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ABSTRACT

This paper aims to examine the main Factors Affecting Customers’ Decision to Adopt
Interest Free Banking in Ethiopia: The Case of Dashen Bank Share Company. The
researcher employed a cross-sectional explanatory research design and also a quantitative
research approaches were used to collect and analyze primary data. This research collects
primary data by distributing questionnaires to 398 customers of Interest Free Banking
services in Addis Ababa and a total of 340 questionnaires were returned and used for
analysis. The independent variables in this study are awareness, bank reputation, perceived

complexity, perceived compatibility, perceived risk, relative advantage, religiosity, and
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social influence. Meanwhile, the dependent variable is customers’ decision to adopt interest
free banking services. The result of this study indicates that awareness, bank reputation,
social influence and perceived compatibility have a positive effect on customers’ decision to
adopt interest free banking services. Likewise, perceived complexity, relative advantage and
religiosity have a significant and positive effect on customer intention to adopt interest free
banking services. Meanwhile, perceived risk has a negative and significant effect on
customers’ decision to adopt interest free banking services in Dashen Bank Share Company.
The study suggested that in order to assist the adopting of interest free banking services in
the bank, the banks must actively promote themselves to the public to improve the reputation
of interest free banking and to introduce innovations available in adopting interest free

banking services.

Keywords: Interest Free Banking, Awareness, Bank Reputation, Perceived Complexity,
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CHAPTER ONE

INTRODUCTION
1.1.Background of the Study

The advent of Islamic banking systems and interest-free banks is the most recent and
significant development in the global banking industry, affecting both developed and
developing countries. Even though Islam has been practiced for thousands of years, the
practice of modern Islamic finance began in the 1970s as a substitute for the conventional
financial system brought by the West (Habib, 2022). An organization that collects financial
resources and invests them in an effort to achieve predetermined, authorized Islamic social
and financial goals is referred to as an "Islamic Bank." Conventional banks employ an
interest-free banking window as a commercial strategy to offer Islamic banking services and
products through their existing branch network. In this instance, a conventional banking

system offers some Islamic banking services or goods (Sanusi, 2011).

Regardless of a person's religious convictions, interest-free banking might be viewed as an
alternative, moral source of funding. By changing investment accounts to include risk-
sharing elements, Islamic banks can expand their portion of funding infrastructure projects
(Ahmed, 2017). An essential component of Islamic banking is interest-free banking (IFB). It
is about the core ethical and professional norms that forbid taking any form of payment or
getting interest (Khan, 2016). Islamic banking aims to offer a religiously-based, interest-free

banking system with shared values and customs (Usai, 2017).

Over the last ten years, interest-free banking has grown significantly and attained systemic
relevance in across a wide range of industries. The growth of Islamic finance is anticipated to
continue because to economic expansion in countries with sizable and largely unexplored
Muslim communities. Additionally, the oil-exporting countries’ combined cost savings are
driving them to engage in Shariah-compliant financial products (Alfred, 2015).

Despite being one of the markets with the fastest development rates and being widely used,
Islamic banking is not without its difficulties. Implementing Islamic law is extremely
difficult for Islamic banking since there is insufficient interbank money market and tax

regulation of interest-free banking (Zamil, 2014). In response to a significant public demand,



it was anticipated that Ethiopia's National Bank of Ethiopia (NBE) would issue a directive
that would open the door for the opening of what would be considered the country's first
Islamic bank (Habib, 2022).

Under a circulated NBE directive, Ethiopian citizens were allowed to establish a bank that
exclusively engaged in interest-free banking. However, this hope was short-lived, as the
finalized regulation did not allow the establishment of a fully-fledged Islamic financial
institution (Habib, 2022). The final directive limits access to the option to establish an
interest-free banking window to "existing commercial banks". Zemzem Bank, entered the
banking industry as a full-fledged interest-free bank, was unable to start operations because
of the regulatory directive's requirement that interest-free banking be offered alongside

conventional banking services (Hailu & Bushera, 2020).

At the moment, the nation is home to both fully operational Islamic banks and conventional
banks. In earlier years, commercial banks were permitted to provide IFB services in addition
to their traditional activities by means of a directive (Directive No SBB/51/2011) issued by
the National Bank of Ethiopia (NBE) in October 2011 (NBE business proclamation no
592/2008; Article 22(2)). A new rule on interest-free banks, No. 72, was into effect as of
2019 G.C. Interest-free banking services are permitted at the branch level and with fully
operational Islamic banks under the new guideline in Ethiopia. Islamic finance has grown to
be of systemic importance due to these directives, primarily in nations with fixed exchange
rate regimes and underdeveloped financial markets, such as Bunna International Bank,
Dashen Bank, Awash Bank, and Commercial Bank of Ethiopia (Hailu & Bushera, 2020).

Different studies conducted across the world regarding IFB such as studies conducted by
Kaawaase and Nalukwago (2017), Bananuka et al. (2019) and Muslichah and Sanusi (2019)
found a positive relationship between religiosity and customer intention to adopt IFB services
in Uganda and Indonesia. Also, Obeid and Kaabachi (2016) found a strong relationship
between bank reputation and customer intention in using IFB services. Several studies
showed a strong relationship between customer awareness and decision to adopt IFB services
in the world (Echchabi & Abdulaziz, 2012; Faisal et al., 2014; Sudarsono et al., 2021).
Echchabi and Abdulaziz (2012) and Aziz et al. (2015) who demonstrated that the amount of

information held by consumers about IFB, the relative advantage of Islamic banking, and its



compatibility with consumer values, lifestyle, and banking habits are predictors of its
adoption in Morocco Furthermore, Hailu and Bushera (2020) proved that one of the

important factors for customers to adopt IFB services is the ease of service in Ethiopia.

Increased knowledge of the goods and services provided by Islamic banks will encourage
people who have not previously used them to invest in them, hence fostering their continuous
expansion (Tsion, 2017). On the other hand, in a time of "innovation overload,” when bank
new products are constantly being introduced, many new product providers are acutely aware
of the need to inform consumers as much as possible about their product to make customers
aware. This is because new products require effective communication (Wondwaosen, 2018).
Customers may be discouraged from using interest-free banking services as a result of this
misunderstanding and false information. As a result, ignorance about the objectives,
principles, and advantages of Islamic banking will present challenges for the IFB project
(Sefian, 2015). The lack of sharia advisory boards, client ignorance of interest-free banking,
low consumer confidence, and the service's unavailability across all branches are some of the
obstacles facing interest-free banking (Sisay, 2017). Therefore this study tried to investigate
Factors Affecting Customers’ Decision to Adopt Interest Free Banking in Ethiopia: The Case
of Dashen Bank S.C.

1.1.1. Brief History of Interest-Free Banking in Ethiopia

In 2008, the Ethiopian Banking Business Proclamation (592/2008) was amended to include a
provision for interest-free banking. In 2011, the National Bank of Ethiopia issued a directive
to authorize the business of interest-free banking (SSB/51/2011). The National Bank of
Ethiopia‘s (NBE) directive that allowed banks to offer interest-free banking services
alongside their conventional operations came into play in October 2011, but interest-free
banking in Ethiopia only started in September 2013, when Oromia International Bank (OIB)
launched the service according to Guluma 2017. A month later, Commercial Bank of
Ethiopia (CBE) joined the market at the end of October, 2013 followed by United Bank
which began providing the service on May 1, 2014. Two years later, Abay Bank has again
joined as of December 2015; Cooperative Bank of Oromia as of March 2015, Wegagen Bank
has joined the industry in second half of 2016. Dashen Bank has joined the interest-free

banking sector by offering dual window service on March 5th, 2018. As of March 31st, 2021



Dashen Bank has 142,193 deposit account holders and 71 financing account holders (Dashen
Bank S.C., 2022).

There was no legal framework that permits the establishment of Islamic finance in Ethiopia
before 2008. As a result, Ethiopian Muslims were demanding for years, the establishment of
Interest free banking service. In 2007, Ethiopian Muslims Diaspora community
representatives presented different questions for the late Prime Minister Meles Zenawi. The
request for permission to establish Islamic banking in Ethiopia was among these questions
(Feyissa, 2012). Furthermore, in 2008, a group of entrepreneurs and community leaders with
the aspiration to establish an Interest free bank named “Zem-zem bank™ presented the benefit
and importance of Islamic finance for the late Prime Minister Meles Zenawi. After the
meeting, the prime minister directed the National Bank of Ethiopia (NBE) to issue a new
proclamation that permitted the establishment of Interest-free finance in Ethiopia (Al-
Hashimi, 2012). Consequently, NBE issued a Proclamation concerning Banking Business:
Proclamation No: 592/2008. In this Proclamation, Article 22, Sub-article 2 states “The
National Bank may issue a directive to regulate banking businesses related to non-interest-
bearing deposit mobilization and fund utilization.” This was the first practical measures taken

by NBE to adopt the practice of Islamic finance in Ethiopia (NBE, 2022).

Based on Proclamation No: 592/2008: Article 22, Sub-article 2, all conventional banks in
Ethiopia started to accept interest-free deposits from those customers who are interested in
interest-free banking service. A substantial amount of money is deposited in all conventional
banks, with depositor aiming no more than a safeguard. Currently from the 18 conventional
banks, 10 of them are providing IFB service through window and on the other hand, Zamzam
bank organizers started selling shares in December 2010 to establish a full-fledged Interest
free bank. Though the minimum paid-up capital to establish a bank was 75 million Ethiopian
Birr (2.7 Million USD), Zamzam bank was able to collect 137 million Birr (4.9 million
USD), almost twice as much the minimum paid-up capital, within four months from more
than 6800 subscribers (Zam-zam Bank Under formation, 2012). Nevertheless, a new
directive was issued by NBE that undermined the hope of establishing full-fledged Islamic
banking in Ethiopia. This directive is called “Directives to Authorize the Business of interest-
Free Banking No. SBB/51/2011”. According to this directive, only established conventional
banks can offer interest free banking merely on window modes. Article 2: sub-article 3

4



defines an interest-free banking window as a unit within a conventional bank exclusively
offering interest-free banking services”. No explanation was given from the government as to
why this directive is decreed outlawing the former one. Following this directive, Commercial
Bank of Ethiopia (CBE) and Oromia International Bank (OIB) got an endorsement from the
NBE to offer interest-free banking window services in 2013. Currently, almost all

conventional banks in Ethiopia are offering interest-free banking window (NBE, 2022).

Even though the NBE closed the door to establishing full-fledged Interest free bank in
Ethiopia, Muslim communities did not give up from demanding it. After a 7 years exclusive
interest-free banking window practice in Ethiopia, the NBE issued a new proclamation that
permits the establishment of full-fledged interest-free banking in Ethiopia in May 2019. The
proclamation is known as proclamation No: 1159/2019 to approve for the amendment of
banking business proclamation. In this proclamation article 59 devoted to “interest-free
bank” and sub-article 1 states that: “Without prejudice to the requirements of specified under
the provisions of the proclamation, the National Bank may issue a Directive to prescribe
additional conditions of licensing, supervision and requirements to establish Interest-Free
Bank. For this sub-article, Interest-Free Bank means a company licensed by National Bank to
undertake only interest-free banking business” (NBE, 2022).

Proclamation No: 1159/2019 made the dream of establishing a full-fledged interest-free bank
in Ethiopia real. The proclamation was issued after the current Prime Minister Dr, Abiy
Ahmed promised to permit the establishment of full-fledged interest-free banking on his
speech during the Ramadan Iftar (fast-breaking) program organized by the Ethiopian Islamic
Affairs Supreme Council (EIASC) at Millennium Hall on May 22, 2019 (Getachew & Kedir,
2019).

Following the prime minister's promise and the declaration of proclamation No: 1159/2019,
several share companies queued requesting a license from NBE to provide full-fledged
interest-free banking services in Ethiopia. According to Tadesse (2019), until July 2019, four
banks named Zem-zem, Hijira, Nejashi and Zad were in the stage of establishment, but
currently they were fully opened and providing full-fledged interest-free banking services in

Ethiopia, while another four share companies are in process to get a license from NBE.



1.2.Statement of the Problem

There is a sizable number of Muslims living in Ethiopia. Muslims make up 34% of Ethiopia's
overall population, according to the Central Statistics Authority of Ethiopia's 2007 census
(CSA, 2007). Regretfully, there is very little bank service penetration in Ethiopia. According
to the Global Findex Database 2017, just 34.8% of adults over the age of 15 have a bank
account. This indicates that 65.2% of Ethiopian adults do not have access to essential
financial services (Demirglc-Kunt, et al., 2018). Ethiopian financial exclusion, which led to
the country's use of law banks, was mostly caused by the lack of alternative, sharia-compliant

financial products and services (Hailu, Kapusuzoglu, & Ceylan, 2019).

A more comprehensive idea of the interest-free banking sector is that it is expanding rapidly
on a global scale, and its wider appeal is linked to its ethical banking practices and
philosophy (Habib, 2022). According to Ali et al. (2017), interest-free banking is expected to
adhere strictly to Sharia compliance and forbid interest (Riba). Its involvement is not limited
to the giving and taking of interest, but also forbids other activities like alcohol, gambling,
and speculation, which are deemed unethical under Islamic laws. With less than 50 years of
experience in the banking sector, interest-free banking is a relatively new phenomena that
was only introduced to Ethiopia in the 2010s (Hailu & Bushera, 2020). Following the
National Bank of Ethiopia's (SSB/72/2019) modification, three full-fledged banks were
entered the market. Previously, conventional banks offered dual window service. Currently,
full-fledged banks were entered to the sector (Ahmed, 2019). In response to these
phenomena, conventional banks are also opening branches just for interest-free banking,
which is intensifying competition. The ability of Islamic financial institutions to create and
carry out effective marketing strategies will determine the industry's potential to achieve
significant market share in a difficult financial climate, especially in a dual-banking system
like Ethiopia. This will necessitate having a thorough grasp of the attitudes, behaviors, and

perceptions of their target audience.

The majority of preview studies in Ethiopia concentrated on the difficulties and potential
benefits of interest-free banking; for example, Olad (2012) examined the opportunities,
difficulties, and potential benefits of Islamic banking in Ethiopia. The Commercial Bank of

Ethiopia was the subject of a recent research by Abdulhade (2020) on the prospects and



constraints of Islamic bank expansion in Ethiopia. Hailu (2015) also carried a research on the
challenges faced by Islamic banking and its potential to raise capital in Ethiopian commercial
banks. In addition, Demissie (2019) conducted a study on the factors influencing Ethiopia’s
decision to implement interest-free banking.

A study by Habib (2022) examined the factors influencing a customer's intention to use
interest-free banking products and services of Commercial Banks in Ethiopia (The Case of
Jigjiga City). However, there aren't many studies on the factors influencing customers'
decision to adopt interest-free banking in Ethiopia. Therefore, more investigation is required
to comprehend the elements influencing Ethiopian clients' choice to switch to interest-free
banking. As a result, in order to address this gap and contribute to the literature on interest
free banking services in Ethiopia, this study concentrated on examining the factors affecting
customers’ decision to adopt interest free banking in Ethiopia in the banking industry,
notably in Ethiopia's Dashen Bank S.C. Moreover the study included more variables on
factors influencing a customer's intention to use interest-free banking products and services
than the study conducted previously. Besides, this study aims to evaluate the effect of
awareness, bank reputation, perceived complexity, perceived compatibility, perceived risk,
relative advantage, religiosity, and social influence on customer decision to adopt interest-

free banking services in Ethiopia specifically in Dashen Bank S.C.

1.3.0bjectives of the Study
1.3.1. General Objective of the Study

The general objective of the study was to investigate the factors affecting customers’
decision to adopt interest free banking in Ethiopia: The Case of Dashen Bank S.C.

1.3.2. Specific Objectives of the Study
The study pursued the following specific objectives:
e To assess the effect of awareness on customers’ decision to adopt interest free
banking in Dashen Bank S.C.
e To assess the effect of bank reputation on customers’ decision to adopt interest free
banking in Dashen Bank S.C.
e To investigate the impact of perceived complexity on customers’ decision to adopt

interest free banking in Dashen Bank S.C.
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To investigate the impact of perceived compatibility on customers’ decision to adopt
interest free banking in Dashen Bank S.C.

To see the impact of perceived risk on customers’ decision to adopt interest free
banking in Dashen Bank S.C.

To see the impact of relative advantage on customers’ decision to adopt interest free
banking in Dashen Bank S.C.

To assess the religiosity on customers’ decision to adopt interest free banking in
Dashen Bank S.C.

To assess the social influence challenges on customers’ decision to adopt interest free
banking in Dashen Bank S.C.

1.4.Hypotheses of the Study

The res
Haz

Haz:

HaS:

Ha6:

Ha?:

Ha8:

earcher has formulated the following hypotheses from the literature reviews:

: Awareness positively affects customers’ decision to adopt interest free banking

services.

Bank reputation positively affects customers’ decision to adopt interest free banking

services.

: Complexity negatively affects customers’ decision to adopt interest free banking
services.

: Compatibility positively affects customers’ decision to adopt interest free banking

services.

Perceived risk negatively affects customers’ decision to adopt interest free banking

services.

Relative advantage positively affects customers’ decision to adopt interest free
banking services.

Religiosity positively affects customers’ decision to adopt interest free banking
services.

Social influence positively affects customers’ decision to adopt interest free banking

services.



1.5. Significance of the Study

The benefit of this study is to help interest-free bank managers identify the Islamic banking
services needed by customers. The identification of these services is needed for the
management of interest-free banks to prioritize and allocate resources to improve the
services. Finally, by identifying and prioritizing services, managers can improve their
marketing strategy as a solution to bring the satisfaction of interest-free bank customers in

Ethiopia.

The study can be used as reference material by future researchers interested in further
research on customers’ decision to adopt interest free banking in Ethiopia by providing
useful information. The study added to the existing literature, and would be an important tool
for students, academicians, institutions, corporate managers and individuals who wanted to

learn more about interest free banking.

This study is of importance to the researcher as it equips the researcher with the knowledge
of the customers’ decision to adopt interest free banking services on financial institution. It
would also enable the researcher to obtain a degree in Masters of Business Administration

(MBA) in management.

1.6. Scope of the Study

In pursuance of the objective of the study, conceptually the research paper focused on
examining the customers’ decision to adopt interest free banking in Dashen Bank S.C. Addis
Ababa branches until October 2023. Conceptually, the study considered awareness, bank
reputation, perceived complexity, perceived compatibility, perceived risk, relative advantage,
religiosity, and social influence as factors affecting customer decision to adopt interest-free

banking services in Ethiopia specifically in Dashen Bank S.C.

Methodologically, the data for this study were collected through questionnaire from
customers of the banks by using purposive sampling method. The researcher employed both
guantitative approaches to deal with the analysis of the data. The data obtained through a
structured questionnaire were analyzed quantitatively. And the survey results were presented
through descriptive and inferential statistics using IBM SPSS statistics software version 23
employing frequency mean, standard deviation, correlation and regression results. Therefore,

any of the analysis and finding of this research confined only to the selected case study area.
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The results and conclusions in this finding may not be valid to places outside of the case

study area.

1.7. Limitations of the Study

All the primary data obtained from respondents through questionnaires so the response might
be on their perceptions, thus research findings might be biased. However these limitations in
the study leave future ground for explorations and research on the subject. Due to the relative
newness of the interest free banking in Ethiopia, it was very difficult to get a well
experienced and knowledgeable expert on the area that could give the researcher a broader
perspective on the matter as well as literature in this area from the country perspective on the
matter. Because the area coverage of this study was delimited to only one type of banking
company (i.e., Dashen Bank S.C.), the targeted population numbers for this study was large.
But the researcher used a representative sample size for the purpose of maximizing the
credibility of the study. On top of this, the conclusions and recommendations that drawn by
this study would be applicable only to the study area incorporated in the study.

1.8.Definition of Arabic Terms

Amanah A contract under which an object or a bank deposit is held on trust
Figh Islamic jurisprudence
Gharar Legal uncertainty such as contractual ambiguity which could result in one of

the parties to a contract exploiting the other

ljara An operational leasing contract where the owner responsibilities justifies the
payment of rent.

Istisna’a The sales contracts that requires the manufacturer of the good or the
contractor of facility to exact specifications that are stipulated before the work

commences.
Maysir A game of chance involving gambling

Mudaraba A partnership contract between an investor, the rabb al maal, and a business

manager, the mudarib, which provides for profit sharing, with the rabb al maal
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receiving a return on their financial investment while the mudarib receives a

share of the profit assessed on the basis of the value of their effort.

Murabaha A sale contract whereby an Islamic financial institution sells a good to a client
who makes deferred payments including a profit markup.

Musharaka A partnership contract between investors whereby they obtain predetermined
shares in any profits generated. The partners take an active role in

management, the extent of that activity being defined in the contract.

Qard Hasan An interest-free loan, the only type of loan agreement permissible under
Sharia'a. Although Islamic financial institutions cannot profit from the loan,
they may levy a set-up fee and an annual management levy to cover

administrative expenses.
Riba An addition to the principal of a loan, which is usually equated with interest
Riba al-Nasi’ah Riba of Delay
Riba al- fadl Riba of excess

Salam Advance payments in full for a commodity for delivery at a future date. This
contract was originally used for the financing of agricultural production with
the advance payment being used by farmers to cover labor, seed, irrigation
and other costs during planting and cultivation while benefiting from a fixed

price on harvesting.

Shari’a The Islamic law based on the Divine guidance provided by the Quran and the

Sunnah, practices or ‘way' of the Prophet Muhammad during his life time

Wadiah A peculiar non-earning type of IFB deposit that operates under the contract of

Wadiah Yad Dh amanah (guaranteed custody).

1.9. Organization of the Study

The study were organized into five chapters: Chapter one: incorporated introduction part
and focuses on: background of the research, statement of the problem, research objectives,
research questions, significance of the study, scope and limitation of the study and

organization of the study. Chapter two: incorporated review of literature part and focuses
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on: theoretical review and empirical review pertinent to this study. Chapter three:
incorporated methodology part and focuses on: description of the study area, data type and
source, research design, sampling design and sample determination, methods of data analysis
and definition and operationalization of variables. Chapter four: incorporated presentation,
analysis and interpretation of data. And finally Chapter five: incorporated the conclusions

and recommendations.
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CHAPTER TWO
REVIEW OF RELATED LITERATURES

Basic notions about factors affecting customers’ decision to adopt interest free banking are

discussed in this section. It can be divided into two categories: theoretical and empirical.

2.1.Interest Free Banking

3.1.1. Definition, Evolution and Major Principles of Interest Free Banking
Interest-free banking business refers to banking business in which mobilizing or advancing
funds is undertaken in a manner consistent with Islamic finance principles and mode of
operation that avoids receiving or paying interest; and “interest-free banking window” refers
to a unit within a conventional bank exclusively offering interest-free banking services
(Teferi, 2015). According to the study made by Ibrahim (2012), the concept of Islamic
Banking and Interest-Free Banking is synonymously used in Islamic Economics literature as
an alternative banking framework to the interest-based conventional banking practice.
However, there is a difference between an interest-free bank and an Islamic bank but they are
sometimes used interchangeably. Islamic banking not only avoids interest in all its
ramifications but also it avoids all other Islamically prohibited activities. Interest-free
banking system on the other hand, does not engage in interest but there is no reason to
suppose that all its other activities will be done strictly according to Islamic law “Shariah”.
Islamic banking, the more general term is expected not only to avoid interest-based
transactions, prohibited in the Islamic Shariah, but also to avoid unethical practices and
participate actively in achieving the goals and objectives of an Islamic economy (Ahmed,
2017).

Gait and Worthington (2007) defines Islamic finance as “financial institutions and products
designed to comply with the central tenets of Sharia (or Islamic law) — is one of the most
rapidly growing segments of the global finance industry”. According to Franzoni and Allali
(2018), quite apart from the conventional finance, Islamic finance is built upon five pillars
which are the indispensable measurements of religious validity (Sharia Compliance) of any
financial activity performed under the umbrella of Islamic finance. These fundamental pillars
are prohibition of Riba (interest), ban on speculative elements in financial contracts (Gharar),

Prohibition of gambling (mayser), ban on the use of trade and investment involving any
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element of prohibited asset or activity (Haram), profit and loss sharing principle and the

imperative to have real assets underlying any given financial transaction.

Interest free banking is a form of banking system which operates based on the business
transaction ethics and principles of Islamic Law known as Sharia’a (Roy, 2011; Igbal &
Llewellyn, 2002). Instead of a lender-borrower relationship, interest-free banking relies on
equitable risk-sharing between the provider of capital and entrepreneur. This banking service
is being given in two forms, full-fledged banking and window based. Interest-free window
refers to the services provided by conventional banks but these services are based on Islamic
Law (Teferi, 2015).

According to Roy (2011) and Igbal and Llewellyn (2002), the first formal antecedent of
modern interest-free banking can be traced back to the Bayt al-Mal, which dispensed
pensions for needy citizens and disabled war veterans. During the medieval period, it acted as
the 'State Bank' of the Muslim community. Established as a special department of the central
secretariat of the state bureaucracy, it was supervised and directed by a government official
called khazin al-mal or sahib al-makhazin, and at the provincial level by a treasurer, the
khazin or amin. The public treasury of the Bayt al-Mal operated as both agricultural credit
bank and commercial bank. Merchants could borrow from this treasury in one region to buy
goods and, upon selling in another province, repay the debt at the nearest Bayt al-Mal,
whereupon the sum would be credited to the account of province from which the money had
been drawn (Schoon, 2016).

The first modern banking venture adhering to the tenets of Islamic law was founded in the
late 1950s in a rural section of Pakistan. The institution was backed by a few landlords who
made deposits of funds without interest; credit was advanced to poorer landowners for
agricultural improvements. No interest was charged for the credit, but there was a small
administrative fee to cover bank operating costs. There was no shortage of borrowers but
depositors tended to view their payments into the institution as a one-time commitment. As a

result, it was not long before this pilot project ran out of funds (Solé, 2007).

The depositors also took an inordinate amount of interest in the manner their deposits were

loaned out. This caused major problems for the bank. Not only was it forced to operate with
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very little government support, but it also could not make decisions without first consulting

the major depositors (Schoon, 2016).

In 1963, a similar experiment, the Mit-Ghamr Savings Bank project was established in the
Nile Delta. Its main purpose was to induce lower income farmers and agricultural workers to
save and to mobilize their earnings for developmental investment. Within three years it had
60,000 depositors and had opened four new branches. No interest was paid on deposits, but
borrower, to receive an interest-free loan, had to have a minimum sum in a savings account
for at least one year (Schoon, 2016). Loans were used for a variety of projects, usually for
short terms of one to three years as in Pakistan. Mit-Ghamr Savings Bank charged only a
small administrative fee which was fixed at the time of the loan; borrowers were not required
to pay back more even if their financial position improved substantially. Because the bank
did not show a net profit, funds to cover administrative expenses were limited which led to
problems with the banking staff. Thus, as in the case of the Pakistan project, the Mit-Ghamr

bank failed due to lack of government and staff support (Schoon, 2016).

In the early 1970s, a meeting of the foreign ministers of Islamic countries was held in Jeddah
to discuss Islamic banking. As a result, the Nasser Social Bank of Egypt was created in 1972
and by 1979 it had 25 branches throughout Egypt, with total deposits of $28.6 million. Late
in 1972, the foreign ministers of Islamic states met again in Jeddah, where a special
committee was formed to prepare the Islamic Banking Agreement. Subsequently, in 1973
and 1974, they approved the articles of an inter-governmental financial agency, and the
Islamic Development Bank (IDB) was formed (Igbal & Llewellyn, 2002).

A number of Islamic banks have been founded since the mid-seventies. The Dubai Islamic
Bank (DIB) was established in March 1975 and is considered the first to be involved in the
financing of industry, agriculture and real estate. The Faisal Islamic Banks (FIB) was formed
in 1977 in Cairo. The Kuwait Finance House (KFH) was also founded in 1977. Other Islamic
banks founded over the last few years include the Bahrain Islamic Bank (1978), the Jordan
Islamic Bank for Finance and Investment (1978), the Islamic International Bank for
Investment and Development, Egypt (1980), and the Masraf Faisal al-Islami, Bahrain (1982).
Since then, in addition to Middle-Eastern and Islamic Countries, interest- free banking has

proliferated to east and west (Igbal & Llewellyn, 2002).
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As noted earlier, interest-free banking is rooted in Islamic Law called Shari’a. The most
prominent principle is the prohibition of taking and paying interest. The following table

depicts the basic principles of interest-free banking.

Table 2.1: Basic Principles of Interest-Free Banking

Principle Description
Prohibition of The central tenet of the system is a prohibition of riba, a term literally
Interest (Riba) meaning “an excess” and interpreted as “any unjustifiable increase of

capital whether in loans or sales.” More precisely, any positive, fixed,
predetermined rate tied to the maturity and the amount of principal
(quaranteed regardless of the performance of the investment) is
considered riba and is prohibited. The general consensus among Islamic
scholars is that riba covers not only usury but also the charging of
“interest”. This prohibition is based on arguments of social justice,

equality, and property rights.

Risk Sharing Because interest is prohibited, pure debt security is eliminated from the
system. Therefore, suppliers of funds become investors instead of
creditors. The provider of financial capital and the entrepreneur share

business risks in return for shares of the profits and losses.

Asset-Based The prohibition of debt and encouragement of risk sharing suggests a
Transactions financial system where there is a direct link between the real and the
financial sector. As a result, the system promotes the “materiality”
aspect, which requires linking financing directly with the underlying
asset so that the financing activity is clearly and closely identified with

the real sector activity.

Money as | Money is treated as “potential” capital that is, it becomes actual capital
“Potential” Capital | only when it joins with other resources to undertake a productive
activity. Islam recognizes the time value of money, but only when it acts

actively as capital, not when it is “potential” capital.

Prohibition of | An Islamic financial system discourages hoarding and prohibits

Speculative transactions featuring extreme uncertainties
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Behavior

Sanctity of | Islam upholds contractual obligations and the disclosure of information
Contracts and | as a sacred duty. This feature is intended to reduce the risk of
Preservation of | asymmetric information and moral hazard. Islam places great importance

Property Rights

on preservation of property rights; defines a balance between rights of

individuals, society, and the state; and strongly prohibits encroachment

of anyone‘s property rights.

Source: Igbal & Mirakhor, (2013).

Igbal and Llewellyn (2002) noted here that the prohibition of interest in Islam does not mean
that capital is not to be rewarded nor that risk is not to be priced. The Islamic system has both
fixed and variable return modes to price the capital and add risk premia according to the
degree of risk involved. Islamic banks provide financing using two methods. The first is
based on profit-sharing and the second involves modes which depend on fixed return (mark-
up) and often end in creating indebtedness of the party seeking finance. The modes of finance
used by Islamic banks are, however, unique for two reasons. First, debt associated with
financing by way of mark-up modes results from real commodity sale/purchase operations,
rather than the exchange of money for interest-bearing debt. Unlike conventional debt, such
debt is not marketable except at its nominal value. Second, the introduction into banking of

modes that depend on profit-sharing is an innovation that brings important advantages.

3.1.2. Interest Free Banking Products and Services
Due to the prohibitions on interest, gambling, uncertainty and short selling, Interest-Free
financial products are not the same as conventional financial products. Accumulation of
wealth is encouraged, but not by making money with money. There always has to be an
underlying asset or enterprise that requires financing. Any Islamic financial transaction needs
to be free of interest, gambling and uncertainty, and in addition needs to be associated with
either an asset or an enterprise. Schoon (2016) has enlisted the following criteria which are
expected to be fulfilled by any asset of transaction.

e Permissibility: The asset needs to be permissible in the eyes of Sharia’a, which

means it should not be any of the forbidden items such as conventional banking and
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insurance, alcohol, pork and non-compliant food production, gambling, tobacco, adult
entertainment, and weapons, arms and defense manufacturing (Schoon, 2016).

e Existence: The asset should be in existence at the time the counterparties enter into
the contract. Exceptions to this criterion exist when the purpose of the contract is to
grow, build or construct the underlying asset (Schoon, 2016).

e Ownership: The asset should be owned by the seller. This does not imply that the
seller needs to have the goods with him there and then. Ownership could also be
constructive. Under constructive ownership, the goods are under the direct control of
the owner even though he may not physically have them with him. However, a
contract to sell a car that is currently owned by my brother under the assumption that
he will sell it to me would be void. Under the same principle that one cannot sell what
one does not own, short selling, which is particularly popular with hedge funds, is
prohibited (Schoon, 2016).

e Ability to deliver: The seller has to be able to deliver the goods; absolute inability to
deliver the goods results in the contract being void. Non-absolute inability to deliver
applies to immovable goods or where possession is constructive. For example, | have
bought a crane, which is currently awaiting instructions for delivery at the factory. In
this case, | am the owner, have taken constructive possession and am in a position to
sell. Even though | cannot deliver the crane here and now, my inability to deliver is
non-absolute. Either the buyer or | can, after all, instruct the factory directly with the
delivery details. This also applies to goods in transit (Schoon, 2016).

e Specificity: The subject must be specific and determined without any uncertainty.
There are several ways to determine the asset, which largely depend on the type of
transaction and how it is conducted. The easiest example is when you purchase
something in a shop. You pick it from the shelf, and therefore the asset is as specific
as it can be. Alternatively, it is possible to specify all details in a contract (e.g. the
plans when buying real estate that still needs to be developed) or the distinguishing
parts for mass-produced goods (e.g. 100-watt Phillips light bulb, pear shaped, clear
glass) (Schoon, 2016).

The general prohibitions, the contract elements and the restrictions on the asset do not just
apply to trade; they equally apply to financial transactions. As a result, the transaction types
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in Islamic finance differ from those in conventional finance. Short selling and speculative
transaction types such as futures, options and other derivatives are not permissible. In
addition, the transaction always needs to be associated with an underlying asset or business
(Gait & Worthington, 2007).

The contracts used for Islamic finance fall into two major groups: sale contracts (and
contracts derived from sale like credit sale and lease) and partnership contracts (in various
forms) (Sudarsono et al., 2021).

Sudarsono et al. (2021) asserts that Islamic economists strongly favor the partnership
contract as the ideal form for Islamic credit and investment, since it defines a model for
investment they consider unique to Islam: return equals a pre- agreed percentage of actual net
revenues; capital losses fall solely on capital and not on labor. This model is heralded as a
third way between capitalism and socialism, and as far fairer and more productive than
interest- taking. But lawyers — and the historical and contemporary practice of Islamic
finance — rely on sale and its derivatives as the more natural alternative to interest and the
more practical medium for investment and credit. Sale contracts have many advantages over
partnerships, including allowing compensation for credit, security against loss, use of
collateral and fixed obligations enforceable in court. The following are some contracts in use

in Islamic finance according to Uddin (2015).

A. Sale-Based Transactions
a) Mark-up sale (murabaha bi-amr li-al-shira’, literally mark-up sale with commission
to purchase)

This trade finance transaction accounts for from 80 to 95 per cent (estimates vary) of Islamic
bank revenue. A customer desiring to finance purchase of goods asks the bank to purchase
the goods and then resell them to him. The bank‘s purchase from a supplier will be for cash,
and the customer‘s purchase from the bank, the second purchase, will be on time, usually in
installments. The bank calculates the price of the second sale as an agreed mark- up over its
own costs. From an economic point of view, Murabaha may seem identical to the financing
of a purchase of goods. But from a legal point of view it does differ, specifically insofar as

the bank must take title, however momentarily, of the goods (Uddin, 2015).

b) Lease (ljara)
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Lease or ljara is also considered a sale transaction — the sale of the right to use property. ljara
has become a vital transaction for Islamic banks since it is very flexible, easily adapted to
financing, and creates its own collateral. Islamic leases are increasingly being standardized
and treated much like conventional leases. ljara wa-igtina’ is a transaction whereby the lessee
not only pays rent but progressively buys a share in the leased property, reducing the rent as
he does so. This is a very common transaction, and is now being used for home mortgages in
the United States (Uddin, 2015).

c) Commissioned Manufacture (Istisna)

Another important transaction, named “istisna” meaning “commissioned manufacture”, is
used to finance manufacture or production. Typically, by this contract a customer gives
specifications for a manufactured good to a manufacturer who produces the good for a price
and delivery date fixed in the contract (Uddin, 2015).

d) Advance purchase (Salam)
Salam is an increasingly important transaction, typically for financing agriculture (Uddin,
2015).

e) Services

Islamic banks may readily sell their services, virtually without restriction. For example, they
may earn fees for letters of credit, payment and collection services, or investment advice.
Similarly, agency relationships may be compensated in various ways, even by a share of
profits (Uddin, 2015).

B. Partnerships

a) Mudaraba

Mudaraba is considered the most Islamically pristine form for Islamic finance, the one that
Islamic economists hold out as epitomizing the Islamic ideal. Known in medieval Europe as
commenda, it is a transaction by which one party, called the capital owner, invests only
capital and remains a silent, non-managing partner. The other partner, the entrepreneur,
invests time and effort, but no capital. As explained above, Islamic rules enjoin that, if there
are losses, they fall entirely on the capital owner. If there are profits, the parties share them
according to a percentage determined in advance in their contract. This contract is the one on

which the Islamic commercial bank itself is modeled. The bank‘s depositors are considered
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capital investors, owners of capital, and the bank is the entrepreneur. A problem arises in that
deposits in this conception may sustain losses, a result obviously opposed to the ordinary
expectation elsewhere as to bank deposits. Moreover, since Islamic law prevents
guaranteeing capital investors against loss, deposit insurance faces a stumbling block. If a
depositor wishes to be secure against losses, then Islamic law construes his investment as a

true deposit or bailment (wadi’a) which under Islamic law earns no return (Uddin, 2015).

Mudaraba is important also on the other side of the bank‘s balance sheet, as a basis on which
Islamic banks extend credit to customers, a substitute for loans. For example, the bank
contributes to the customer‘s business a quantity of inventory and earns a share of the profits

from the sale of that inventory.

Mudaraba can be arranged as diminishing (mutanagisa), meaning a contract by which the
customer progressively purchases the bank‘s ownership share by making payments of

principal in addition to profits owed (Uddin, 2015).

Mudaraba faces certain problems in practical use. First, it makes banks investors in their
customers’ businesses, drawing them into the need to supervise in various ways. Second, as
early experiments with mudaraba investments showed, Islamic banks risk losses when
mudaraba is used extensively. Since the bank must bear all losses, customers are tempted to
increase costs or to distort accounts. Third, as noted above, banks may not take security
against investment losses. But they may, and do, take security against a customers engaging
in negligence or impropriety. Fourth, given the availability to most borrowers of an interest-
based alternative, a problem of adverse selection arises: borrowers will tend to finance
ventures with worse risk—reward profiles Islamically and get interest- loans for the others,
since in the latter case they get to keep 100 per cent of gains above the fixed interest rate for
themselves (Uddin, 2015).

A third important use of mudaraba is as the model by which the modern legal institutions of
Share Corporation and common stock have been understood by Islamic law and declared
lawful. Islamic finance builds on this result by using mudaraba to justify numerous types of
funds and securitizations. These form a large and growing part of Islamic finance business.
Islamic mutual funds exist that invest in conventional equity securities after applying an

Islamic “filter” to screen out companies that have too high a debt to equity ratio (since
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otherwise the fund would be deemed to be paying or receiving interest) or that invest in pork,
alcohol, gambling, and so on. In this respect such funds resemble various socially conscious
funds (Uddin, 2015).

b) Musharaka

Another form of partnership, musharaka, differs from mudaraba in that capital investors are
also active in management. This term is used when a bank not only contributes money to a
business but also takes a hand in its management or when the customer contributes not only

management but also capital (Uddin, 2015).

2.2. Theoretical Review

2.2.1. The Decomposed Theory of Planned Behavior (DTPB)

Decomposed TPB (DTPB) was originated by Taylor and Todd (1995) in an effort to
understand behavioral intention towards using information systems. Basically, DTPB is a
combination of Theory of Planned Behavior (TPB) and Innovation of Diffusion Theory.
Unlike TPB, DTPB decomposes the attitudinal, normative and control beliefs into
multidimensional constructs. According to Taylor and Todd (1995), DTPB is able to provide
more explanatory power, better diagnostic value and strengthen the ability of the model to
explain behavioral intention. Although this theory is specifically tailored to understand the
intention to use information technology, some of the factors are useful and relevant to be
adapted in order to understand factors influencing intention to participate in financial service.
This is based on the fact that the implication of the DTPB can be changed, by changing
attitudes, subjective norm and perceived behavioral control towards a specific behavior
(Taylor & Todd, 1995). Originally, DTPB identifies three latent variables, namely perceived
usefulness, ease of use and compatibility to affect an individual attitude. DTPB also classifies
two latent variables for subjective norms which are “personal referents” and “superior

inferences”.

In addition, DTPB also identifies three latent determinants of perceived behavioral control
namely self-efficacy, resources facilitating condition and technology facilitating condition.
Basically, self-efficacy, originated by Fishbein (1991) refers internal perception to perform
the specific behavior while resource facilitating conditions, originated by Triandis (1980)

refers to external beliefs of an individual’s to engage in the behavior.
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Sudarsono et al. (2021) and Habib (2022) have adopted DTPB but differently. Sudarsono et
al. (2021) has adopted the full model while Habib (2022) modified the model by introducing

perceived trust and perceived risk into the attitude construct.

Habib (2022) has posited the following rationales for why he selected Decomposed Theory
of Planned Behavior as theoretical foundation for his study.

e DTPB is one of the most influential and comprehensive theories for studying
adoption processes.

e Though DTPB applied on highly information technology adoption models, the model
has also widely used on Islamic banking Adoption;

e The DTPB model can be considered as holistic model of innovation adoption which
represents the TRA, PBD and IDT core constructs decomposing beliefs into
multidimensional constructs.

e Initially, the TRA and TPB has been widely applied in its original or extended form
to predict and explain buying intentions and changing behavior of consumers. Later,
these theories are also used and modified by other researchers in predicting and
explaining innovation acceptance. Among, the DTPB was modified from these
models that can be used of predicting and explaining the changing behavior of
consumers in addition to acceptance model of innovation. Hence, the researchers’
conviction is that the DTPB is consistent to predict and explain factors influencing

customer‘s adoption of IFB in Ethiopia.

Taylor and Todd (1995) initially suggest that the behavioral belief should be decomposed
based on the Innovations Diffusion Theory (IDT) (Rogers, 1983) and Technology
Acceptance Model (TAM) (Davies, 1989), including only three main dimensions, namely,
compatibility, complexity and relative advantage. Nevertheless, the subsequent studies
proved that some of the other dimensions of IDT as well as other dimensions have also a
significant influence on the attitude towards behavior, including uncertainty or perceived risk
(Walid et al. 2018; Demissie, 2019; Habib, 2022), awareness (Souiden and Marzouki, 2015;
Obeid and Kaabachi, 2016; Sudarsono et al., 2021), and subjective norm (Taylor and Todd,
1995; Echchabi and Abdulaziz, 2012). Hence, the belief structure will be decomposed into
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eight main dimensions i.e. awareness, bank reputation, perceived complexity, perceived

compatibility, perceived risk, relative advantage, religiosity, and social influence

On the other hand, the control belief structure is decomposed into two main constructs. The
first is of internal control order i.e. self-efficacy, while the second is external in nature i.e.
facilitating conditions (Taylor & Todd, 1995). Finally, Taylor and Todd (1995) consider that
the decomposition of normative beliefs should be related to the divergence of opinions
among referent groups. Particularly, in cases where referent groups are expected to be of
similar opinions, decomposition will not provide any additional contribution. Hence the

normative belief structure will not be further decomposed, but will rather be kept as such.

2.3.Empirical Review of the Study

2.3.1. Factors Affecting Customers’ Decision to Adopt Interest Free Banking
2.3.1.1. Awareness of the Service and Adoption of IFB

According to Oxford Dictionary; “Awareness is concern about and well-informed interest in
a particular situation or development”. In this study we examine the awareness/knowledge
regarding product and services, awareness in term of advertisement and awareness about
financial teaching of Islam about IFB. Previous studies provide evidences about the impact of
awareness regarding products and services. Rammal and Zurbruegg (2007) discovered that
people were interested in IFB products however unawareness to these products was the
biggest hurdle in Australian market. The customer’s awareness level towards IFB products is
better in some of the common products such as current accounts, time deposit account. But
most of the customers are unaware of the specific Islamic financial products such as
Murabaha, ljara Khattak and Rehman (Bekele, 2018).

In various contexts, the relationship between customer awareness and intention to adopt IFB
banking services has been investigated by existing literature (Khattak & Rehman, 2010;
Bekele, 2018; Demissie, 2019). The strong relationship between customer awareness and
decision to adopt IFB services has been proven in several studies (Echchabi & Abdulaziz,
2012; Faisal et al., 2014; Sudarsono et al., 2021). By considering the results of previous
studies related to the relationship between awareness and customer decision to adopt IFB
services, the following hypotheses were formulated:
Ha1: Awareness positively affects customer decision to adopt IFB services.
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2.3.1.2. Bank Reputation and Adoption of IFB

The relationship between bank reputation and the customer intention to adopt IFB services
has been examined by many researchers (Peng et al., 2019; Sudarsono et al., 2021). The
results of the study by Dusuki and Abdullah (2007) and Echchabi and Abdulaziz (2012)
showed that the combination of service quality and financial reputation has an effect on the
customer intention to adopt IFB services for customers in Malaysia. Ismail et al. (2014)
showed that there is a strong relationship between the reputation of Islamic banks and the
intention of Malaysian customer’s intention to adopt Islamic banking services. Likewise in
Tunisia, Chebab and Zribi (2012) revealed that customers are very concerned about the
reputation of banks in determining the type of banking services which will be used. In line
with that, the study by Obeid and Kaabachi (2016) found a strong relationship between bank
reputation and customer intention in using IFB services. By considering the result of previous
studies related to the bank reputation and customer intention to adopt IFB services, the
following hypotheses were formulated:

Ha2: Bank reputation positively affects customer decision to adopt IFB services.

2.3.1.3. Perceived Complexity and Adoption of IFB

Complexity can be defined as how difficult the innovation is to understand and/or use
(Gerrard & Cunningham, 2003; Gerrard et al., 2006). The level of difficulty of innovation in
IFB services is negatively related to the customer intention to adopt the service (Thambiah et
al., 2011; Jamsihidi & Hussin, 2013). In line with this, Hailu and Bushera (2020) proved that
one of the important factors for customers to adopt IFB services is the ease of service.
Likewise, Amin et al. (2013) showed that customer intention to use financing products in IFB
is influenced by the extent to which this product is easily understood by customers. By
considering the result of previous studies related to the complexity and customer intention to
adopt IFB services, the following hypothesis can be formulated:

Has: Complexity negatively affects customer decision to adopt IFB services.

2.3.1.4. Perceived Compatibility and Adoption of IFB

Compatibility can be defined as how consistent the innovation is with the values,
experiences, and needs of the potential adopters (Rogers, 2003). Several previous studies
show that compatibility is positively related to customer intention of adopting the service
from IFB (Thambiah et al., 2011; Echchabi & Abdulaziz, 2012; Amin et al., 2013; Sudarsono
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et al., 2021) prove that the decision to adopt IFB services is influenced by the compatibility
of service with religious and social values as well as customer lifestyle and financial
condition. The result of this study is in line with those conducted by Echchabi and Abdulaziz
(2012) and Aziz et al. (2015) who demonstrated that the amount of information held by
consumers about IFB, the relative advantage of Islamic banking, and its compatibility with
consumer values, lifestyle, and banking habits are predictors of its adoption in Morocco. By
considering the result of previous studies related to service compatibility and customer
intention to adopt Islamic banking services, the following hypothesis can be formulated:

Has: Compatibility positively affects customer decision to adopt IFB services.

2.3.1.5. Perceived Risk and Adoption of IFB

Perceived risk represents an uncertain, probabilistic potential future outlay”. In simple terms,
perceived risk is the ambiguity that consumers have before purchasing any product or service
(Rattanaburi & Vongurai, 2021). Kholid (2019) and Nguyen and Nguyen (2020) showed a
negative relationship between risk and intention to adopt IFB services. Risk involves
uncertainty about the effects/implications of activity with respect to something that human’s
value, often focusing on negative, undesirable consequences. Thambiah et al. (2011) and
Echchabi and Abdulaziz (2012) showed that customers attempt to avoid risk by minimizing
the use of IFB services. Furthermore, Thambiah et al. (2011) found that the reason why
customers are less interested in adopting IFB services is that Islamic banks are considered
riskier in the absence of guaranteed profits from Islamic banks. By considering the result of
previous studies related to risk and intention to adopt IFB services, the following hypothesis
was formulated:

Has: Perceived risk negatively affects customer decision to adopt IFB services.

2.3.1.6. Relative Advantage and Adoption of IFB

Relative advantage is defined as the degree to which an innovation is seen as better than the
idea, program, or product it replaces (Rogers, 2003). Thambiah et al. (2011), Echchabi and
Abdulaziz (2012) and Aziz et al. (2015) showed that the advantage of IFB in form of the
functional, ethical and social benefits that customers acquire comes from service quality,
pricing policies, corporate social responsibility, and social prestige. These advantages are
important factors for customers to adopt IFB services. Amin et al. (2013) found a positive

effect of the relative advantage of IFB services on customer intention to adopt Islamic
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banking services in Malaysia. In line with that, Obeid and Kaabachi (2016) found that the
relative advantage is positively related to customer intention to adopt IFB services.
Considering the result of previous studies regarding the relative advantage and customer
intention to adopt IFB services, the following hypothesis were formulated:

Has: Relative advantage positively affects customer decision to adopt IFB services.

2.3.1.7. Religiosity and Adoption of IFB

Religiosity is defined as the doctrine of one’s beliefs about God or other supernatural powers.
According to Huber and Huber (2012), religiosity is a person’s beliefs about the existence
and attributes of God. Someone is considered to have a religious experience when she/he has
been able to determine the emotional attitude for something that supports and/or against the
religious beliefs. Kaawaase and Nalukwago (2017), Bananuka et al. (2019) and Muslichah
and Sanusi (2019) found a positive relationship between religiosity and customer intention to
adopt IFB services in Uganda and Indonesia. The same result was found by Obeid and
Kaabachi (2016) who proved a strong relationship between religiosity and intention of
adopting the service from Islamic banks in Tunisia. Thus, the following hypothesis can be
formulated:

Ha7: Religiosity positively affects customer decision to adopt IFB services.

2.3.1.8. Social Influence and Adoption of IFB

According to Ajzen (1991), subjective norm refers to an individual’s perception of the
likelihood that a potential referent group or individuals will approve or disapprove of a given
behavior. Several studies have asserted that subjective norm positively affects intention and
adoption behaviors in different contexts (Taylor & Todd, 1995; Sudarsono et al., 2021).
Numerous researchers have found that a consumer decision to adopt IFB was affected by
spouses, friends, and relatives (Bekele, 2018, Sudarsono et al., 2021; Habib, 2022).

Influence from the environment becomes an important part in influencing one's intention in
adopting Islamic banking services (Lajuni et al., 2017). The social influence will help
individuals to adapt to their environment, as an individual effort to survive in an environment
that is not completely known (Obeid & Kaabachi, 2016). Studies conducted by Aziz et al.
(2015) and Habib (2022) showed that subjective norms are important factors in examining

individual intention. Specifically for IFB financial institutions, several researchers also
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revealed a significant influence between social influence and customer intention to adopt IFB
services (Mohanachandran & Normala, 2019; Sudarsono et al., 2021). Thus, the following
hypothesis can be formulated:

Hag: Social influence positively affects customer decision to adopt IFB services.

2.4. Summary and Research Gap

To summarize, the study have reviewed both theoretical and empirical evidences from
different sources. Researches in the form of these like Sudarsono et al. (2021) and Habib
(2022) have followed the DTPB model close to its fullest sense. However, they failed to
localize the model to the third world country like Ethiopia where economical resources and
opportunities are scarce. People in poor countries make very thoughtful decisions when they
commit their limited resources in any financial decisions. On the other hand, as mentioned in
the empirical review, most international studies are conducted in countries where Muslims
are big majorities. However, in country like Ethiopia in which peoples of different faith live
and interact freely the dynamics of the research is expected to be different. Lastly, Dashen
Bank, being a late comer to the interest-free banking sector, is not used as a case study. Thus,

studying customers of Dashen Bank might give a new perspective in field of study.

2.5.Conceptual Framework of the Study

In the literature review section, various concepts and aspects of leasing development have
been addressed. Creswell (2009) suggests that after summarizing and assembling the
literature review, structuring it thematically or organizing it by important concepts to end the
literature review is commendable. Accordingly, in view of the various literatures reviewed in
the foregoing section and the contribution of this research is to modify the model that has
been used by the existing literature. The independent variable in this research model consists
of awareness, bank reputation, perceived complexity, perceived compatibility, perceived risk,
relative advantage, religiosity, and social influence. Meanwhile, the dependent variable is the
decision to adopt IFB services. Figure 2.1 illustrates how each independent variable relates to

the dependent variable:

Figure 2.1: Conceptual Framework of the Study

Awareness Perceived Risk
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CHAPTER THREE

RESEARCH METHODOLOGY
3.1.Description of the Study Area

Dashen Bank was established as per the intent of the new policy and the Ethiopian
investment code. It came into existence on September 20, 1995 according to the commercial
code of Ethiopia, 1960, and the licensing and supervision of banking business proclamation
No. 84/1994. The first founding members were 11 businessmen and professional that agreed
to combine their financial resources and expertise to form this new private bank (Dashen
Bank S.C., 2022).

Dashen Bank (coined from the highest peak in Ethiopia, Mount Dashen), aspires to provide
efficient and customer centric banking services to its customers. Headquartered in Addis
Ababa, the Bank is one of the largest private banks in Ethiopia; currently operating through a
network of more than 500+ branches, 16 dedicated Forex windows and 9 Forex bureaus,
more than 400+ ATMs and over 1400+ point-of-sale (POS) terminals spread across the

country. Dashen Bank maintains correspondent banking relationships with 462 banks
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in 70 countries and 170 cities across the world, making it a chosen bank (Dashen Bank S.C.,
2022).

Interest Free Banking Products and Services

Coupled with continuous development in the provision of customers’ own used modern
banking services, its service excellence also enables the Bank to gain momentum in having
public confidence and maintaining its preeminence in operational and financial performances
among the available private banks in Ethiopia. In doing so, the Bank is commenced rendering
Shari’ah complaint full-fledged interest free banking services dubbed “Sharik” (Dashen Bank
S.C., 2022).

Dashen Bank is delivering interest free Banking service to its esteemed customers through
full-fledged Branches and in dedicated windows of conventional Branches. In addition the
core-banking system treated the window as a branch, which enables the bank to segregate
fund from the conventional bank wing. The interest free banking services include but not
limited to Deposit and Investment accounts, Financing contract, Letter of Guarantee,

International Trade Service, Money Transfer (Dashen Bank S.C., 2022).

3.2.Research Design

A research design is a blueprint for performing a study with the greatest amount of control
over elements that could skew the results' validity (Saunders et al., 2009). The research
design for this study was descriptive and explanatory study design to identify Factors
Affecting Customers’ Decision to Adopt Interest Free Banking in Ethiopia: The Case of
Dashen Bank S.C. in Addis Ababa. The researcher used the explanatory research design to
show the cause and effect link between independent and dependent variables, whereas
descriptive research can be used to describe the event as it is.

3.3.Research Approach

According to (Creswell, 2009) questionnaires were used to collect quantitative data and these
data can be analyzed by using statistical (quantitative) procedures. In order to collect data for
this study, the researcher used a questioning approach. As a result, the researcher employed a
quantitative approach by using survey strategy. Therefore quantitative research creates

statistics through the use of large-scale survey research, using methods like questioners.
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3.4. Populations of the Study

Dashen Bank has joined the interest-free banking sector by offering dual window service on
March 5th, 2018. As of March 31st, 2021 Dashen Bank has 142,193 deposit account holders
and 71 financing account holders (Dashen Bank S.C., 2022). The study population consists
of clients of Dashen Bank S.C. in Addis Ababa branches all of which are situated in the city.
The combined targeted populations of the Dashen Bank S.C. in Addis Ababa branches are
70,350 customers. In this study only customers of IFB were included in order to get a clear
understanding on the objectives of the study and also employees of the bank were not
included in the study because to get a clear idea of the adoption of IFB from the customers
perspectives rather than from the employees. The researcher choose Dashen Bank S.C. as a
study area because of familiarity with the bank and also work there and see the problems
associated with the IFB services, which gave the researcher an idea to conduct a study on the

subject matter.

3.5. Sampling Method and Sample Size Determination
3.5.1. Sampling Method

The researcher used customers of the banks as a sampling frame for this study. A simple
random sampling selecting procedure applied to represent the population of banks. The
researcher employed the purposive sampling technique. The main justification for choosing
simple random sampling is that it accurately represents the population and gives each bank
an equal chance of getting chosen.

To get a sample of responders, a multi-stage sampling process was used. Addis Ababa City
was purposefully chosen for the initial stage due to the greater number of IFB customers. In
the second phase, the city's Dashen Bank S.C. was purposefully chosen because of
familiarity of the researcher with his bank or simply the researcher being an employee of the
bank and sees the problem associated with IFB services in the bank every day. In the third
step, consumers from each branch's Dashen Bank S.C. were identified randomly chosen by
simple random sampling. Convenience sampling was then employed to gather data from the
sample respondents who are users of IFB services from each branch in the city. As a non-
probability sampling technique, convenience sampling selects a sample from the population

that is easily accessible, nearby, or convenient. Thus, in the selected branches questionnaire
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was distributed to customers on a walk in basis i.e. questionnaire is given to a customer who
just arrived to get the service until the expected number of sample from the selected branch

was satisfied.

3.5.2. Sample Size Determination

The target population for this study incorporated IFB customers of Dashen Bank S.C. found
in Addis Ababa (i.e., 70,350). To select sample IFB customers of Dashen Bank S.C., a
sampling technique known as multi-stage were employed. First to identify the target
participants or sample size in this study, the researcher used Yamane’s (1967) formula
because the target population in this study is finite population. Hence, the formula is

described as follows:

N
N T ¥ N(e)?

Where

N = target population, n = sample size, e = error term
70,350

"= 1+70,350(0.05)2 "

398

Therefore 398 customers of IFB services of Dashen Bank S.C. in Addis Ababa branches

were selected as a sample for this study.

3.6. Source and Method of Data Collection
3.6.1. Source of Data

There are essentially two types of information sources utilized for research: primary and
secondary. Primary sources are those that call for a fresh survey to be taken in order to
acquire data from customers at various levels of inquiry. For this study, the researcher used
primary sources in order to fulfill the study's goal.

3.6.2. Primary Data

The primary data was gathered via an interest-free banking customer questionnaire. A
questionnaire is a collection of thoughtfully crafted questions intended to elicit a trustworthy
response. The primary data for the study was gathered from selected samples using a
questionnaire, which consists of a number of questions printed or typed in a specific order on

a form of closed-ended questions. The questionnaire was used to get the opinions of
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customers on the factors that influence their intent to use interest-free banking products and

services from banks in Ethiopia (The Case of Dashen Bank S.C.).

3.6.3. Method of Data Collection

Three sections made up the method used in data collection: The first section focuses on
obtaining specific demographic data about the respondents. The second section looked at
factors influencing customers' decisions to adopt interest-free banking services and products
of Dashen Bank S.C. in Addis Ababa City. The third section consists of questions regarding
to customers' decisions to adopt interest-free banking services. The use of a questionnaire as
a data gathering tool makes it simpler to code and analyze the data that has been gathered.
One of the best tools for collecting data for survey research is the questionnaire, which has
the advantage of requiring less time, effort, and money from the researcher.

Both English and Amharic were used to compile the questionnaire that was given to the
customer. The Likert scale was used to grade the questionnaire's closed-ended section. Likert
scales are a widely common rating scale for evaluating ordinal data in social science
research, according to (Bhattacherjee, 2012). Likert scale items are straightforward
statements on a five-point scale from "strongly disagree” to "strongly agree™ on which
respondents can express their levels of agreement or disagreement. As a result, the researcher
used the Likert scale approach to collect the data. This method uses a five-point Likert scale
to express the respondents' level of agreement or disagreement with a statement, with

responses ranging from strongly disagree to strongly agree.

3.7. Method of Data Analysis

To analyze factors affecting customers’ decision to adopt interest free banking in Dashen
Bank S.C., the questionnaires were checked for completeness and consistency of information
at the end of every field data collection day and before storage. The analysis was done using
IBM Statistical Package for Social Science (SPSS) software version 23. The psychometric
properties of the constructs were tested by evaluating their reliability and validity values
before doing any analysis. The data was tabulated by making logical interpretation,
conclusion and recommendation. Descriptive and inferential statistics (i.e. frequency, mean
and standard deviation as well as correlation and regression results) were computed for

presenting and analyzing the data.
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3.7.1. Reliability and Validity Analysis

Prior to any of statistical analysis the reliability and validity of the data must be checked. As
stated by Hair et al. (2010), reliability indicates the extents to which a variables or set of
variables is consistent in what it is intended to measure. Reliability analyses were used to
measure the consistency of a questionnaire. Although there are different methods of
reliability test, for this study Cronbach’s alpha was considered to be suitable because it is the
most common measure of reliability. As described by Nunnally (1978), the values of

Cronbach’s alpha with a minimum level of 0.7 are good.

The validity of a scale refers to the degree to which it measures what it is supposed to
measure, unfortunately there is no one clear cut indicator of scale’s validity and the
validation of a scale involve the collection of empirical evidence concerning its use (Hair et
al., 2010). The researcher checked the content validity which refers to the adequacy with
which a measure or scale has sampled from the intended universe or domain of content.
Content validity of the questionnaires was confirmed by extensive review of previous

literature on the factors affecting customers’ decision to adopt interest free banking.

3.7.2. Descriptive Statistics Analysis

Descriptive analysis is used to reduce the demographic information of the respondents like
gender, age, marital status, educational level and work experience. Also, factors affecting
customers’ decision to adopt interest free banking in to a summary format by tabulation,
frequency, percentage and measure of central tendency (mean and standard deviation). The
reason for using descriptive statistics were used to compare these different factors one
another used in this study and also to see the extent or degree of practices of awareness, bank
reputation, perceived complexity, perceived compatibility, perceived risk, relative advantage,
religiosity, and social influence and their impact on customers’ decision to adopt interest free
banking in Dashen Bank S.C.

3.7.3. Inferential Statistics Analysis
Hair et al. (2010) proposed that before any data analysis is performed; the assumptions
correlating the size of the sample, scales of variables, multivariate normal distribution and

outliers, and their multicollinearity were checked first.
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3.7.3.1. Pearson Correlation Analysis

In this study, Pearson’s correlation coefficient or measure of associations was used to
determine the relationships between the independent variables dimensions (i.e., awareness,
bank reputation, perceived complexity, perceived compatibility, perceived risk, relative
advantage, religiosity, and social influence) with customers’ decision to adopt interest free
banking. The value of coefficient of correlation, a statistical measure of association between
two variables, ranges from r = +1.0 for a perfect positive correlation to r = -1.0 for a perfect
negative correlation. No correlation is indicated for r = 0. The correlation coefficient
indicates the strength of the relationships of two variables and the direction of that
relationship. As “r” approaches to 0 on either side there is a weak relationship between the

dependent variable and independent variable (Hair et al., 2010).

3.7.3.2. Multiple Regression Analysis

In multiple linear regression, it is assumed that there is a linear relation between a variable Y
(dependent variable) and K independent variables Xj (j =1, 2, ..., K). It is a suitable method
of analysis when the determination of the impact of two or more independent variables in a
dependent variable is desired (Hair et al., 2010). In order to investigate the impact of factors
affecting customers’ decision to adopt IFB (i.e., awareness, bank reputation, perceived
complexity, perceived compatibility, perceived risk, relative advantage, religiosity, and social
influence) have on customers’ decision to adopt interest free banking in Dashen Bank S.C.,

the following multiple linear regression model were considered:

The specified model was as follows:
CS = Bo+ P1(AW) + B2(BR) + B3(PCL) + B4(PCT) + Bs(PR) + Ps(RA) + B7(RL) + Bs(SI) + &
Where:

CD = Customers’ Decision to Adopt Interest Free Banking
Bo = Constant
B1, P2 ... Ps = Slope (Regression Coefficients)
AW = Awareness
BR = Bank Reputation
PCL = Perceived Complexity
PCT = Perceived Compatibility
PR = Perceived Risk

35



RA = Relative Advantage

RL = Religiosity

Sl = Social Influence

€ = is the total error of prediction (residual)
However, before running this model, the researcher would verify compliance with certain
assumptions associated with linear regression models in order to check the model is valid.
Such as: Sample Size and Independence of Observations, Checking for Outliers,
Homoscedasticity Test, Normality Test, Linearity Test and Multicollinearity Test

3.8. The Operationalization and Measures of the Study Variables

There are two major variables under this study. These are the dependent and independent
/explanatory variables. The dependent variable is Customers’ Decision to Adopt Interest Free
Banking resulted from the factors affecting customers’ decision to adopt IFB (i.e., awareness,
bank reputation, perceived complexity, perceived compatibility, perceived risk, relative
advantage, religiosity, and social influence) in the study area. This research uses quantitative
research methods with a data collection model through structured questionnaires distributed
to the respondents. Measurement of variables is adopted by combining previous studies
related to customer decisions in adopting interest free bank services such as (Gounaris &
Koritos, 2008; Bashir, 2012; Obeid & Kaabachi, 2016; Sudarsono et al., 2021; Habib, 2022).
This study uses a five point Likert scale, from strongly disagree (1) to strongly disagree (5).

The summary of operational and measures of the study variables are presented in Table 3.1

below:
Table 3.1: Summary of Measurement Scales
Variable Measure Sources
Customers’ | | have made a decision of adopting the service from IFB Obeid &
Decision to | bank in the future Kaabachi, 2016
Adopt IFB . . . .
| think 1 will often adopt the service from IFB in the
future
| would highly recommend others to adopt the service
from an IFB
Awareness | | know the presence of IFB banking in Ethiopia Bashir, 2012;
I know the instruments used in financing products K (gber:c_i ‘;‘0 16
offered by IFB banks aabachl,
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I know the distinction between IFB bank and its

conventional counterpart
| know the features and benefits of IFB products

To be well-known, IFB banks should do more

promotions
Bank Dashen Bank’s IFB has a good reputation Obeid &
Reputation , . Kaabachi, 2016;
Dashen Bank’s IFB has a reputation of honesty Habib. 2022
Dashen Bank’s IFB is known to have good care for
customers
Dashen Bank’s IFB has a reputation of being transparent
with customers
Perceived | To use Dashen Bank’s IFB, customers need a lot of Gerrard &
Complexity | knowledge Cunningham,
Customers experience difficulties in conducting I2<00?l;; Ci]bezlg 188
transactions in IFB aabachl
Making transactions in IFB is complicated and
frustrating
IFB services involve complicated procedures
Perceived | Dashen Bank’s IFB is in line with my values Gounaris &
Compatibility Dashen Bank’s IFB suits my needs KogLoesi, d2§08;
Dashen Bank’s IFB is very suitable for my lifestyle Kaabachi 2016
Using Dashen Bank’s IFB services is very compatible
with the way | manage my money
Perceived | Using IFB services can bring potential financial losses Obeid &
Risk Using IFB services could not provide the benefits that | Kaabachi 2016;
expect Sudarsono et al.,
2021
Adopting the service from an IFB can damage my self-
image
Adopting the service from an IFB can adversely impact
other people’s opinions about me
Relative Dashen Bank’s IFB operation is in line with Sharia Bashir, 2012;
Advantage | principles Faisal et al.,
2014; Obeid &

Profit-based financing - sharing of losses between the
lender and the borrower will benefit both parties

Return on investment in IFB is more profitable than
interest in conventional banks

Kaabachi, 2016
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IFB banks offer a lower cost than conventional banks

Religiosity | I try to follow the commands of Islam in everything in Obeid &
my life Kaabachi, 2016;
| always try to avoid small and big sins as the teachings Sudar;cg)r;(i etal.
of my religion
| believe that all ideological dimensions are based on
Islam
| know the basis and knowledge needed in my religion
| feel sadness and dissatisfaction when | do something
contrary to my faith

Social People I consider important can influence me to use IFB Obeid &

Influence Kaabachi, 2016

Most people that | consider important support me to use
IFB

Most of my friends/colleagues who have become
customers of IFB agree that Islamic banking is better
than the conventional one

3.9. Ethical Considerations

According to Mugenda and Mugenda (2003) a researcher must confirm to the principle of
voluntary consent where the respondents willingly participate in research. Informed consent
should be based on the information regarding: the purpose of the research study,
identification of the researcher, any benefits that may be received. Mugenda and Mugenda
(2003) notes that participation in research is voluntary and subjects are at liberty to withdraw
from the study at any time without any consequences. The researcher was required to
communicate this to the respondents before the start of the study. The researcher through the
trained assistants ensured that all respondents fully understood all the details pertaining to the

study. No respondent were forced to take part in the study but this was done voluntarily.

According to Bhattacherjee (2012) plagiarism refers to passing off another person’s work as
if it were your own, by claiming credit for something that was done by someone else. It is
taking and using another person’s thoughts as if they were your own. Utmost care were taken

to ensure that all work borrowed from other scholars were acknowledged.
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CHAPTER FOUR
DATA ANALYSIS AND INTERPRETATIONS

This chapter presents the results of the investigation by the researcher based on the
methodology sated in chapter three. It includes the general background of the respondents
and detailed discussion of the four specific objectives, analysis of descriptive statistics, and
correlation and regression analyses through IBM SPSS version 23. Before running any
analysis tests were carried out in order to test whether the results were reliable or internal
consistency of the overall factors affecting customers’ decision to adopt IFB services was
checked through Cronbach alpha and also the validity was tested using the content validity
analysis. The findings of the study were also discussed in a relation to the literature review.

4.1. Questionnaire Response Rate

In the study, a total of 398 questionnaires were issued of which 340 were successfully filled,

returned and taken as valid samples.

Table 4.1: Questionnaire Response Rate

Questionnaires Issued Returned Percentage of Return Rate
398 340 85.4%
Source: Survey Data (2023)

According to Mugenda and Mugenda (2003) a 50% response rate is adequate, 60% good and
above 70% rated very good. This implies that basing on this assertion; the response rate in
this case of 85.4% was very good as shown in Table 4.1 above.

4.2.Demographic Characteristics of the Respondents

Analysis of the demographic characteristics of the respondents presented in Table 4.2 below
shows that gender wise 228(67.1%) of respondents were male and the remaining 112(32.9%)
were female. On the other hand, as displayed in the Table 4.2 below, the majority of the
respondents or 126(37.1%) aged between 31 and 40 years, followed by 110(32.4%) of the
respondents age exist between 41 and 50 years, 54(15.9%) were above 50 years old, and the
remaining 50(14.7%) of the respondents age exist between 20 and 30 years. This indicated
that the majority of the respondents included in this study were male and aged between 31

and 40 years.
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Table 4.2: Demographic Characteristics of the Respondents

No | Indicators Category Frequency | Percent
1 Gender Male 228 67.1
Female 112 329
Total 340 100.0
2 Age 20-30 years 50 14.7
31-40 years 126 37.1
41-50 years 110 32.4
Above 50 years 54 15.9
Total 340 100.0
3 | Educational | Certificate and below 47 13.8
level Diploma 85 25.0
First degree 156 45.9
Master’s degree and above 52 15.3
Total 340 100.0
4 Monthly 2001-4000 birr 20 5.9
Income 4001-6000 birr 115 33.8
6001-8000 birr 118 34.7
Above 8000 birr 87 25.6
Total 340 100.0
5 | Professional | Public Sector 96 28.2
Status Private Sector 156 45.9
Self-employed 73 21.5
Retired 15 4.4
Total 340 100.0

Source: Survey Data (2023)

Regarding educational background of the respondents as shown in Table 4.2 above, the
majority or 156(45.9%) of the respondents were first degree holders, followed by 85(25.0%)
of the respondents were diploma holders, and the rest 52(15.3%) and 47(13.8%) of the

respondents have educational qualification of master’s degree and above and Certificate and
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below respectively. This result explains the study has got a proper input from well-educated

customers of Dashen Bank S.C.

Concerning the monthly income of the respondents as shown in Table 4.2 above, the majority
or 118(34.7%) of the respondents earn monthly income between 6,001 and 8,000 birr,
followed by 115(33.8%) of the respondents earn monthly income between 4,001 and 6,000
birr. Thirdly, 87(25.6%) of the respondents earn monthly income more than 8,000 birr and
the rest 20(5.9%) of the respondents earn monthly income between 2001 and 4000 birr. This
result indicated that the majority of the respondents included in this study earn monthly
income between 6,001 and 8,000 birr.

With regard to the Professional status of the respondents as shown in Table 4.2 above, the
majority or 156(49.9%) of the respondents were employees of private sector, 96(28.2%) of
the respondents were employees of public sector. The rest 73(21.5%) and 15(4.4%) of the
respondents were Self-employed and retired respectively. This result indicated that the
majority of the customers of Dashen Bank S.C. IFB services customers were employees of

private sector.

4.3.Reliability and Validity Assessment Results

The degree to which the data collection procedures utilized in the study compare to the
expected outcomes is referred to as reliability. The term "reliability” refers to a measurement
of the consistency of the variables under examination. The data reliability against the
explanatory factors was assessed using the Cronbach's Alpha test, as shown in Table 4.3
below. For all variables involved, the Cronbach's Alpha Statistics for the explanatory factors
above the acceptable level of 0.7 (Hair et al., 2010). This indicates that the data acquired for
the study was consistent and dependable. Furthermore, validity relates to an investigation's
legitimacy (Creswell, 2009). It pertains to establishing whether the data gathering tools are a
true estimate of what they should enumerate. The researcher was concerned with content
validity by simply looking at the substance of information collection tools to see if they were
real, with her supervisor's consent. Also, to obtain content validity, the researcher adapted the
approaches suggested by Cooper and Schindler (2011); that is, identifying existing scales

from the relevant literature.
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Table 4.3: Reliability Analysis Results

Variables No. of Items | Cronbach Alpha
Awareness 5 0.854
Bank Reputation 4 0.856
Perceived Complexity 4 0.804
Perceived Compatibility 4 0.886
Perceived Risk 4 0.843
Relative Advantage 4 0.927
Religiosity 5 0.867
Social Influence 3 0.822
Customers’ Decision to Adopt Interest Free Banking 3 0.795

Source: Survey Data (2023)

4.4.Descriptive Analysis of the Study Variables

This part of the analysis is made based on survey schedule gathered from 340 customers of
Dashen Bank S.C. using 5-point Likert’s scale. The study has nine variables: awareness,
bank reputation, perceived complexity, perceived compatibility, perceived risk, relative
advantage, religiosity, and social influence and customers’ decision to adopt interest free
banking were all the variables considered for this study. For a consistent interpretation of

descriptive analysis, the following criterion described in Table 4.4 below is used.

Table 4.4: Five Point-Scaled Likert’s Criterion

No. Mean Range Response Options
1 [1.00, 1.80) Strongly Disagree
2 [1.80, 2.60) Disagree
3 [2.60, 3.40) Neutral
4 [3.40, 4.20) Agree
5 [4.20, 5.00] Strongly Agree

Source: Al-Sayaad, et al., (2006)

4.4.1. Descriptive Analysis of Factors Affecting Customers’ Decision to Adopt
IFB

In this section the study was aimed to identify the Factors Affecting Customers’ Decision to
Adopt IFB in Dashen Bank S.C. Twenty two proper questions were asked in order to get the
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extent of the agreement from respondent. These questions mainly aimed at identifying the
Factors Affecting Customers’ Decision to Adopt IFB that the Dashen Bank S.C. may face

during the implementation of IFB.

4.4.1.1. Awareness

The results in Table 4.5 below indicate that according to the respondents of the Dashen Bank
S.C., the awareness items had scored an average mean value between 3.77 and 3.94 with a
standard deviation value between 0.60 and 0.65. This indicated that the respondents of
Dashen Bank S.C. have agreed (because the mean lies between 3.40 and 4.20 as shown in
Table 4.4 above) on the awareness items described in Table 4.5 below were affecting the
customers’ decision to adopt IFB services highly. Besides this, the five questions having the
mean response greater than 3 and the standard deviation less than 1 indicates that the

respondents have the same perceptions towards the raised questions.

Table 4.5 below also indicated that the respondents agreed that they know the presence of
IFB banking in Ethiopia, the instruments used in financing products offered by IFB banks
and also they agreed that they know the distinction between IFB bank and its conventional
counterpart. The respondents also agreed that they were aware of the features and benefits of

IFB products and also to be well-known; IFB banks should do more promotions.

Table 4.5: Descriptive Statistics of Awareness

Code Statements on Awareness Mean SD
AWL1 | | know the presence of IFB banking in Ethiopia 3.89 0.65

AW?2 | | know the instruments used in financing products offered by | 3.94 0.63
IFB banks
AWS3 | | know the distinction between IFB bank and its conventional | 3.77 0.60

counterpart
AWA4 | | know the features and benefits of IFB products 3.86 0.65
AWS5 | To be well-known, IFB banks should do more promotions 3.84 0.60

Grand Mean 3.86 0.63

Source: Survey Data (2023)
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4.4.1.2. Bank Reputation

The results in Table 4.6 below indicate that according to the respondents of the Dashen Bank
S.C., the Bank Reputation items had scored an average mean value between 3.86 and 3.94
with a standard deviation value between 0.69 and 0.77. This indicated that the respondents of
Dashen Bank S.C. have agreed on the Bank Reputation items described in Table 4.6 below
were affecting the customers’ decision to adopt IFB services highly. Besides this, the four
questions having the mean greater than 3 and the standard deviation less than 1 indicates that

the respondents have the same perceptions towards the raised questions.

Table 4.6 below also indicated that the respondents agreed that Dashen Bank’s IFB has a
good reputation, has a reputation of honesty, and is known to have good care for customers
and also they agreed that Dashen Bank’s IFB has a reputation of being transparent with

customers. This indicated that Dashen Bank’s IFB has a good reputation.

Table 4.6: Descriptive Statistics of Bank Reputation

Code Statements on Bank Reputation Mean | SD
BR1 | Dashen Bank’s IFB has a good reputation 3.92 0.71
BR2 | Dashen Bank’s IFB has a reputation of honesty 3.86 0.73

BR3 | Dashen Bank’s IFB is known to have good care for customers 3.94 0.77

BR4 | Dashen Bank’s IFB has a reputation of being transparent with | 3.87 0.69

customers

Grand Mean 3.90 0.73

Source: Survey Data (2023)

4.4.1.3. Perceived Complexity

A shown in Table 4.7 below indicate that according to the respondents of the Dashen Bank
S.C., the Perceived Complexity items had scored an average mean value between 2.07 and
2.14 with a standard deviation value between 0.65 and 0.70. This indicated that the
respondents of Dashen Bank S.C. have disagreed (because the mean lies between 1.80 and
2.60 as shown in Table 4.4 above) on the Perceived Complexity items described in Table 4.7
below were not affecting the customers’ decision to adopt IFB services. Besides this, the four
questions having the mean less than 3 and the standard deviation less than 1 indicates that the

respondents have the same perceptions towards the raised questions.
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Table 4.7 below also indicated that the respondents disagreed that to use Dashen Bank’s IFB,
customers need a lot of knowledge and customers experience difficulties in conducting
transactions in IFB. The respondents also disagreed that making transactions in IFB is
complicated and frustrating and also IFB services involve complicated procedures. This
indicated that the customers of Dashen Bank S.C. showed that Dashen Bank’s IFB,
customers does not need a lot of knowledge and experience in conducting transactions in IFB
and also making transactions in IFB is not complicated and frustrating and also IFB services
does not involve complicated procedures.

Table 4.7: Descriptive Statistics about the Perceived Complexity

Code Statements on Perceived Complexity Mean | SD
PCL1 | To use Dashen Bank’s IFB, customers need a lot of knowledge 2.09 | 0.68
PCL2 | Customers experience difficulties in conducting transactions in IFB | 2.14 | 0.67
PCL3 | Making transactions in IFB is complicated and frustrating 2.07 | 0.70
PCL4 | IFB services involve complicated procedures 2.14 | 0.65

Grand Mean 2.11 | 0.66

Source: Survey Data (2023)

4.4.1.4. Perceived Compatibility

A shown in Table 4.8 below indicate that according to the respondents of the Dashen Bank
S.C., the Perceived Compatibility items had scored an average mean value between 3.81 and
3.83 with a standard deviation value between 0.74 and 0.79. This indicated that the
respondents of Dashen Bank S.C. have agreed on the Perceived Compatibility items
described in Table 4.8 below were affecting the customers’ decision to adopt IFB services
highly. Besides this, the four questions having the mean greater than 3 and the standard
deviation less than 1 which indicates that the respondents have the same perceptions towards

the raised questions.

Table 4.8 below also indicated that the respondents agreed that the Dashen Bank’s IFB is in
line with their values, suits their needs, is very suitable for their lifestyle and also they agreed
that the Dashen Bank’s IFB services is very compatible with the way they manage their
money. This indicated that the customers of Dashen Bank S.C. showed that Dashen Bank’s

IFB is in line with the customers values, suits the customer’s needs, is very suitable for the
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customers lifestyle and also they the Dashen Bank’s IFB services is very compatible with the

way the customers manage their money.

Table 4.8: Descriptive Statistics about the Perceived Compatibility

Code Statements on Perceived Compatibility Mean | SD
PCT1 | Dashen Bank’s IFB is in line with my values 3.81 | 0.74
PCT2 | Dashen Bank’s IFB suits my needs 3.83 | 0.75
PCT3 | Dashen Bank’s IFB is very suitable for my lifestyle 3.82 | 0.75

PCT4 | Using Dashen Bank’s IFB services is very compatible with the 3.81 | 0.79
way | manage my money
Grand Mean 3.82 | 0.76

Source: Survey Data (2023)

4.4.1.5. Perceived Risk

As shown in Table 4.9 below, according to the respondents of the Dashen Bank S.C., the
Perceived Risk items had scored an average mean value between 2.06 and 2.10 with a
standard deviation value between 0.67 and 0.74. This indicated that the respondents of
Dashen Bank S.C. have disagreed (because the mean lies between 1.80 and 2.60 as shown in
Table 4.4 above) on the Perceived Risk items described in Table 4.9 below were not
affecting the customers’ decision to adopt IFB services. Besides this, the four questions
having the mean less than 3 and the standard deviation less than 1 indicates that the

respondents have the same perceptions towards the raised questions.

Table 4.9: Descriptive Statistics about the Perceived Risk

Code Statements on Perceived Risk Mean | SD
PR1 | Using IFB services can bring potential financial losses 2.10 | 0.70
PR2 | Using IFB services could not provide the benefits that | expect 2.06 | 0.74
PR3 | Adopting the service from an IFB can damage my self-image 2.08 | 0.68

PR4 | Adopting the service from an IFB can adversely impact other | 2.08 | 0.67

people’s opinions about me

Grand Mean 2.08 0.70

Source: Survey Data (2023)
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Table 4.9 above also indicated that the respondents disagreed that using IFB services can
bring potential financial losses, IFB services could not provide the benefits that they expect;
adopting the service from an IFB can damage their self-image and also they disagreed that
adopting the service from an IFB can adversely impact other people’s opinions about them.
This indicated that the customers of Dashen Bank’s IFB showed that using IFB services
cannot bring potential financial losses and IFB services could provide the benefits that they
expect. The customers of Dashen Bank’s IFB showed that adopting the service from an IFB
cannot damage their self-image and also the service from an IFB cannot adversely impact

other people’s opinions about them.

4.4.1.6. Relative Advantage

As shown in Table 4.10 below, according to the respondents of the Dashen Bank S.C., the
Relative Advantage items had scored an average mean value between 3.88 and 3.95 with a
standard deviation value between 0.63 and 0.73. Also, the four questions having the standard
deviation less than 1, indicated that the respondents have similar perceptions towards the
raised questions. This indicated that the respondents of Dashen Bank S.C. have agreed that
Dashen Bank’s IFB operation is in line with Sharia principles, and there is Profit-based
financing - sharing of losses between the lender and the borrower that can benefit both
parties. The respondents also agreed that return on investment in IFB is more profitable than
interest in conventional banks and also the Dashen Bank’s IFB offer a lower cost than

conventional banks.

Table 4.10: Descriptive Statistics about the Relative Advantage

Code Statements on Relative Advantage Mean | SD

RA1 | Dashen Bank’s IFB operation is in line with Sharia principles 391 | 0.66

RA2 | Profit-based financing - sharing of losses between the lender | 3.88 | 0.65

and the borrower will benefit both parties

RA3 | Return on investment in IFB is more profitable than interest in | 3.95 | 0.73

conventional banks

RA4 | IFB banks offer a lower cost than conventional banks 3.94 0.63
Grand Mean 3.92 | 0.67

Source: Survey Data (2023)
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The result in Table 4.10 above indicated that the customers of Dashen Bank’s IFB have got
relative advantage operating with Sharia principles, Profit-based financing, more profitable

Return on investment and also through offering a lower cost than conventional banks.

4.4.1.7. Religiosity

As shown in Table 4.11 below, according to the respondents of the Dashen Bank S.C., the
Religiosity items had scored an average mean value between 3.85 and 3.92 with a standard
deviation value between 0.66 and 0.78. Also, the five questions having the standard deviation
less than 1, indicated that the respondents have similar perceptions towards the raised
questions. This indicated that the respondents of Dashen Bank S.C. have agreed that they
tried to follow the commands of Islam in everything in their life, they always tried to avoid
small and big sins as the teachings of their religion and also they believe that all ideological
dimensions are based on Islam. The respondents also agreed that they know the basis and
knowledge needed in their religion and they feel sadness and dissatisfaction when they do
something contrary to their faith. This result indicated that the customers of Dashen Bank

S.C. IFB service users believe in Islam and follow the doctrine of Islam.

Table 4.11: Descriptive Statistics on the Religiosity

Code Statements on Religiosity Mean | SD

RL1 | Itry to follow the commands of Islam in everything in my life 3.88 | 0.66

RL2 | I always try to avoid small and big sins as the teachings of my | 3.92 | 0.78

religion
RL3 | I believe that all ideological dimensions are based on Islam 3.85 | 0.71
RL4 | I know the basis and knowledge needed in my religion 3.92 | 0.76

RL5 | | feel sadness and dissatisfaction when | do something contrary to | 3.88 | 0.69

my faith

Grand Mean 3.89 | 0.72

Source: Survey Data (2023)

4.4.1.8. Social Influence

According to the respondents of the Dashen Bank S.C., the Social Influence items had scored
an average mean value between 3.84 and 3.91 with a standard deviation value between 0.69
and 0.78, as shown in Table 4.12 below. Also, the three questions having the mean value
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greater than 3 and standard deviation less than 1, indicated that the respondents have similar
perceptions towards the raised questions. This indicated that the respondents of Dashen Bank
S.C. have agreed that People they consider important can influence them to use IFB and most
people that they consider important support them to use IFB. Also the respondents agreed
that most of their friends/colleagues who have become customers of IFB agree that Islamic
banking is better than the conventional one. This result indicated that the customers IFB
services in Dashen Bank S.C. were influenced by social influences or influenced by
friends/colleagues and people they consider important to them.

Table 4.12: Descriptive Statistics on the Social Influence

Code Statements on Social Influence Mean | SD
SI1 | People I consider important can influence me to use IFB 391 | 0.65
SI12 | Most people that I consider important support me to use IFB 3.82 | 0.70

SI3 | Most of my friends/colleagues who have become customers of | 3.89 | 0.68
IFB agree that Islamic banking is better than the conventional one
Grand Mean 3.87 | 0.68

Source: Survey Data (2023)

4.4.2. Summary of Factors Affecting Customers’ Decision to Adopt IFB

As far as the summary of descriptive analysis of Dashen Bank S.C. factors affecting
customers’ decision to adopt IFB was concerned, as shown in Table 4.13 below, from the
composite statistics results each variable dimensions, Relative Advantage items have scored
the highest mean value of 3.92 with standard deviation of 0.67. This implies that the
customers of the Dashen Bank’s IFB have agreed that have got relative advantage operating
with Sharia principles, Profit-based financing, more profitable Return on investment and also
through offering a lower cost than conventional banks. This was followed by Bank
Reputation with mean value of 3.90 (SD=0.73), Religiosity with mean value of 3.89
(SD=0.72), Social Influence with mean value of 3.87 (SD=0.68), Awareness with mean value
of 3.86 (SD=0.63), Perceived Compatibility with mean value of 3.82 (SD=0.76), Perceived
Complexity with mean value of 2.11 (SD=0.66) and Perceived Risk with mean value of 2.08
(SD=0.70) respectively. Even though the above six factors affecting customers’ decision to
adopt IFB dimensions have a high degree or extent of effect on the customers’ decision to
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adopt IFB services in Dashen Bank S.C., Bank Reputation had the second highest mean
value next to Relative Advantage, thirdly Religiosity, fourthly Social Influence, fifthly

Awareness and the last and sixth one was Perceived Compatibility.

Table 4.13: Summary of the Factors Affecting Customers’ Decision to Adopt IFB

Dimensions

Summary of Factors Affecting Composite Statistics Results

Customers’ Decision to Adopt IFB Mean Std. Deviation
Awareness 3.86 0.63
Bank Reputation 3.90 0.73
Perceived Complexity 2.11 0.66
Perceived Compatibility 3.82 0.76
Perceived Risk 2.08 0.70
Relative Advantage 3.92 0.67
Religiosity 3.89 0.72
Social Influence 3.87 0.68

Source: Survey Data (2023)

4.4.3. Descriptive Analysis of Customers’ Decision to Adopt IFB Constructs

The results in Table 4.14 below indicate that according to the respondents of Dashen Bank
S.C., Customers’ Decision to Adopt Interest Free Banking items had scored an average mean
value between 3.81 and 3.94 with a standard deviation value between 0.66 and 0.72. Also,
the three questions having the mean value greater than 3 and standard deviation less than 1,
indicated that the respondents have similar perceptions towards the raised questions. This
indicated that the respondents of Dashen Bank S.C. have agreed that they have made a
decision of adopting the service from IFB bank in the future and also they will often adopt
the service from IFB in the future. Also the customers of Dashen Bank S.C. agreed that they
would highly recommend others to adopt the service from an IFB. Beside this the composite
statistics results of Customers’ Decision to Adopt Interest Free Banking with the mean value
of 3.86 with standard deviation of 0.69 indicated that the services provided by Dashen Bank

S.C. regarding IFB made them to decide and adopt interest free banking. The customers of
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Dashen Bank’s IFB services also indicated that they would highly recommend others to

adopt the service from an IFB.

Table 4.14: Descriptive Statistics of Customers’ Decision to Adopt Interest Free

Banking
Code Statements on Customers’ Decision to Adopt Interest Free Mean | SD
Banking
CD1 | I have made a decision of adopting the service from IFB bank in | 3.94 | 0.66
the future
CD2 | I think I will often adopt the service from IFB in the future 3.81 | 0.69

CD3 | I would highly recommend others to adopt the service froman IFB | 3.84 | 0.72

Grand Mean 3.86 0.69

Source: Survey Data (2023)

4.5. Results of Inferential Statistics

In this section, the results of inferential statistics were presented. In order to address the
objectives of the study, Pearson’s Product Moment Correlation Coefficient and Regression
Analyses were performed. With the aid of these statistical techniques, conclusions were

drawn and decisions were made with respect to the research hypothesis.

4.5.1. Pearson Correlation Analysis

Correlation analysis is used to measure the relationship between independent and dependent
variables. In this section, the correlation matrix of the constructs are computed which provide
the preliminary evidence of the relationship between variables. Pearson coefficient of
correlation is the most widely used for summarizing the degree of relationship and directions

between two variables.

The values of correlation always should be between -1 and +1. The value of -1 indicates
perfect negative correlation between the independent variables of Factors Affecting
Customers’ Decision to Adopt IFB dimensions (i.e., awareness, bank reputation, perceived
complexity, perceived compatibility, perceived risk, relative advantage, religiosity, and social
influence) and the dependent variable (i.e., Customers’ Decision to Adopt Interest Free
Banking). Value of 0 indicates no correlation between independent and dependent variables

and finally the value of +1 for correlation indicates perfect positive relationship between
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independent variables and independent variable. Rule of thumb for about the strength of

correlation of coefficients was presented in Table 4.12 below.

Table 4.15: Rule of Thumb for about the Strength of Correlation of Coefficients

Range of Coefficient Description Range of Coefficient Description
of Strength of Strength
+0.81 to £1.00 Very Strong
+0.61 to +0.80 Strong
+0.41 to £0.60 Moderate
+0.21 to £0.40 Weak
+0.00 to +£0.20 None

Source: Bhattacherjee (2012)

As it is clearly indicated in the Table 4.16 below, the highest correlation (i.e. r = 0.840) is
between Awareness (AW) and Customers’ Decision to Adopt Interest Free Banking (CD)
which is significant at the 0.01 level (P<0.01). According to Bhattacherjee (2012) from Table
4.15, Awareness (AW) and Customers’ Decision to Adopt Interest Free Banking (CD) have a
very strong and positive correlation between them. The next highest correlation (r = 0.800) is
between Social Influence (SI) and Customers’ Decision to Adopt Interest Free Banking (CD)
which is significant at 0.01 level (P<0.01), which again have a strong and positive correlation
according to Table 4.15. The third highest correlation is (r = 0.767) is between Religiosity
(RL) and Customers’ Decision to Adopt Interest Free Banking (CD) which is significant at
0.01 level (P<0.01). According to Bhattacherjee (2012), they have a strong and positive
correlation between them. Then it is followed by relationship with Bank Reputation (BR) (r =
0.763), Perceived Compatibility (PCT) (r = 0.705) and Relative Advantage (RA) (r = 0.689).
According to the rule of thumb from Table 4.15, Bank Reputation, Perceived Compatibility
and Relative Advantage have strong and positive correlations with Customers’ Decision to
Adopt Interest Free Banking (CD) respectively, which are statistically significant at 99
percent confidence level. Furthermore, then it is followed by relationship with Perceived
Complexity (PCL) (r = -0.669) and Perceived Risk (PR) (r = -0.658). According to
Bhattacherjee (2012), Perceived Complexity and Perceived Risk have strong and negative

correlations with Customers’ Decision to Adopt Interest Free Banking (CD) respectively,
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which are statistically significant at 99 percent confidence level. This implies that at a 1
percent level of significance it was found that Awareness (AW), Social Influence (SI),
Religiosity (RL), Bank Reputation (BR), Perceived Compatibility (PCT) and Relative
Advantage (RA) have a positive and significant relationship with Customers’ Decision to
Adopt Interest Free Banking (CD) respectively, whereas, Perceived Complexity and
Perceived Risk have strong and negative correlations with Customers’ Decision to Adopt
Interest Free Banking (CD) respectively in the study area. This finding was similar with the
findings of Sudarsono et al. (2021) and Habib (2022).

Table 4.16: Pearson Correlation Results

Correlations
CD AW BR PCL | PCT PR RA RL Sl
CD 1
AW | .8407 1
BR 7637 | 666 1
PCL | -669 | -577" | -.855 1
PCT | .705" | 5717 | 564 | -539" 1
PR | -658" | -537" | -649" | .728" | -.499" 1
RA | 6897 | 5707 | 5566 | -511" | 527" | -.488" 1
RL | .7677 | 7047 | 641" | -566~ | 576 | -530" | .652" 1
sl 8007 | 755" | 673" | -6397 | 624" | -574" | 6237 | .695" 1
**_Correlation is significant at the 0.01 level (2-tailed).

Where: CD = Customers’ Decision to Adopt Interest Free Banking, AW = Awareness, BR = Bank
Reputation, PCL = Perceived Complexity, PCT = Perceived Compatibility, PR = Perceived Risk, RA
= Relative Advantage, RL = Religiosity and SI = Social Influence

Source: Survey Data (2023)

4.5.2. Multiple Regression Analysis

Multiple regressions is statistical techniques that can be used to analyze the association
between single dependent variable and several independent variables (Hair et al., 2010). This
is to mean that multiple regression is used to investigate the impact of Factors Affecting
Customers’ Decision to Adopt IFB in Dashen Bank S.C. From the different types of multiple

regression analyses, the researcher used the standard multiple regression type — which means
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that all the independent (or predictor) variables are entered in to the regression equation
simultaneously. As such the sole dependent variable in this investigation was Customers’
Decision to Adopt Interest Free Banking. The independent variables were awareness, bank
reputation, perceived complexity, perceived compatibility, perceived risk, relative advantage,

religiosity, and social influence.

4.5.2.1. Assumptions of Multiple Regressions
The following assumptions were checked prior to running the regression model:

Sample Size and Independence of Observations

According to a formula presented by Tabachanick and Fidell (2007) of N > 50 + 8 * m
(where m = number of independent variables), and with m = 8 since there were 8
independent variables used, the minimum sample size for multiple regression was calculated
to be 50 + 8 * 8 = 50 + 64 = 114. Therefore, as 340 respondents were obtained in this study,
the sample was deemed adequate for regression analysis to be used to test the hypotheses.
The independence of observations was guaranteed by the researcher by making sure that the
questionnaires should be answered by different respondents to get tolerable variances in

responses.

Checking for Outliers

Because multiple regression is very sensitive to outliers (very high or very low scores). The
researcher checked for extreme scores at the initial data screening process by using Skewness
and Kurtosis. The Skewness and Kurtosis of the nine (9) constructs were well behaved in
term of normality. As described by Hair et al. (2010) the values of Skewness and Kurtosis are
between the ranges of —1 and +1 indicates that there are no outlier or extreme values that

might jeopardize the validity of the analysis as shown in Table 4.17 below.
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Table 4.17: Skewness and Kurtosis Values of the Study Variables

Summary of the Study Variables Skewness Kurtosis
Awareness -0.329 -0.104
Bank Reputation —0.057 -0.916
Perceived Complexity -0.121 -1.037
Perceived Compatibility 0.009 -1.054
Perceived Risk —-0.166 -1.041
Relative Advantage -0.261 —-0.566
Religiosity —-0.287 —-0.389
Social Influence 0.105 —0.654
Customers’ Decision to Adopt Interest Free Banking —-0.085 —-0.519

Source: Survey Data (2023)

Homoscedasticity Test

As shown in Figure 4.1 below, the small circles follow no pattern and they are randomly

dispersed in the scatterplot so, the researcher assumed that the residuals have equal variances.

Figure 4. 1: Scatterplot of Residuals of the Regression Model

Partial Regression Plot
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Normality Test
The histogram and P-P plot presented in Figure 4.2 below indicated reasonable normality of
data, because the mean value was close to 0 (i.e., -1.74E-15) and standard deviation was

close to 1 (i.e., 0.988), this shows the data was roughly close to normality.
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Figure 4.2: Histogram of the Regression Model
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Linearity Test
Linearity is another condition to be met for valid regression analysis, P-P plot presented in
Figure 4.3 below show that the small circles were close to the diagonal line, this shows the
data was roughly close to linearity.

Figure 4.3: The Normal P-P Plot of the Regression Model
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Multicollinearity Test

Multicollinearity happens when the research predictor variables are strongly correlated with
one another. Association coefficients must be less than 0.90 to qualify as multicollinear,
while tolerance and Variance Inflation Factor (VIF) values must be greater than 0.1 and less
than 10 to qualify as multicollinear, respectively (Hair et al., 2010). According to Tables 4.16
above, the correlation coefficients for each predictor variable were less than 0.90.
Additionally, as shown in Tables 4.18 below, all of the model's results had a tolerance value
greater than 0.1 and a VIF lower than 10, indicating that the survey data did not exhibit any
discernible multicollinearity and that the study's predictor variables did not exhibit strong

correlations with one another.

Table 4.18: Multicollinearity Test

Variables Tolerance VIF
Awareness 0.342 2.920
Bank Reputation 0.214 4.679
Perceived Complexity 0.211 4.734
Perceived Compatibility 0.535 1.869
Perceived Risk 0.435 2.299
Relative Advantage 0.498 2.009
Religiosity 0.371 2.698
Social Influence 0.312 3.202

Source: Results of Own Survey Data (2023)

Eight predictors of multiple linear regression models were put forth in an effort to determine
the most effective collection of predictors of Customers’ Decision to Adopt Interest Free
Banking (CD). Awareness (X1), Bank Reputation(X;), Perceived Complexity (X3), Perceived
Compatibility (X4), Perceived Risk (Xs), Relative Advantage (Xg), Religiosity (X;), and
Social Influence (Xg). The proposed multiple linear regression model's equation was as
follows:

Y(CD) = Bo+ Pa(X1) + P2(X2) + B3(Xs) + Pa(Xa) + Ps(Xs) + Pe(Xe) + Pr(X7) + Pa(Xe) &

Where: o= Constant, € = Error
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As shown in the regression model summary of Table 4.19 below, the R-squared and Adjusted
R-squared statistic of the model were 0.862 or (86.2%) and 0.859 or (85.9%) respectively.
The explanatory power of the independent variables such as awareness, bank reputation,
perceived complexity, perceived compatibility, perceived risk, relative advantage, religiosity,
and social influence on the changes in dependent variable (Customers’ Decision to Adopt
Interest Free Banking) was 86.2%. The result of Adjusted R-squared shows that changes on
dependent variable (CD) was explained 85.9% by the independent variables employed in this
study. As a result, other factors beyond the scope of this model or study were responsible for
the remaining 14.1% of the changes in the dependent variable (CD).

Table 4.19: Model Summary of the Regression Analysis

Model Summary®

Model R R Square Adjusted R Square Std. Error of the
Estimate
1 .928? .862 .859 .65532

a. Predictors: (Constant), Social Influence, Perceived Risk, Relative Advantage, Perceived

Compatibility, Bank Reputation, Religiosity, Awareness, Perceived Complexity

b. Dependent Variable: Customers’ Decision to Adopt Interest Free Banking

Source: Results of Own Survey Data (2023)

The ANOVA result in Table 4.20 below shows the F-statistics and probability (F-statistics)
for the regression. At a 1% level of significance, the F-statistic's null hypothesis which states
that the Adjusted R-squared is equal to zero was rejected. F-value of 0.000 shows strong
statistical significance which enhanced the reliability and validity of the model. This shows
that the calculated linear regression model line's slope is greater than zero, demonstrating that
there is a linear relationship between all eight predictor variables (i.e., awareness, bank
reputation, perceived complexity, perceived compatibility, perceived risk, relative advantage,
religiosity, and social influence) and Customers’ Decision to Adopt Interest Free Banking
(CD). This indicates that the eight predictor variables significantly predict Customers’
Decision to Adopt Interest Free Banking (CD).

59



Table 4.20: Results of the Analysis of Variance (ANOVA)

ANOVA?®
Model Sum of Squares df Mean Square F Sig.
1 | Regression 888.381 8 111.048 258.585 | .000°
Residual 142.146 331 429
Total 1030.526 339

a. Dependent Variable: Customers’ Decision to Adopt Interest Free Banking (CD)

b. Predictors: (Constant), Social Influence, Perceived Risk, Relative Advantage, Perceived

Compatibility, Bank Reputation, Religiosity, Awareness, Perceived Complexity

Source: Results of Own Survey Data (2023)

Based on the commonly used multiple regression method (Table 4.21 below), it was
determined that all four independent or predictor factors were significant in explaining
Customers’ Decision to Adopt Interest Free Banking (CD). Or the variation in the dependent
variable Customers’ Decision to Adopt Interest Free Banking (CD) was strongly influenced
by all the independent variables.

The regression coefficients in Table 4.21 below were considered significant at the 95% level,
yielding an alpha value of 5%. As a consequence, the unstandardized beta coefficients for
training needs assessment training design, delivery, and evaluation were 0.244, 0.163, 0.101,
0.114,-0.107, 0.093, 0.065 and 0.127 accordingly from the regression result.

According to Table 4.21 above, the predicted model looked like this:
Y(CD) =-1.572 + 0.244X; + 0.163X; + 0.101X3 + 0.114X, — 0.107X5 + 0.093X; + 0.065X7
+0.127Xs

The unstandardized beta coefficients of the regression model in Table 4.21 below indicated
that Awareness have the largest positive and significant effect on Customers’ Decision to
Adopt Interest Free Banking (CD) (B1 = 0.244, t = 9.985, p < 0.05). This means that when
Awareness amplified by one point, Customers’ Decision to Adopt Interest Free Banking
(CD) will increase by 0.244. This suggests that the Dashen Bank S.C. managers need to work
on creating awareness of IFB more so as to increase the Customers’ Decision to Adopt
Interest Free Banking of the bank. Secondly, followed by the unstandardized beta
coefficients of Bank Reputation with (B, = 0.163, t = 5.153, p < 0.05), which suggested that
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Bank Reputation has a positive and significant effect on Customers’ Decision to Adopt
Interest Free Banking (CD). This suggests that a unit rise in Bank Reputation will result a

0.163 growth in Customers’ Decision to Adopt Interest Free Banking (CD).

Table 4.21: Analysis of the Regression Model Coefficients

Coefficients®
Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
1 | (Constant) -1.572 756 -2.080 .038

AW 244 024 .348 9.985 .000
BR 163 .032 228 5.153 .000
PCL 101 .036 124 2.786 .006
PCT 114 019 A71 6.138 .000
PR -.107 .023 -.141 -4.570 .000
RA .093 .023 116 4.001 .000
RL .065 .020 .108 3.221 .001
Sl 127 .036 128 3.494 .001

a. Dependent Variable: Customers’ Decision to Adopt Interest Free Banking (CD)

AW = Awareness, BR = Bank Reputation, PCL = Perceived Complexity, PCT = Perceived

Compatibility, PR = Perceived Risk, RA = Relative Advantage, RL = Religiosity and SI =

Social Influence

Source: Results of Own Survey Data (2023)

In the third place was Social Influence with (Bg = 0.127, t = 3.494, p < 0.05) was the third
highest positive and significant value to have an effect on Customers’ Decision to Adopt
Interest Free Banking (CD). It means that one unit rise in Social Influence was followed by
0.127 unit growths in Customers’ Decision to Adopt Interest Free Banking (CD). In the
fourth place was Perceived Compatibility with (B, = 0.114, t = 6.138, p < 0.05) was the
fourth highest positive and significant value to have an effect on Customers’ Decision t0
Adopt Interest Free Banking (CD). It means that one unit rise in Perceived Compatibility was

followed by 0.114 unit growths in Customers’ Decision to Adopt Interest Free Banking
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(CD). In the fifth place was Perceived Risk with (s = —0.107, t = —4.570, p < 0.05) was the
fifth highest negative and significant value to have an effect on Customers’ Decision to
Adopt Interest Free Banking (CD). It means that one unit rise in Perceived Risk was followed
by 0.107 unit decline or decrease in Customers’ Decision to Adopt Interest Free Banking
(CD).

In the sixth place was Perceived Complexity with (B3 = 0.101, t = 2.786, p < 0.05) was the
sixth highest positive and significant value to have an effect on Customers’ Decision to
Adopt Interest Free Banking (CD). It means that one unit rise in Perceived Complexity was
followed by 0.101 unit growths in Customers’ Decision to Adopt Interest Free Banking
(CD). In the seventh place was Relative Advantage with (Bg = 0.093, t = 4.001, p < 0.05) was
the seventh highest positive and significant value to have an effect on Customers’ Decision to
Adopt Interest Free Banking (CD). It means that one unit rise in Relative Advantage was
followed by 0.093 unit growths in Customers’ Decision to Adopt Interest Free Banking
(CD). Finally, Religiosity had scored the smallest positive and significant value to have an
effect on Customers’ Decision to Adopt Interest Free Banking (CD) with (B; = 0.065, t =
3.221, p < 0.05). This indicated that one unit rise in Religiosity is followed by a 0.065 unit

increase in Customers’ Decision to Adopt Interest Free Banking (CD).

4.6. Hypothesis Test Results

The Pearson correlation model and multiple linear regression models tested the eight
hypotheses of this research paper concerning Factors Affecting Customers’ Decision to
Adopt Interest Free Banking in Ethiopia: The Case of Dashen Bank S.C., according to the
regression tables above, the p-value was used to determine if the hypothesis is true or false

and was based on the beta and correlation coefficient with a 95 percent confidence level.

Hypothesis - 1

Hai: Awareness positively affects customers’ decision to adopt interest free banking services.
The unstandardized beta coefficient with (B; = 0.244, t = 9.985, p < 0.05) indicated that
Awareness had a positive and significant effect on Customers’ Decision to Adopt Interest
Free Banking (CD). The regression analysis as presented in Table 4.21 above supports this
finding. It shows that one unit rise in Awareness is followed by a 0.244 unit growth in

Customers’ Decision to Adopt Interest Free Banking (CD). As a result, the findings do not
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support the null hypothesis, forcing the researcher to accept alternative hypothesis number
one, which postulates that Awareness has a favorable and significant impact on Customers’
Decision to Adopt Interest Free Banking (CD) at Dashen Bank S.C. The findings of this
study are consistent with those of Demissie (2019) and Habib (2022) studies that states if
Awareness creation of IFB properly conducted it will increase the Customers’ Decision to
Adopt Interest Free Banking (CD) of the bank.

Hypothesis — 2

Ha: Bank reputation positively affects customers’ decision to adopt interest free banking
Services.

The unstandardized beta coefficient with (3, = 0.163, t = 5.153, p < 0.05)indicated that Bank
reputation has a positive and significant effect on Customers’ Decision to Adopt Interest Free
Banking (CD), and the regression analysis as presented in Table 4.21 above supports this
finding. This implies that for every unit rise in Bank reputation, Customers’ Decision to
Adopt Interest Free Banking (CD) increases by 0.163 units. Because of this, the researcher is
compelled to accept alternative hypothesis number two, which postulates that Bank
reputation has a favorable and significant impact on Customers’ Decision to Adopt Interest
Free Banking (CD) at Dashen Bank S.C. The results do not support the null hypothesis. This
result is also in line with research conducted in the past by Bekele (2018) and Ahmed (2019),
they discovered that a Bank reputation will improve the customers’ decision to adopt interest

free banking services.

Hypothesis — 3

Has: Perceived Complexity negatively affects customers’ decision to adopt interest free
banking services.

The unstandardized beta coefficient with (B3 = 0.101, t = 2.786, p < 0.05) indicated that
Perceived Complexity has a positive and significant effect on Customers’ Decision to Adopt
Interest Free Banking (CD). The regression analysis as presented in Table 4.21 above did not
support this finding. It implies that for every unit increase in Perceived Complexity,
Customers’ Decision to Adopt Interest Free Banking (CD) increases by 0.101 units. As a
result, the findings did support the null hypothesis, forcing the researcher to embrace null
hypothesis number three, which postulates that Perceived Complexity has a positive and

significant impact on Customers’ Decision to Adopt Interest Free Banking (CD) at Dashen
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Bank S.C. There is ample of evidence to support claims that Perceived Complexity will
decrease Customers’ Decision to Adopt Interest Free Banking (CD), as demonstrated by

studies by Bananuka et al. (2019) and Hailu and Bushera (2020), among others.

Hypothesis — 4

Has: Perceived Compatibility positively affects customers’ decision to adopt interest free
banking services.

The unstandardized beta coefficient with (B, = 0.114, t = 6.138, p < 0.05 indicated that
Perceived Compatibility has a positive and substantial effect on Customers’ Decision to
Adopt Interest Free Banking (CD), and the regression analysis as given in Table 4.21 above
supports this finding. In other words, a 0.114 unit increase in Customers’ Decision to Adopt
Interest Free Banking (CD) follows a one unit rise in Perceived Compatibility. As a result,
the findings do not support the null hypothesis, and the researcher is compelled to accept
alternative hypothesis number four, which postulates that Perceived Compatibility has a
positive and significant impact on Customers’ Decision to Adopt Interest Free Banking (CD)
at Dashen Bank S.C. The results of this study showed that Customers’ Decision to Adopt
Interest Free Banking (CD) increased with the degree of Perceived Compatibility in a bank,
which is consistent with the findings of Obeid and Kaabachi (2016) and Sisay (2017).

Hypothesis — 5

Has: Perceived risk negatively affects customers’ decision to adopt interest free banking
Services.

The unstandardized beta coefficient with (Bs = —0.107, t = —4.570, p < 0.05) indicated that
Perceived risk has a negative and substantial effect on Customers’ Decision to Adopt Interest
Free Banking (CD), and the regression analysis as given in Table 4.21 above supports this
finding. In other words, a 0.509 unit decrease in Customers’ Decision to Adopt Interest Free
Banking (CD) follows a one unit rise in Perceived risk. As a result, the findings do not
support the null hypothesis, and the researcher is compelled to accept alternative hypothesis
number five, which postulates that Perceived risk has a negative and significant impact on
Customers’ Decision to Adopt Interest Free Banking (CD) at Dashen Bank S.C. The results
of this study showed that Customers’ Decision to Adopt Interest Free Banking (CD)
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decreased with the degree of Perceived risk increased in a bank, which is consistent with the
findings of Sudarsono et al. (2021) and Habib (2022).

Hypothesis — 6

Hae: Relative advantage positively affects customers’ decision to adopt interest free banking
Services.

The unstandardized beta coefficient with (Bs = 0.093, t = 4.001, p < 0.05) indicated that
Relative advantage has a positive and substantial effect on Customers’ Decision to Adopt
Interest Free Banking (CD), and the regression analysis as given in Table 4.21 above
supports this finding. In other words, a 0.093 unit increase in Customers’ Decision to Adopt
Interest Free Banking (CD) follows a one unit rise in Relative advantage. As a result, the
findings do not support the null hypothesis, and the researcher is compelled to accept
alternative hypothesis number six, which postulates that Relative advantage has a positive
and significant impact on Customers’ Decision to Adopt Interest Free Banking (CD) at
Dashen Bank S.C. The results of this study showed that Customers’ Decision to Adopt
Interest Free Banking (CD) increased with the degree of Relative advantage in a bank, which
is consistent with the findings of Tsion (2017) and Walid et al. (2018).

Hypothesis — 7

Ha7: Religiosity positively affects customers’ decision to adopt interest free banking services.
The unstandardized beta coefficient with (B; = 0.065, t = 3.221, p < 0.05) indicated that
Religiosity has a positive and substantial effect on Customers’ Decision to Adopt Interest
Free Banking (CD), and the regression analysis as given in Table 4.21 above supports this
finding. In other words, a 0.065 unit increase in Customers’ Decision to Adopt Interest Free
Banking (CD) follows a one unit rise in Religiosity. As a result, the findings do not support
the null hypothesis, and the researcher is compelled to accept alternative hypothesis number
seven, which postulates that Religiosity has a positive and significant impact on Customers’
Decision to Adopt Interest Free Banking (CD) at Dashen Bank S.C. The results of this study
showed that Customers’ Decision to Adopt Interest Free Banking (CD) increased with the
degree of Religiosity in a bank, which is consistent with the findings of Wondwosen (2018)
and Muslichah and Sanusi (2019).
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Hypothesis — 8

Hag: Social influence positively affects customers’ decision to adopt interest free banking
Services.

The unstandardized beta coefficient with (Bs = 0.127, t = 3.494, p < 0.05) indicated that
Social Influence has a positive and substantial effect on Customers’ Decision to Adopt
Interest Free Banking (CD), and the regression analysis as given in Table 4.21 above
supports this finding. In other words, a 0.127 unit increase in Customers’ Decision to Adopt
Interest Free Banking (CD) follows a one unit rise in training evaluation. As a result, the
findings do not support the null hypothesis, and the researcher is compelled to accept
alternative hypothesis number eight, which postulates that Social Influence has a positive and
significant impact on Customers’ Decision to Adopt Interest Free Banking (CD) at Dashen
Bank S.C. The results of this study showed that Customers’ Decision to Adopt Interest Free
Banking (CD) increased with the degree of Social influence in a bank, which is consistent
with the findings of Sudarsono et al. (2021) and Habib (2022).

Table 4.22: Summary of Hypothesis Testing

Hypothesis P- Expected | Result Decision
value Effect Accepted/Rejected
Ha1:  Awareness positively affects | 0.000 | Positive | Positive Accepted

customers’ decision to adopt interest

free banking services.

Ha2: Bank reputation positively affects | 0.000 | Positive | Positive Accepted
customers’ decision to adopt interest

free banking services.

Has: Perceived Complexity negatively | 0.006 | Negative | Positive Rejected
affects customers’ decision to adopt

interest free banking services.

Hags: Perceived Comepatibility | 0.000 | Positive | Positive Accepted
positively affects customers’ decision

to adopt interest free banking services.

Has: Perceived risk negatively affects | 0.000 | Negative | Negative Accepted
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customers’ decision to adopt interest

free banking services.

Has: Relative advantage positively
affects customers’ decision to adopt

interest free banking services.

0.000

Positive

Positive

Accepted

Ha7:  Religiosity positively affects
customers’ decision to adopt interest

free banking services.

0.001

Positive

Positive

Accepted

Hag: Social influence positively affects
customers’ decision to adopt interest

free banking services.

0.001

Positive

Positive

Accepted

Source: Results of Own Survey Data (2023)
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CHAPTER FIVE
CONCLUSIONS AND RECOMMENDATIONS

This chapter contains of the deductions drawn from the analysis part and the suggestions
forwarded by the investigator so as to advance the Factors Affecting Customers’ Decision to

Adopt Interest Free Banking in Ethiopia: The Case of Dashen Bank S.C.

5.1. Conclusions

This paper aims to identify the main Factors Affecting Customers’ Decision to Adopt Interest
Free Banking in Ethiopia: The Case of Dashen Bank S.C. The researcher came to the
conclusion that the Awareness, Bank Reputation, Social Influence, Perceived Compatibility,
Perceived Complexity, Relative Advantage and Religiosity had a positive and significant
impact on Customers’ Decision to Adopt Interest Free Banking in the studied area. Whereas,
was Perceived Risk has a negative and significant effect on Customers’ Decision to Adopt

Interest Free Banking.

The correlation investigation result shows a strong positive and significant relationship
between the independent variables (i.e., Awareness) and the dependent variable (i.e.,
Customers’ Decision to Adopt Interest Free Banking) in Dashen Bank S.C. Awareness and
Customers’ Decision to Adopt Interest Free Banking had the strongest positive and most
significant association coefficient (r = 0.840). Following Social Influence and Customers’
Decision to Adopt Interest Free Banking (r = 0.800), thirdly followed by Religiosity (r =
0.767), fourthly followed by Bank Reputation (r = 0.763), fifthly by Perceived Compatibility
(r = 0.705) and sixthly followed by Relative Advantage (r = 0.689). Social Influence,
Religiosity Bank Reputation, Perceived Compatibility and Relative Advantage have strong
and positive correlations with Customers’ Decision to Adopt Interest Free Banking
respectively, which are statistically significant at 99 percent confidence level. Perceived
Complexity (r = -0.669) and Perceived Risk (r = -0.658) have strong and negative
correlations with Customers’ Decision to Adopt Interest Free Banking respectively.
Therefore, the study concluded that at a 1 percent level of significance it was found that the
Awareness, Social Influence, Religiosity, Bank Reputation, Perceived Compatibility and
Relative Advantage have a positive and significant association with Customers’ Decision to

Adopt Interest Free Banking in the study area. But Perceived Complexity and Perceived Risk
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have a negative and significant association with Customers’ Decision to Adopt Interest Free

Banking respectively.

The regression analysis between the independent variables (i.e. awareness, bank reputation,
perceived complexity, perceived compatibility, perceived risk, relative advantage, religiosity,
and social influence) and dependent variable (i.e. Customers’ Decision to Adopt Interest Free
Banking) in Dashen Bank S.C. showed that the strongest contribution to explaining the
dependent variable (i.e. customers’ decision to adopt interest free banking) was made from
awareness, followed by bank reputation, social influence, perceived compatibility, perceived
risk, perceived complexity, relative advantage and religiosity respectively. This shows that
the Religiosity have a least effect on the Customers’ Decision to Adopt Interest Free
Banking. The value of adjusted R? is 0.859, shows that 85.9% of the deviation of Customers’
Decision to Adopt Interest Free Banking in Dashen Bank S.C. was explained by the eight
factors affecting customers’ decision to Adopt IFB that can affect the customers’ decision to
adopt interest free banking. The remaining 14.1% was caused by other variables, which are
outside the purview of this investigation. The study concludes that awareness bank
reputation, social influence and perceived compatibility have a positive effect on customers’
decision to adopt interest free banking in Dashen Bank S.C. Additionally, Perceived
Complexity, Relative Advantage and Religiosity have a significant and positive effect on
customers’ decision to adopt interest free banking in Dashen Bank S.C. On the other side,
perceived risk has a negative and significant effect on customers’ decision to adopt interest

free banking in Dashen Bank S.C.

5.2.Recommendations

This study was aimed to investigate Factors Affecting Customers’ Decision to Adopt Interest
Free Banking in Ethiopia: The Case of Dashen Bank S.C. The researcher provided the
following recommendations, which may have managerial implications, based on the data and

conclusions reached:

e All of the factors affecting customers’ decision to Adopt IFB aspects that can impact
customers’ decision to adopt interest free banking, such as awareness, bank
reputation, perceived complexity, perceived compatibility, perceived risk, relative

advantage, religiosity, and social influence, have all received mean scores that fall
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within the 'agree' range on a 5-point Likert scale, according to the survey results.
Therefore, the management of Dashen Bank S.C. should take further measures to
enhance customers’ decision to adopt interest free banking by offering more

possibilities for awareness of IFB services to the customers of the bank.

The IFB banks in Ethiopia must actively promote themselves to the public to improve
the reputation of IFB banks and to introduce innovations available in adopting interest

free banking services.

IFB banks in Ethiopia must apply marketing strategies by utilizing communication
media to provide customers with knowledge about IFB banks. IFB banks need to
optimize various information channels that are cheap, fast, and easily accessible to
customers by using social media, such as Facebook, Instagram, Twitter, Linkedin,

and so forth.

The questions regarding the risk of using IFB in the minds of customers could also be
reduced by efficient advertising campaigns. And also the communication of the better
relative advantage of the Dashen Bank S.C. IFB services in comparison to the

competitor banks could also increase the chances of bank selection.

The decrease in the complex IFB bank procedures could increase the chances of bank
selection than its competitors by the customers. The compatibility with other banks in
the market could also maximize the possibility of more usage of banking services.
The banks also need to disseminate the information regarding their IFB services in

simpler language to build a prominent position in the minds of customers.

5.3.Implications for Future Research

This study was conducted to investigate the factors affecting customers’ decision to adopt

interest free banking in Ethiopia: The Case of Dashen Bank S.C. The sample was drawn only

from the selected branches of Dashen Bank S.C. in Addis Ababa, thus this study may be

limited in its generalizability of the findings to others banks or branches of Dashen Bank S.C.

operating in the country. So, future researchers should have to draw sample of respondents

from other banks and branches operating in the country for the sake generalizing the results

of the study.
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Secondly, the variables used in this study could not represent the customer’s decision to
adopt Interest Free Banking in Ethiopia as a whole. Therefore, additional variables of literacy
and knowledge about Interest Free Banking may need to be included by future researchers.
Moreover, future research can enlarge the scope of the study to erase the negative perception
of Interest free banking products and services by considering replicating this study in other
bank institutions both in the capital city and also in others cities of the country. The present
study used interest free banking products and services account holders’ only to examine
toward intention to use Interest free banking products and services so; future researchers may
consider other account holders and also employees as a sample for their study. Besides this,
future researchers may include other banks in the city as their target population to get
detailed results regarding factors affecting the adoption of IFB from both the customers as

well as from the employee’s perspectives.
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APPENDIX

Appendix 1. Research Questionnaires
Addis Ababa University

College of Business and Economics

Department of Management

Dear respondent,

This research is conducted by Adil Metsa Birhanu, a student at Addis Ababa University for
the partial fulfillment of the requirements for master’s degree in Business Administration
(MBA). Currently, I am conducting a research entitled “Factors Affecting Customers’
Decision to Adopt Interest Free Banking in Ethiopia: The Case of Dashen Bank S.C.” I
kindly would like to requisite you that you are one of the best and honorable reliable
respondents selected on this study.

Please assist me in giving correct and complete information to present a representative
finding on the current status of Factors Affecting Customers’ Decision to Adopt Interest Free
Banking in Ethiopia: The Case of Dashen Bank S.C.

Your participation is entirely voluntary and the questionnaire is completely anonymous.

Finally, I confirm you that the information that you share me will be kept confidential and
only used for the academic purpose. No individual’s responses will be identified as such and
the identity of persons responding will not be published or released to anyone. All
information will be used for academic purposes only.

Sincerely Yours,
Adil Metsa Birhanu

Instructions

1. No need of writing your name
2. For Likert scale type statements and multiple choice questions indicate your answers
with a check mark (V) in the appropriate block.
N. B. If you have any additional comments, clarifications, information, and suggestions, you
can contact the researcher in the following addresses:

Name: Adil Metsa Birhanu
Mobile: 0923519588

E-mail: metsaadil@gmail.com

Thank you in advance for your invaluable cooperation and dedicating your time.
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Part One: Demographic Characteristics of Respondents
Please indicate your answer by encircling the letter of your choice:

1. Gender:
a. Male
b. Female

2. Age:

20-30 years
31-40 years
41-50 years
Above 50 years

o0 ow

3. Educational level:
a. Certificate and below
b. Diploma
c. First degree
d. Master’s degree and above

4. Monthly income (in Ethiopian Birr):
a. 2001-4000 birr
b. 4001-6000 birr
c. 6001-8000 birr
d. Above 8000 birr

5. Professional status
a. Public Sector
b. Private Sector
c. Self-employed
d. Retired

Section 2: Factors Affecting Customers’ Decision to Adopt IFB Dimensions
The major factors affecting customers’ decision to adopt IFB practices are listed below.
Please indicate the degree to which these factors are applied in your Bank. After you read
each of the factors, evaluate them in relation to your Bank and then put a tick mark (V) under
the choices below. Where, 5 = strongly agree, 4 = agree, 3 = undecided, 2 = disagree and 1=
strongly disagree.

Please indicate the degree to which you agree with the following statements

Code Awareness 11234 |5

AWL1 | I know the presence of IFB banking in Ethiopia

AW?2 | | know the instruments used in financing products offered by
IFB banks

AWS3 | | know the distinction between IFB bank and its conventional
counterpart

AW4 | | know the features and benefits of IFB products

AWS5 | To be well-known, IFB banks should do more promotions
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Code

Bank Reputation

BR1

Dashen Bank’s IFB has a good reputation

BR2

Dashen Bank’s IFB has a reputation of honesty

BR3

Dashen Bank’s IFB is known to have good care for customers

BR4

Dashen Bank’s IFB has a reputation of being transparent with
customers

Code

Perceived Complexity

PCL1

To use Dashen Bank’s IFB, customers need a lot of
knowledge

PCL?2

Customers experience difficulties in conducting transactions
in IFB

PCL3

Making transactions in IFB is complicated and frustrating

PCL4

IFB services involve complicated procedures

Code

Perceived Compatibility

PCT1

Dashen Bank’s IFB is in line with my values

PCT?2

Dashen Bank’s IFB suits my needs

PCT3

Dashen Bank’s IFB is very suitable for my lifestyle

PCT4

Using Dashen Bank’s IFB services is very compatible with
the way | manage my money

Code Perceived Risk

PR1 | Using IFB services can bring potential financial losses

PR2 | Using IFB services could not provide the benefits that | expect
PR3 | Adopting the service from an IFB can damage my self-image

PR4 | Adopting the service from an IFB can adversely impact other
people’s opinions about me

Code Relative Advantage

RA1 | Dashen Bank’s IFB operation is in line with Sharia principles

RA2 | Profit-based financing - sharing of losses between the lender
and the borrower will benefit both parties

RA3 | Return on investment in IFB is more profitable than interest in
conventional banks

RA4 | IFB banks offer a lower cost than conventional banks

Code Religiosity

RL1 | I try to follow the commands of Islam in everything in my life

RL2 | I always try to avoid small and big sins as the teachings of my

religion
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RL3 | I believe that all ideological dimensions are based on Islam

RL4 | I know the basis and knowledge needed in my religion

RL5 || feel sadness and dissatisfaction when | do something
contrary to my faith

Code Social Influence 11234 |5

SI1 | People I consider important can influence me to use IFB

SI12 | Most people that | consider important support me to use IFB

SI3 | Most of my friends/colleagues who have become customers of
IFB agree that Islamic banking is better than the conventional
one

Section 3: Customers’ Decision to Adopt Interest Free Banking Construct
The major indicators of Customers’ Decision to Adopt Interest Free Banking are listed
below. Please indicate whether these Customers’ Decision to Adopt Interest Free Banking
indicators have been indicated in your department. After you read each types of indicators,
evaluate them in relation to your bank and then put a tick mark (V) under the choices below.
Where, 5 = strongly agree, 4 = agree, 3 = undecided, 2 = disagree and 1= strongly disagree.

Code Customers’ Decision to Adopt Interest Free Banking 112,3|4|5

CD1 | I have made a decision of adopting the service from IFB bank in
the future

CD2 | I think I will often adopt the service from IFB in the future

CD3 | I would highly recommend others to adopt the service from an
IFB

Thank you once again!!
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