet that distinguish them from other type of bess organizations.

Commercial banks mainly depend on the funds depodsitith them by the public to
lend it out to others in order to earn interestoime (Davinaga, 2010). Deposits are of
three kinds, namely:

= Current or demand deposits
» Fixed or Time deposits / Term deposits.

= Savings deposits

Hence, the competition for deposits is really a petition for profits. Commercial
banks compete for deposits in order to become tpld& and thus to be able to supply
more funds to the public. However such financiabvgth is profitable only if the
commercial bank does not incur additional expenge®btain and retain cash
(Davinaga, 2010).



2.4 The Importance of Deposits for Banks
2.4.1 Deposits as a Source of Fund for Loan

Herald and Heiko (2009) states deposits are the& maurce of banks to provide loan.
This deposit is mainly provided by people as Mohadmnd Mahdi (2010). However
deposits can also be provided by business orgamzatNGOs, government and so on.
Therefore, whether deposits are from individualgsifiesses and government they are

important financial source of banks.

2.4.2 Attracting Deposit is Cheaper than Raising Egjty

Banks as any other business organizations funds fiebt and/or equity. In the banks
context raising equity is more expensive or cosign attracting deposits. Lorenebal
(2010) states that, if the lending channel playsle, the deposit growth should lead to
an increase in the supply of loans due to the awtht source of financing for banks.
As demand for loan increases because of the deweopwork done by individuals,
businesses and government, banks should extenddisgosit base. When a commercial
bank creates a deposit by lending to a business inanclearly performing a function

for which it is entitled to a return in the form witerest payments (Harold, 1946).

2.4.3 Banks Make Profit Using their Deposits

Mahendra (2005) said that deposits provide mosh®faw materials for bank loans and
thus represent the ultimate source of the banldfiterand growth. Banks make profit by
using their deposits, therefore it is said thatad#ors can disciple banks. Maria and
Sergio (2001), found that depositors discipline keahy withdrawing deposits and by
requiring higher interest rates. For depository pooations mainly deposit money
banks, their principal objectives is undertakingaficial intermediation to make profit

and increase their shareholders value (Sheku, 2005)

2.4.4 Fund Investment and/or Development Projects

Debt is largely held by domestic commercial banksiclv are funded mainly from

deposits, the government demand for bank assetdezhbanks to continue to expand
their deposit base rapidly and profitably (Herafdl dHeiko, 2009). Individual investors
and government are mainly depending on the depositgnks to fund their investments

and/or development projects.
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2.5 Factors Affecting Commercial Banks Deposits

An important indicator of the success and efficken€ any credit agency, which is also
a banking institution is, the extent to which itable to mobilize the savings of the
community in the form of deposit. But deposit miaition is very difficult task. It depends
up on various factors exogenous as well as endagentw the banking system
(Desinga, 1975). Exogenous factors are the geeemlomic environment of the region,
the volume of business transaction of the regibme, ¢onfidence of the people on the
banking system, the banking habit of the people thedsaving potential of the region.
Even when exogenous factors are more conducivedémosit mobilization, banks
may fail because of unfavorable endogenous faoch as location, type of building
and window dressing (furniture, cheque books, veughpay slips etc), which assure the
customers about the physical fitness of a bankifi@as 1975).

Desinga (1975) classified the variables which al@ined to have effect on the
commercial banks deposits into two, namely exogenand endogenous factors.
Exogenous has further divided into country speddittors and bank specific factors for
clarification purpose. Endogenous factors can betroled by the banking system;
however the exogenous factors cannot be contrdliethe banking system. The bank
specific factors are factors that are specifich®s bhanking system and the country specific

factors are factors that are beyond the bankingesys

2.5.1 Exogenous Factors

These are factors that are from country and bah&sdan affect the growth of

commercial banks deposits. There are discussealla®/$:-

2.5.1.1 Country Specific Factors

The country’'s economic, social and political fastaran affect the commercial banks.
According to Herald and Heiko (2009), country spiecirisks such as political,
economic and financial risks may affect the proggrier depositors to place funds in the
banking system. Any single bank operates underuheand regulation of the country
where it belongs, also different problems and shdcit has happened in the country has its
own concern in the banks operation. Generally, akbguccess in their operation is

mainly depends on the environment where the busirseeandertaken.
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a) Saving Interest Rate/Deposit Rate

One of the most effective factors for deciding tepdsit in banking system is the
interest rate (Mohammad and Mahdi, 2010). Moreothes, article shows the impact of
interest rate on the performance of the bankintgay$o achieve the goals that are expected
from the banking system. Herald and Heiko (2008pahentioned interest as one of
the determining factor for commercial banks degogthilip (1968), also states that the
offering of attractive interest rate on bank defsosnay be considered to have had a
beneficial effect. Moreover, Mustafa and SayeraD@0said that low deposit rates are
discouraging saving mobilization. Bhatt (1970), dsahat the banking system is
unlikely to be in a position to meet the demandidank credit unless concerted policy is
pursued to raise the rate of saving generally haddate of saving in the form of deposits in

particular.
b) Inflation

As to Herald and Heiko (2009), inflation is one tife factors that determine
commercial banks deposits. Mahdi showed that innLAMmerica the effect of inflation
on savings and time deposit to GDP was signifiganégative (Mohammad and Mahdi,
2010). The classical belief is that, because basdets and liabilities are expressed in
monetary terms and because these assets will nigrgiadw in line with growth in
money supply, banks are relatively immune from éfiects of inflation (Devinaga,
2010). In brief, monetary policy works by contralli the cost and availability of credit.
During inflation, the Central bank can raise thetoaf borrowing and reduce the credit
creating capacity of commercial banks. AccordingDievinga (2010), this will make
borrowing more costly than before and thereby temand for funds will be reduced.
Similarly with a reduction in their credit creatingapacity, the banks will be more
cautious in their lending policies. Since the bamésiand for fund decreases obviously the
deposits will decrease. Banking system was affetgdnflation in terms of deposit
absorption and facilities grant (Mohammad and MaR@iL0). High inflation rates reduce
the real value of deposits (Baqeli al 1987). According to Baguwet al (1987), inflation

technically did not decrease deposit; however ireases the value of deposits.
c) Real Interest Rate

Real interest rate is nominal interest rate mimfkaiion rate. Mohammad and Mahdi
(2010) said that in negative real interest rateditiom, people withdraw their resources

from banking system. According to Mohammad and Mat2)10), Some research
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supposed that decrease in real interest rate cmdcbase true demands for money (in its
extensive definition including savings and time d&ifs). Therefore it states that the
interest rate and deposit of the banks have pasitetationship. According to Voon-
Choonget al (2010), while interest rates risk is a major conc®r banks due to the

nominal nature of their assets and the asset-lighilaturity mismatch.
d) Population Growth of the Country

The twin objectives of commercial banks, i.e. adggi deposits and advancing credit
cannot be attained without good banking habits ki people (Mahendra, 2005).
Moreover Mahendra (2005) states that, the numberdegosit accounts is more
important because it ensures that the probabifitycoount is more important because it
ensures that the probability of account holderdheiawing cash at a time decreases as
the number of deposit account increase, therebgtiage advantage for banks in terms
of increasing the size of the loan-able fund. S® tigher number of deposit accounts
the greater is the advantage to banks. The numhbedemosit accounts depends on the
number of deposit account holders.

e) Per Capita Income of the Society

According to Jim (2008), per capita is the level@GDP divided by the population of a
country or region. Changes in real GDP per capier dime are often interpreted as a
measure of changes in the average standard ofj lofi country. If households and firms
desire to hold more money, deposits will increagsaf et al 2006). So the

relationship between income and deposits is pasitihat is as the income of the
society increases the same happens for the comahdyank’ deposits. Therefore as
society’s per capita income increases the same hé@ppen for commercial banks

deposits.
f) Economic Growth

Economic performance is generally being measuredutth GDP (Gross Domestic
Product), a variable that has also become the cte faiversal metric for 'standards of
living (Yanneet al, 2007). It is universally applied according to coon standards, and
has some undeniable benefits mainly due to its komy (Yanne et al 2007).

According to Herald and Heiko (2009), growth is aofethe determining factors for

commercial banks deposits. GDP is calculated byireddp the value-added at each
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stage of production (deducting the cost of produogzuts and materials purchased

from an industry’s suppliers).
g) Consumer Price Index

According to Herald and Heiko (2009), price canoattetermine commercial bank
deposit and it can be indicated by consumer primex. In literature there is an
evidence for the influence of consumer price inadex commercial banks deposit,

however this area was rarely studied.
h) Shocks

Aggregate shocks affect deposits and interest rdtesg crises, regardless of bank
fundamentals and investors’ responsiveness to lhasik taking increases in the
aftermath crises (Maria and Sergio, 2001). Theesfaiven all other variables the

shocks happened in the economy can affect the bdejsesits.

2.5.1.2 Bank Specific Factors

a) Liquidity of the Banks

An important measure of liquidity is loan to depasitio. The loans to deposit ratio is
inversely related to liquidity and consequently ttigher the loans to deposit ratio the
lower the liquidity and vice versa (Devinga, 201&ey liquidity indicators such as
central bank credit to financial institutions, dsjt® as a share of monetary aggregates,
loans to deposits ratios, are important for openrketaoperations and liquidity
management (Sheku, 2005). According to Voon-Choeingl (2010), the basic need
for liquidity, asset, liability, capital adequacyredit and interest rates risks
management are now more challenging than befora{E2006). The banks’ liquidity
management involves acquiring sufficient liquid eis®d meet the bank’s obligation to
depositors (Voon-Choonet al, 2010). Liquid banks as well as banks with a higloan
exposure are associated with higher deposit grotrald and Heiko (2009), states
that the liquidity situation of the bank also pleysignificant role in determining banks
deposit growth.

b) Profitability of the Bank

Erna and Ekki(2004) finds the long run relationsiiptween commercial banks
deposits and the profitability of the banks. Highrank profits would tend to signal

increased bank soundness, which could make it refmsieghese banks to attract deposits
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(Herald and Heiko, 2009). However, the effect ohlbgrofitability and bank size are
found to be insignificant once controlling for tlweher variables. So, the effect of
profitability and banks size on commercial bank @@pis lower as compared with other

variables.
c) Security of the Bank

Security of banks matters in mobilizing depositsk®r banks would be able to attract
deposits only paying higher Interest rates. Thaisgcof banks has its own impact on
its attractiveness for depositors. For examplehm eéxistence of deposit insurance the
depositors no longer are concerned about the sassdaf their banks because their
deposits are insured in the event of bank fail&® the bank should secure its system so
as to mobilize more deposit than before and t@ctinew depositors and maintain the
exiting depositors.

d) Branches

There is a relationship between commercial banksosiés and commercial bank’s
branch expansion. Not only are deposits influendsd bank branches, but the
expansion of bank branches is also influenced leyl&ével of deposits in any area
(Baqui et al, 1987). It is expected that banks make decisionsegpanding their
facilities by considering factors such as level aimpetition, deposit potential,
regional income and existence of road and vehiélesdeposit potential is one thing that
banks consider in expanding its branches, the diepas also be a reason for branch
expansion strategy that the banking sector usesoling to Erna and Ekki (2004),
there is a long run relationship between commetudalk branch and commercial banks
deposits.

e) Bank Size

Among the factors prominently identified as affagtideposit variability one is bank
size. Evidence indicates that the number and diyecs the ownership of individual
deposit accounts as well as the distribution ofodé&ps by type vary with bank size
(George, 1972). Herald and Heiko (2009) founds dltabugh insignificant once controlled
by other variables bank size have an effect on siepoA smaller bank has to generate
less deposit in absolute terms to achieve the shepesit growth than large banks, thus

possibly favoring smaller banks in achieving higtleposit growth.
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f) Reserves

Richard Goode and Richard S. Thom (1959), said tbserves that are fixed legally
can influence the deposits that banks can hold. oAtiag to them reserve
requirements determine the maximum amount of loand investments that each
commercial banks and the banking system as a wimag maintain in relation to
deposits. Thus, if the reserve requirement is 20cqe of deposits, loans and
investment (of the bank’s own choosing) may noteext 80 percent of deposits.
Therefore, reserve requirements limit the total amgon of bank deposits that can
occur on the basis of any primary increase in dépdReserve requirements also have the
effect of limiting the reduction in bank credit addposits that is forced up on the banking

system by a primary decrease in deposits.
g) Transaction Cost

Important indicator of management’s effectivenessany bank are whether or not
deposited funds have been raised at the lowestilpessost and whether enough

deposits are available to fund those loans the hastkes to make (Mahendra, 2005).

2.5.2 Endogenous Factors

In the literature three endogenous factors aretifgsh that can affect the growth of
commercial banks deposits. They are awareness efstitiety for using banks to

deposit their money, convenience of Bank’s offind aervice in the banks.
a) Awareness of the Society

According to Baquet al (1987), some analysts argue that demand for depssnfluenced
by education level which in turn increases the amass of the rural people about
banking services. Since the study of Bagual ( 1987) conducted by taking rural area as
its base it is obvious that it considers the awessras a factor of deposit mobilization. It
was also found that literacy as a proxy for awassrabout banking, positively influence

deposits.
b) Convenience of Bank’s Office

Road and vehicles directly influence interest bepdeposits because of the reduction in
depositors’ transaction costs through reduced spent in travelling to and from banks
(Baquiet al,1987). Banks can mobilize more deposit when thakerthemselves closer

to their customers (depositors).
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c) Services in the Bank

It is known that banks are service giving orgarima and the service delivery can
affect their business undertakings. Baguial ( 1987) stated that there is some empirical

evidence demonstrating the positive influence of¥ises rendered to depositor.

2.6 Approaches to Attract Cash Depositor

Kumar (2000) stated that, these are some of thee nmoportant expected changes in
banking industry operations in the near future. Mi@sks will adopt at least a few of these
policies to maintain enough cash deposit and m@ofity. Perform a savings account
comparison to take advantage of improved bank ramesterms. Take advantage of the
positive changes in this group and closely exanmhmir new income ideas. Always

compare your institution with its competitors t@ie of the best and most cost-effective

offers.

% Go beyond interest rates to attract new custonMeost banks will not be able to
beat the interest rates offered on a national léDak of the most difficult things
for a bank to communicate to potential customethasquality of customer service
offered. Use testimonial-based advertisementsdbligint the benefits of customer
service. This is particularly important for longste loan relationships such as
mortgages. If customers believe that a loan offateyour bank will be attentive to
their individual needs, they may be more likelyoteerlook differences in interest
rates (Kumar, 2000).

% Increase customer access to funds by expanding A&Morks and improving
online banking offerings. ATMs and online bankinge dess expensive than
training and paying tellers. But building an ATMtwerk is expensive, particularly
if you're not a franchise of a larger national havlany smaller banks have gotten
around this issue by subsidizing fees paid to dutetwork ATMs. This allows
smaller banks to offer the same ease of accesargear Ibanks at a relatively low
cost (Kumar, 2000).

s Create time-limited marketing incentives to attraetw deposits. Offer to pay
termination and transfer fees from old banks. O¢Bsh payments for deposits over
a certain amount. To maximize effectiveness, lulmé offer to a period of 60 days

or less and emphasize that fact in advertisem@ftsr tiered rewards depending
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0,
°

on the level of deposit made. In most cases, cua®mwill stay with a bank that

they have opened an account with for years (Kug@@0).

Measure the effectiveness of your marketing. Tryuo only a few marketing
initiatives at any one time so you can more easilasure their effectiveness.
Repeat promotions that have measurable results;uatail the campaigns that fail.

Consider how profitable a campaign was per dolaownt (Kumar, 2000).

Offer higher interest rates on savings accounts lamer interest on loans to
existing customers with high bank balances. It'imless expensive to keep a
customer that you already have than to attractva eree. Tiered accounts create
incentives for your customers to keep their busin@#th you rather than shop

around elsewhere (Kumar, 2000).

Adding "rewards" features to transaction accourdse¢king, money market
accounts, etc.).The success of rewards credit garsigarking interest in offering
similar features to other deposit and transactionoants. Individuals should
examine these offers from their current instituteomd competing programs from
other banks. Compare money market rates and "reéodind the best program
for you (Kumar, 2000).
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CHAPTER THREE
RESEARCH DESIGN AND METHODOLOGY

3.1 The Research Design

A survey was made in Awash International Bank $o@&xamine deposit mobilization and
assess factors affecting deposit mobilization ingte commercial banks. The data were
collected from the bank documents and employeegkingin different AIB city branches

and head office.

The subject of the study was senior employees aighwinternational Bank S.C. working
in different area branches and head office locate&ddis Ababa. The respondents should
have at least two years of service in the bank raggy that they could have enough
experience to the deposit mobilization of the bamkctice. Accordingly 100 senior

employees, who were serving the bank for at leastyears were selected.

3.2 Sources of Data

The study was undertaken based on the data obtaoradprimary and secondary sources.
The Primary data was collected using structured anstructured questionnaires and
formal interview. The questionnaires were distr#alito100 senior employees of the bank,
whose job grade were 10 and above. In additiohéajuestionnaires, structured interview
were made with Directorate of Branches Affairs avidnager of Branch Expansion

Division.

The relevant secondary data for this study weraiobtl from the company’s annual

reports, unpublished company documents, booksyahdites.

3.3 Data Collection

As discussed above in the sources of data sedigstionnaires were distributed to 100
employees of the City Branches and Head officeales collected from a total of 84

employees.

Data from interview discussion made with the Brasci\ffair directorate and Branch
Expansion Manager was collected by taking notegb@®vents of the discussion based on

the interview discussion questions designed.
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3.4 Population, Sample Size and Sampling Techniques

Awash International bank has launched a total o4 branches in Addis Ababa till"30
of June 2013. Out of these only 38 area branches ktarted operation before two years.
AIB categorized all city branches into classes 4 toased on numbers of staff, customer
flow and deposit amount. These categorization \aé&3e served as a bases for selection of
4 branches from each classes, to this effect simgadelom sampling techniques were
applied to select those branches which qualifyimg minimum requirements and equal
opportunity given to branches in each classes. Rhwrse selected branches senior staffs
including Branch manager and Ass. Branch manages parposively selected this due to
senior staffs are believed to have enough knowledget deposit mobilization practice of
the bank. Of all the Addis Ababa branches, thewealepicted ones where entered in to

operation before two years

Table 1. Number of Branches in Addis Ababa startingoperation before two years and
Selected Branches with their Respective Number ot&fs

Number of
Branches Number of Number of| Number of Total staff
Class . Selected . Selected from
qualifying the Managers| senior staffs
I branches each class
criteria
1 8 4 8 18 26
2 5 4 8 14 22
3 9 4 8 9 17
4 16 4 8 7 15
Total 38 16 32 48 80

26 questionnaires to class one, 22 to class twag tfass three and 15 to class four were

distributed, total of 32 to Managerial and 48 tonisestaffs.

As to Head Office, there are total of 651 staff2 [Managerial and 609 non managerial).
Of the total staffs, 20% are believed to have wdrkere than two years in the bank. A
total of 20 questionnaires, 10 to Managers andI€hior staffs were distributed. Totally,
100 questionnaires were distributed to employeethénselected area branches and the

head office.
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Table 2. Selected Branches and Head Office Respomte with their Respective

Position
No. Position Resl\gl)%n(zifents Questionnaires Interview
1 | Director 3 v v
2 | Division Manager 7 v v
3 | Branch Managers 16 v
4 | Assistant Branch 16 v
Managers
5 Supervisor 24 v
6 Senior Officer 34 v
Total 100 100

Table 2 indicates, out of 100 questioners prepadedwere distributed to managers
(Director, Division Manager, B. Manager and AssM&anager) and the remaining 58 were
for non managers but senior employees of the baéhis implies the student researcher
attempt to address the employees who have diréatioreship with the banks deposit

mobilization practice.

3.5 Data Analysis

Data collected from respondent employees througlestipnnaire and interview

discussions are analyzed and interpreted so asite at meaningful findings.

The researcher useMlicrosoft Excel soft ware to code and analyzes todlected
responses from questionnaires. After proper editi@ta was coded; entered to the
software and then it was made ready for analysescBbptive statistical techniques are
adopted for analysis of data collected from quesi@re responses of respondents. In so
doing frequency tables and percentages were apflies helps to thoroughly analyze and

interpret the questions one by one in order tolreaeaningful results.

Data collected from interview discussion was orgadias per the questions designed and
are incorporated in the data discussion and ireépon part of the study. Conclusions and

recommendation were drawn based on the data asalydiinterpretation.
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CHAPTER FOUR
RESULTS AND DISCUSSION

4.1 Data Presentation and Analysis

Out of the total, 20 questionnaires distributed the Head Office staffs and 80
guestionnaires distributed to branch staffs of Atily 16 and 68 respectively were
properly filled and returned back. Therefore, thienber of respondents for this study was
reduced to 84. Summary of the number of questioasalistributed and collected from

employees of the bank was given in table 1.

In addition to the results obtained through questaire, results from structured interview
with the Branch Affairs Director and Branch ExpamsiManager of the bank were

presented and analyzed in this chapter.

Table 3. Summary of Questionnaire Distribution andCollection Rate

. Questionnaire Questionnaire Percentage of
No. Position distributed collected collection
1 Director 3 2 67%
2 Division 7 6 86%
Manager
3 Branch 16 13 81%
Managers
4 Assistant 16 15 94%
Branch
Managers
5 Supervisor 24 21 88%
6 Senior Officer 34 27 79%
Total 100 84 84%

As indicated in the table above, from a total od Einployees for whom questionnaire was
distributed 84 respondents (84%) response is ¢etleand the remaining 16 (16%) is not
collected due to different reasons. The next tabkhle Il, shows the profile of the

respondents.
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4.1.1 Profile of Respondents

Table 4. Profile of Respondents

Description Frequency Percentage (%)
Sex
71 Male 51 61%
1 Female 33 39%
Total 84 100%
Age
71 Below 25 years 6 7%
[l 26-35 years 24 29%
[0 36-45 years 36 43%
[0 46-55 years 14 16%
'] Above 55 years 4 5%
Total 84 100%
Academic Qualification
71 High School Complete 0 0%
71 Diploma 19 23%
[l Degree 55 65%
71 Master’s and above 10 12%
Total 84 100%
Work Experience
[ 2-5years 5 6%
11 5-10 years 32 38%
1 11-15 years 36 43%
71 Above 15 years 11 13%
Total 84 100%
Position In Bank
71 Director 2 3%
[ Division Manager 6 7%
(1 Branch Manager 13 15%
[l Ass. Branch Manager 15 18%
{1 Supervisor 21 25%
71 Senior Officer 27 32%
Total 84 100%
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According to table 4, it is observed that out & 84 respondents 51 (61%) of respondents
were males and the remaining 33 (39%) were femdleis shows that majority of the
respondents were males. This might be due to smalimber of female employees in the

bank, compared to males.

6 (7%) are below age 25 years, 24 (29%) are betwmgen26-35, 36 (43%) are between
age 36-45, 14 (16%) are between age 46-55 ancethaiming 4 (5%) are above 55. This
helps to see the view of employees from differege aategories on the deposit
mobilization process of the bank as employees’agegory has its own influence on the
view they have regarding the practice. The widet diversified the age group, the wider

and diversified are the views of the employeeshenigsue under consideration.

0 (0%) are High School Complete, 19 (23%) Diploro&dbr, 55 (65%) Degree holder and
the remaining 10 (12%) are Masters and above. &tetlhat majority of respondents are
having degree would help respondents understandilatite questionnaires correctly so

that the findings would be viable.

5 (6%) are 2-5 years experience, 32 (38%) are $edds experience, 36 (43%) are 11-15
years and the remaining 11 (13%) are above 15 yaqusrience. This indicates that the
respondents are well experienced and able to bomdritheir effort to the deposit

mobilization process of the bank. Hence, data ctd&from them is reliable.

2 (3%) are Directors of the bank, 6 (7%) of thepeslents are Division Manager, 15
(15%) are Branch Manager, 15 (18%) are Assistaan@&r Manager 21 (25%) of the
respondents are Supervisor and the remaining 2%)32e senior Officers of the bank.
From this, we can infer that most of the resporsldmive a relatively senior and

management staffs of the bank.

4.1.2 The Employees of the Bank Being Depositors

Table 5. Status of Being Depositor

Particulars Frequency Percentage (%)
Yes 73 87%
No 11 13%
Total 84 100%
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It was reported that 73 (87%) respondents were ti@lemployees and the depositors of
AIB and the remaining 11 (13%) respondents werg eniployees of the bank (Table 5).
This indicates that the majority of the staffs pet of the deposit mobilization process,

and are expected to boost the deposit level olbam.
4.1.3 Combination of Depositors of the Bank

Table 6. Lists of the Bank’s Depositor Combination

Types Frequency Percentage (%)
Individuals 37 44%
Business Organization 28 33%
Governmental Organization 10 12%
All 9 11%

Total 84 100%

According to table 6, 37 (44%) of the respondeagpond that Awash International Bank
collects its deposit from individual customers, (38%) of them says it is mobilizing its
deposit from business organizations, 10 (12%) efréspondents says that the government
organizations are the main depositor of the bartk@(i11%) of the respondents says that
the bank is mobilizing its deposits from all theoa® mentioned. This indicates that the
deposits of Awash International Bank mainly frordiinduals. The deposit build by small
groups of people will have high risk of declining lmalances when one of them are
withdrawing their money, Awash bank to this effetsinimize this risk due to the bank

build their deposits mainly on individuals deposst.

4.1.4 Distribution of Branches

Table 7. Distribution of Branches in City and outlying

Particulars Frequency Percentage (%)
Yes 23 27%
No 61 73%
Total 84 100%
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Table 7, indicates that 23 (27%) of the resporgleave believed that the branches were
fairly distributed; and the majority of the respents 61 (73%), have not believed the
distribution of branches in city and outlying aeerf This indicates that there are more
branches have opened in Addis Ababa this due tdlynib& economic transaction of the

country done here in Addis Ababa.

4.1.5 Major Reasons for the Increase of Banks Depo8alance

Table 8. Major Factors for Boosting Deposit Balance of the Bank

Particulars Frequency Percentage (%)
Aggressive Branch Expansion 52 62%
Aggressive Promotion 18 21%
Promote Customer handling Culture 12 14%
Others 2 3%

Total 84 100%

Table 8 indicates, the majority of the respondesits[62%), believe that aggressive branch
expansions are major factors to boost deposit batarof the bank;18 (21%) of the

respondents agreed, aggressive promotion bringe uhgpositors to the bank and major
factors for increasing of bank deposit balances;(14%) of the respondents agreed
promoting customer handling cultures are the mi@gctors for increasing deposit balances
of the bank and the remaining 2 (3%) believes tlteaee other factors to boost deposit
balance such as upgrading Technology and extertshng closing hours. This implies

nearing to the customer by opening additional draads the major factor to increase the

deposit balance of the bank.

4.1.6 Interest Rate Scheme

Table 9. Different Interest Rate Scheme Provided bthe Bank

Particulars Frequency Percentage (%)
Yes 72 86%
No 12 14%
Total 84 100%

According to table 9, 72 (86%) of the respondemsws that AIB has different interest
rate scheme to attract and entertain differentestguof depositors; and 12 (14%) of the

respondents, lack the information about the difiemsterest rate scheme of the bank. This
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shows that some of the employees of the bank klelkant information which can help to

attract more customers to the bank by providingcbarsd unique information.

4.1.7 Factors Affecting Deposit Mobilization

Table 10. Factors Affecting the Deposit Mobilizatia process of the Bank

Particulars Frequency Percentage
The Current Infrastructures Reconstruction 29 35%
Government Intervention towards Private Bank 17 20%
People Attitude towards Private Bank 15 18%
Branch Office Location and Poor Parking Area 12 14%
Computation with other Private and Gov. Bank 11 13%
Others 0 0%

Total 84 100%

The above table, Table 10, shows that The majofithe respondents, 29 (35%), believe
that the current infrastructure reconstructionhef tity are the major factors affecting the
deposit mobilization process; 17 (20%) of the resjgmts agreed, government intervention
affect mainly the deposit mobilization process; (18%) of the respondents agreed people
attitude towards using private banks are highljuerice the deposit mobilization process;
12 (14%) of the respondents agreed the branchidocand poor parking areas are reason
for poor deposit mobilization and the remaining(13%) believes computation with other
private and governmental banks. The results indichat the negative impact of the
reconstruction of Addis Ababa roads on the depusbilization process and this urges the

bank to search option to alleviate such abnorrealiti

4.1.8 The 27% Bill Purchase and Deposit Mobilizatin

Table 11. The Impact of 27% Government Bill Purchas on Deposit Mobilization
Process of the Bank

Particulars Frequency Percentage (%)
Yes 21 25%
No 63 75%
Total 84 100%

As per the collected response in table 11 abovaf2iiem (25%) of the respondents said
there is direct relationship with bill purchase ateposit mobilization; and the remaining
63 (75%) of the respondents, the majority, belietreat the purchase of government bill
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has no impact on the deposit mobilization procdsh® bank. This indicates there is no
direct relationship between the deposit mobilizagwocess and 27% bill purchase. Since
the purchase of bills done when the loan issuestetore it reduce the loan-able fund of

the bank which collected through deposit mobil@ati

4.1.9 Condominium Construction and Deposit Mobilizéion

Table 12. The Impact of Condominium Construction orDeposit Mobilization Process

Particulars Frequency Percentage (%)
Yes 71 85%
No 13 15%
Total 84 100%

The above table, Table 12, shows 71 (85%) of tepardents, agreed the construction of
condominium house program directly affect the deépwosbilization process of the bank.
Since most depositors of the banks are individiaald these individuals transfer their
balance to CBE for the sake of minimum deposit irequents, so the deposit balances of
the bank are affected; and 13 (15%) of the respusddelieved that the construction

doesn’t affect the deposit mobilization procesthefbank.

4.1.10 Bank Commission and Service Charges

Table 13. The Impact of Commission and Service Chges on Deposit Mobilization

Process
Particulars Frequency Percentage (%)
Yes 29 35%
No 55 65%
Total 84 100%

According to table 13, 29 (35%) of the respondemdieved the existing commission and
service charges affect the deposit mobilizationcess of the bank; and Majority of the
respondents, 55 (65%) of the respondents agreedigpesit mobilization process not
affected by the banks commission and service ckatgeff. This implies the current

bank’s commission and service charge tariff appliete comparable and reasonable with

other private banks and not affect the deposit fzaltion process.
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4.1.11 People Awareness towards Using Private Banks

Table 14. The Efforts of the Bank to promote PeopléAwareness towards Using

Private Bank

Particulars Frequency Percentage (%)
Yes 43 52%
No 41 48%
Total 84 100%

From Table 14 shown above, it is observed thab23%4) of the respondents, said the bank
promote very well to develop people awareness tdsvarsing private bank; and a
relatively larger proportion, 41 (48%) of the resgents, not satisfied by the current
efforts of the bank to develop people’s awarenessitds using private bank. This implies
the current awareness creation activity of the baedds further efforts to motivate those

people not using banks at all.

4.1.12 Aggressive Branch Expansion of CBE

Table 15. Aggressive Branch Expansion of CBE and st Impact on Deposit
Mobilization of AIB

Particulars Frequency Percentage (%)
Yes 68 81%
No 16 19%
Total 84 100%

As shown in Table 15, 68 (81%) of the respondeetiebed the aggressive expansion of
CBE affects the deposit mobilization of the bankid ahowever, 16 (19%) of the
respondents agreed the expansion of CBE doesettatie deposit mobilization process.
This indicates CBE open their branches near tooowsts and collect deposit with
minimum cost and efforts. These CBE activities @fféirectly other private banks

movement towards deposit mobilization.
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4.2 Presentation of Data from Secondary Sources
4.2.1 The Performance of Deposit, Loans and Advanse

To analyzing credit performance, evaluation of i®and advances" is the central part of
the process; it is also equally important that eatsihg the performance of deposit
mobilization efforts in order to analyze the crediAwash international Bank has a
consistent growth record in both deposit and I@ardsadvance. Following table shows this

trend:

Table 16. Deposits, Loans and Total Assets in Biticof Birr

Year Total Loans and Total Assets | Loan and advances as %
Deposits Advances of Total Deposit
2007/08 3.42 2.4 4,78 70%
2008/09 4.96 2.56 7.13 52%
2009/10 6.46 3.15 9.02 49%
20110/11 8.05 3.99 11.09 50%
2011/12 9.57 5.51 13.13 58%

Source: (AIB, 2008, 2009, 2010, 2011, 2012)

From table 16 shown above, it is observed thatl toens and advances of the Bank
markedly rose to Birr 5.51 billion in 2011/12 fraabout Birr 3.99 Billion a year earlier,
partly reflecting the positive impact of the rembwé credit ceiling by the National Bank
of Ethiopia and partly due to the growing creditmded in the country associated with
economic growth. To proper managements of the a&sitng loan requests, aggressive
works required to increase the deposit level adnghlyl As a result, the Bank's

loan/deposit ratio improved to 58 percent from Bécpnt the previous financial year

Total deposits of the bank reached over Birr 9.®b as at 2011/12, higher than those of
last year by 19%. This is mainly due to the aggvesdeposit mobilization efforts and its

widespread branch network.
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Table 17. Composition of Total Deposit/ Deposit Mabzation in Billon of Birr

Year Total' Saving Demand/ Fi?<ed/ L/C' No. Of
Deposits Current Time Margin | Branches
2007/08 4.47 2.92 1.01 0.22 0.31 56
2008/09 5.3 3.65 1.13 0.18 0.34 64
2009/10 6.46 4.66 1.38 0.61 0.3% 70
2010/11 8.04 5.65 2.01 0.82 0.3 86
2011/12 9.56 6.57 2.16 0.48 0.29 107

Source: (AIB, 2008, 2009, 2010, 2011, 2012)

According to table 17, Total deposits of the Baimicluding margins held on letters of

credit, reached over Birr 9.56 billion as at 20P1Migher than those of last year by 19%.
With the exception of L/C margin, all types of dspe exhibited substantial

improvement over the corresponding period of lasiry Of the total deposits, savings
deposits accounted for the major portion (68.6%0)Jowved by demand deposits

(22.56%), margins held on letters of credit (2.2l time deposits (5.9%).

Composition of deposit, AIB mobilizes its funds rimrothe profit of its operation and
deposit of the customers. From these sources tgesaproportion is deposit. The bank
collects deposit in three forms, i.e. demand depdisied deposit and saving deposit.
Among these form of deposits the largest proportibaleposit is on the form of saving
deposit. Demand deposit is non interest bearing@slethat Awash bank collects mainly
from merchants with the deal that they can withdiineir money on demand. Fixed
deposit is the contract between the bank and g®mers, i.e. the bank negotiates with the
customer about the date of the withdrawal and thereést the bank should give to the
depositor. The last one, saving deposit is maiskduby the bank and the depositors. The
minimum interest on saving deposit is fixed by tiaional bank of Ethiopia(NBE) and

can't give interest less than the minimum interas fixed by the national bank.
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4.3 Presentations of Data from Interview

Results concerning the deposit of the bank, braxgansion, networking of the branches,
union for card banking system, and challenges fpodit mobilization were obtained
through interview with Branches affair Director aBdanch Expansion and Coordination

Division Manager of AIB. And the summary of theantiews are presented here below.

4.3.1 Deposit of the Bank

The Bank planned to mobilize significant amountleposits, mainly due to the concerted
efforts both at the Head Office and branch levgiewing public confidence in the Bank
and widespread distribution of branch network. Tis teffect deposit mobilization
committee established at head office level ancctdmemittee regularly visit all branches in
Addis Ababa monthly bases and at least once intgufor outlying branches. In addition
to the visit, all branches established their cortamifat branch level and report their deposit
mobilization efforts monthly to head office contimoy organs. As per the effort made by
the branches awards will be forwarded for those Ipesformed branches by deposit
mobilization effort.

4.3.2 Branch Expansion

As per the Branch Expansion and Coordination Manate financial year 2011/12
witnessed a historic expansion in branch networgcohdingly, more than twenty new
branches were opened during the last period, thingibg the total number of AIB’s
branches to 107 as at June 30, 2013. This makegh&lBading private bank in terms of
branch network. AIB effectively expanded its phgsigpresence and diversified its
customer base thus enabling more people to havessdo the Bank’s products and
services. And by current year the bank plannednanore than 25 branches and expect
to reach the branches number 140 at the end ofjehe These all enables the bank to

increase its deposit substansaly.

4.3.3 Networking of the Branches

In the discussion with Branch Expansion and Coatitim Manager more than one third of
outlying branches and all branches in Addis Abaleaewable to provide on-line banking
services. And the bank plan to online the remairbrgnches with the coming year; in
addition to that, the Bank has been working on@egt aimed at replacing the existing
CORE banking system (Bank master) with a new owethis effect, it has established an

IT Project Management Office, entrusted with enmsyira successful implementation of
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various banking applications. The project is expeédb be completed during the financial
year 2012/13.

4.3.4 Union for Card Banking System

According to the discussion with the Branch Affaibsrector, the Bank is already
implement card banking in coordination with otheotbanks namely NIB International
Bank S.C. and United Bank S.C.; and have estallisheshare company known as
“Premiere Switch Solutions S.C.”, and started op@nalast year and expected to reach
customers by using these three banks ATM termiluaiated at different area in Addis

Ababa and also believed to helps the deposit nzalitin process of the bank.

4.3.5 Challenges for deposit mobilization

As per the discussion made with the director soféh@® main challenges for deposit

mobilization processes are:

v The inflationary situation,
v' The Government condominium houses Construction rarogand the

related deposits requirements,

<\

The current reconstructions of Addis Ababa roads

v' The National Bank of Ethiopia’s Directive that @®s domestic private
commercial banks to purchase NBE bills amountin@#éo of their credit
disbursements at 3% annual interest rate (whiclacisially below the
minimum deposit rate). Obviously, this will gradyakrode the liquidity
position of commercial banks by obliging them tagase NBE bills of
five years maturity with short term deposits,

v" There by leading to asset-liability mismatch, uslesrrective measures are
taken.

v' This current monetary policy leaves limited spaf@ banks to
accommodate the growing demand for credit fromedgit sectors of the
economy.

v Aggressive branch expansion of CBE
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CHAPTER FIVE

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

This chapter is concerned with the highlights & $tudy findings and conclusions that are
derived from the data analyses and discussion®rR®@endations are provided at the end

based on the findings and conclusions drawn frarsthdy.

5.1 Summary of Findings

v Majority of the respondents are depositors of thekhin addition to employee and
also some of the respondents still not deposit theney in the bank.

v' Large number of respondents believes that the degfo&wash International Bank
come from more of Individuals depositor.

v" Majority of employees of the bank have believed tha distribution of branches
in city and outlying are not fairly opened.

v Large numbers of respondents believes that aggeessanch expansion is the
major reason to increase the deposit balances.

v' Almost all respondents indicated that AIB has défe interest schemes to
entertain different customers’ needs.

v" Most respondents believe the current reconstrucifaine Addis Ababa roads are
the major problems for deposit mobilization process

v Large number of employees responded that the 27%ergment bill purchase
doesn'’t affect the deposit mobilization efforts tbé bank. Instead it lowers the
loan-able fund of the bank.

v' Large number of employee believes the current comgiom house construction
program affect the deposit mobilization procesthefbank.

v" Most of the respondents believe that the curremimission and service charge

tariff doesn’t affect the deposit mobilization pess of the bank.
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Large proportion of the respondents agreed the bprdmotions towards
motivating people to use private banks are noaetitre or not done well.

Majority of the employees believe the aggressivpaesion of CBE affect the
deposit mobilization of the bank.

The secondary data shows, amount of both totalsiepod loan increased during
the past five years from 2007/08 to 2011/12.

Deposit mobilization committee established at heffide level and also at branch
level to facilitate and monitor the deposit molation process.

More than 20 branches opened last year and plaonngoen more than 25 branches
by the current fiscal year.

More than one third of outlying and all branche#\oidis Ababa are providing on-
line banking services.

The bank implement card banking with coordinatidrother two banks namely

United bank and NIB bank.
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5.2 Conclusions

After careful analysis of factors affecting depasibilization at Awash International

Bank the following conclusions are made.

The main factors that affect the deposit mobilaatprocess of Awash International bank
are the here and their reconstruction of Addis Ababads, the direct and indirect
government intervention or control on private bamksivities, people attitude towards
using private banks, branch office location andrpoarking areas and competition with
other privates bank are some of the factors thattdader the growth of the deposit
balances of the bank. The existing commission @&ndce charge tariff are not affect the

deposit mobilization process.

The possible factors which contribute to the growththe deposit balances of Awash
International Bank’'s are aggressive branch expansiaggressive promotion or
advertisement, promoting service quality, updatizwgd going with the developing

technology and extending the working hours.

The 27% government bill purchase doesn't affectdly the deposit mobilization process,
it affect unconstructively the loan-able balancehaf bank. The current activities of CBE
by branch expansion as well as aggressive pronatioomplain directly or indirectly
affect the deposit mobilization process of privdianks. In addition, the current
promotional activities of Awash International batokdevelop people awareness towards

using private banks are not attractive and requadatitional efforts.

The deposit of Awash International Bank largelylectied from individual depositors. The
current condominium houses constriction programasctly or indirectly affect the deposit
mobilization process of the bank because the mimrsaving requirement goes solely to

CBE which might from different private banks indiuial depositor.

The total deposit balance of the bank bigger yeamretar and the related loan and advance
balances also increase with the pace of deposinbal The bank collects deposit in three
forms, i.e. demand deposit, fixed deposit and spdeposit. Among these form of deposits
the largest proportion of deposit is on the formsating deposit which is fixed interest
bearing deposit. Awash International bank appliéffent interest rate scheme to
entertain different requests of depositors and erage potential depositors to deposit their

money in Awash bank than other banks.
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Branch expansion is an important strategy for depm®bilization, it significantly
increases deposit to this effect AIB opened moentR0O branches last year. The bank
opened more branches in Addis Ababa than outlyimg mainly due to the economic
center of the city. More than one third of outlyimg@anches and all city branches were able
to provide on-line banking services, in additioe thank implement card banking system

with coordination with other two private banks.
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5.3 Recommendations

In connection with the summary of finding and caisabns drawn above, the following

recommendations are provided to address the gepsfidd by the study.

v

Since the main source of funds for Awash Intermatidoank is deposit, therefore

the bank should give due emphasis to its depoditstiive to increase it.

The bank should provide excellent service for itstomers to mobilize more

deposits since the capital and expansion of CBEbigte challenges for AlIB.

AIB should arrange and apply Incentives progranthss coupon prizes for those
depositing above a fixed amount of money which wHsctive when applied by

CBE previously.

Awash International banks should go through proomati effort and awareness
creation campaign to have well informed society whs awareness of the banking
system and are interested in keeping their mondgairks.

Awash international bank should use their good Wwéing the first private bank
after the fall of Derg regime to attract more neepdsitors and preserve the

existing depositor at comfortable level.

Awash International bank should have convenienicefenvironment with hard
working employees to satisfy the existing custonrexed and as well as to attract

new depositors.

Since the current reconstruction of roads wouldhsmain challenges for banks
and dissatisfy the customers, the bank should phE®l machine at different

common areas to reduce such abnormality.

Awash International bankhould also control theustomers’preference and compete
with other commercial banks to attract more deposiin turn to mobilize more

deposits through controlling the market or throegbanding their market share.

Since branch expansion has positive and signifiegfect on total deposit of
commercial banks, Awash International baskould also expand their branches in

order to increase their deposit.

The bank should aware the staffs first about thpoitance of depositing their
money at the bank in order to increase the motiwasind participation of staffs in

deposit mobilization process.

38



Bibliography

AIB (2008). Awash International Bank. Annual repddr financial year ended 31
December 2007. 32pp.

AIB (2009). Awash International Bank. Annual repéot financial year ended 30 June
2009. 36pp.

AIB (2010). Awash International Bank. Annual repéot financial year ended 30 June
2010. 32pp.

AIB (2011). Awash International Bank. Annual repéot financial year ended 30 June
2011. 39pp.

AIB (2012). Awash International Bank. Annual repéot financial year ended 30 June
2012. 32pp.

Baqui, K., Richard, L., Meyer, L. and Hushak, J98T). Deposit Mobilization in
Bangladesh: Implications for Rural Financial Ingiibns and Financial
Policies.The Bangladesh Dev. Stid5(4) 85-1 17.

Bhatt, V. (1970). “Some Aspects of Deposit Mobitiza” Economic and Political
Weekly, Economic and Political Weekly, Vol. 5, N\86, pp. 1495-1497.

Desinga, R. (1975). “Deposit Mobilization by Co-oméve Banks: A Comparison
Economic and Political Weekly” No. 29, pp. 1098-010

Devinaga, R. (2010).Theoretical Framework of Profitability as Appliedo t
Commercial Bank in Malaysi&uropean Journal of Economics, Finance and
Administrative Sciences, Multimedia University, kég of Business and

Law, Melaka, Malaysia.

Erna, R. and EKki, S. (2004). “Factors Affecting d&waba Deposits in Indonesia.
Working Paper in Economics and Development Studi€ddjadjaran

University, Indonesia.

Evan, G., Schuermann, T. and Philip, E. (2006). rigtging Bank Liquidity Risk: How
Deposit-Loan Synergies Vary With Market Conditionséderal Reserve
Bank of New York.

George, G. K. (1972Deposit Variability and Bank Siz&he journal of financial and pp

39



guantitative analysis, Vol. 7, No. 5, University @Washington School of
Business Administration, 2087-2096.

Harold, L. S. (1946). The Problem of Excessive Commercial Bank Earningsgford
University Press, The Quarterly Journal of Econ@nivol. 60, No. 3,
pp. 365 -389

Herald, F. and Heiko, H. (2009). “Lebanon-Determitseof commercial banks Deposits
in a Regional Financial Center” IMF Working pap&vP/09/195

Jim, S. (2008). “A “How-To” Guide: Finding and Impreting GDP Statistics” Canadian

Centre for Policy Alternatives.

Kapila, R. (2001). “Ongoing Developments in Bankewgd Financial Sector” A.F. Book
News — Vol. 9(5) 3 - 5.

Katherine, S. (2004). “The Evolving Roles of Comaoiar Banks in US Credit Markets”

Federal Deposits Insurance Corporation, USA

Kelvin, A. S. (2001). “The Role of Commercial Banks Financing Growth and
Economic Development in Trinidad and Tobago And T®aribbean: A
Perspective From The Royal Bank of Trinidad andagdd Central Bank of

Belize.

Lorenzo, C., Arjan, K., Christoffer, K., Sorenserdaviacro, P. (2010). “Do Bank Loans
and Credit Standards Have an Effect on Output? AePApproach for Euro

Area” Working Paper Series, European Central Bank.

Mahendra, V. (2005). “Impact of Self-Help Groupskoermal Banking Habits” Economic
and Political Weekly. Vol. 40 (17) 1705-1713.

Maria, S., Martinez, P. and Sergio, L. (200Do Depositors Punish Banks for Bad
Behavior? Market Discipline, Deposit Insurance, amhnking Crises,
Blackwell PublishingJ. Finance Vol. 56 (3) 1029-1051.

Medhat, T. (2004)A Comparison of Financial Performance in the BaigkiSector:
Some Evidence from Omani Commercial Barnlkdernational Research

Journals of Finance and Economics, Euro Journdighing.

Mohammad, N. and Mahdi, S. (2010)he Role of Inflation in Financial Repression:
Evidence from IranIDOSI Publications, World Applied Sciences Journal

40



11(6): 653-661.

Mustafa, K. and Sayera. Y. (2009). “An Analysisloferest Rate Spread in Bangladesh”

The Bangladesh Development Studies.
NBE (2013). National Banks of Ethiopid" quarter bulletin. Volume 28(4), Addis Ababa.

Philip, T. (1968). “Interest Rate Practices of Coenoml Banks: Case for Official
Regulation” Economic and Political Weekly, Vol. 2 789-792.

Richard, G. and Richard, S. (1959). “Variable ResdRequirements against Commercial
Bank Deposits” Staff Papers - International Mongt&und, Vol. 7 (1) 9-45.

Shaw, E .A. (1995). “Operational Results of Comr@rBanks in Jamaica (1991-1993)”
Sir Arthur Lewis Institute of Social and Economitu@ies, University of the
West Indies, Social and Economic Studies. Speciahéfary Studies Issue

(Financial Reforms and Financial Services) Vol.(4%23-40.

Sheku, A. (2005). “Statistical Information and Banking Sector” For Presentation at the
Fourth meeting of the Committee on Development rinfition (CODI-IV)-
Sub-Committee on Statistics, Plenary Session lordmhtion in Key
Economics Sector, United Nations Conference Cefui¢CC),Addis Ababa,
Ethiopia.

voon-Choong, Yap, Hway-Boom, Ong, Kok-Thim, Chard avueh-Sin, Ang (2010).
Factors Affecting Banks’ Risk Exposure: Evidencenir Malaysia. European

Journal of Economics, Finance and Administrativeeisees.

Yanne, G., Yanne, G., Philipp, S. and Isabel, \D0@. “Alternative Progress indicators
to Gross Domestic Product (GDP) as a means towaustainable

development” European Parliament.

Yogeshwar, K. (2000). “Electronic Banking” I.B.AuBetin, March, Vol. XX,  No. 5,

41



ANNEXES A

Questionnaire for employees

St. Mary’s University College
School of Graduate Studies
MBA Program

Questionnaire to be filled by Awash International Bank Employees

Dear respondent,

The purpose of this questionnaire is to collecttfinand information for a study being

conducted on the topicFactors Affecting Deposit Mobilization in Private Commercial

bank case study in Awash International Bank S.C.as partial fulfillment of Master’s of

Business Administration (MBA) program at St MaryJsiversity College. To this end, |

kindly request you to provide me genuine informatito the best of your knowledge, so

that the findings of the study would be legitimalée study is purely academic research.

Therefore, for sure, all your responses will betlkemfidential. | would like to thank you

for your willingness, effort and sharing precioumd to fill the questionnaire and returning

it the earliest possible.

Instruction: Please use tick markl or mark (X) in the boxes provided to choose from
the options given and answer in writing where appate. You don’'t have to write your

name.

Part I: Respondent’s Profile

1. Gender: (] Male () Female
2. Age: () Below25 () 2535 () 36-45() 46-)
Above 55

3. Academic Qualification:

() High School Complete((]  Diplom(_] Degree (] Master's and
above

4. How many years have you been working in the Bank
(J2-5years (] 5-10year{ )] 11-15Ye{ ] Above 15 years



5. Position In the bank

() Director () Division Manager
() Branch Manager () Ass. Branch Manager
(] Supervisor () Officer

6.In Addition to the employee of the bank, are gepositor of the bank?

(J Yes O) No

7. Name of area Branch

Part 1l: General Information

1. The major depositor of the bank
() Individuals
() Business Organization
(1) Governmental Organization
() Al
(1) Others

2. Do you think the branch distribution in city andlging fairly opened?

(] Yes (J No

3. From the listed, which factors contribute morertoréase the deposit amount of the

bank?
() Expanding Branch Opening/ Aggressive branch Expansi
() Aggressive advertisement
(] Increase Customer handling culture

(] Others

4. Do have in your bank different interest rate schémattract new depositor/
customer?
(] Yes (] No
5. What factors from the listed affect the deposit itidition of your bank?
(] The current Infrastructures reconstruction

(] Government Interventions towards privately owneakisa



() People attitude towards private banks
(] Branch office location and poor parking area
(] Computation with other private and governmentakban
() other
6. Do you think the 27% bill purchase government poééfect negatively the deposit

mobilization of your bank?

) Yes O No

7. If your answer for question no. 6 is yes how?

8. Do the current condominium construction program tedrelated saving requirement
affect your bank deposit mobilization?
(] Yes (] No
9. Do you think the current commission and servicaghased in the bank higher and
affect the deposit mobilization effort?

(] Yes (] No

10.1f your answer for question No. 9 yes, what possgalution you recommend?

11.Your bank provides different advertisement to depgleople awareness towards using
private bank?
(] Yes (] No
12.The current aggressive branch expansion and asesréint of CBE affect your deposit
mobilization?
(] Yes (] No
13.1f your answer for question no. 12 yes, what pdessblution suggest to overcome the
movement of CBE?

14.1f you have any comment which you think importamt this study, please mention here

Thank you for your time!
Sisay Assefa, Phone: 0911377131 E-mail Addi®issious2000@yahoo.com



ANNEXES B

Interview Questions

St Mary’s University College
School of Graduate Studies
MBA Program

Interview Questions

1- How does Awash International Bank mobilize funds?

2- Would you explain the practice of deposit mobiliaatof AIB in relation with
other private and governmental banks, what teclesigioes the bank use, what is
the difference from other banks?

3- The current government policy with respect to thestruction of the condominium
house and the related saving requirements by thgl@affect your deposit
balance? If so what mechanism your bank thinkssemanme this potential
problem?

4- Now in the market AIB has thé®@private bank in deposit mobilization from the
people , do you think and plan to be the first aievdeposit mobilizing bank in the
industry?, if so how you can be?

5- Do you have deposit plan, if yes what are youratyias to achieve your deposit
plan? And the plan achievable?

6- Is AIB mobilize enough deposit currently?, andsfgtthe current loan request of
your customer without any pre condition?

7- How do you rate the government intervention to y@eposit mobilization effort?

8- In your bank, is any department which monitorsdbposit mobilization process?

If yes how and what this department work?



