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ABSTRACT

This study investigates the role of interest-free banking in economic development of
Ethiopia in case of Commercial Bank of Ethiopia Dire Dawa District. The study was carried
out using a descriptive research method. To answer the research questions, the researcher
used a quantitative study approach and some qualitative data to establish the role of IFB on
Ethiopia’s economic development. The data for the study was gathered through a
questionnaire and an interview. CBE customers and employees who use IFB services and
work at IFB windows in Dire Dawa City provided data. For disseminating the questionnaire,
387 IFB clients and 100 IFB employees were chosen. Using SPSS version 26 software, the
collected data was analyzed using descriptive statistics such as mean, frequency, and
percentage and correlation analysis. Based on the findings, it can be concluded that if banks
use all available interest-free banking services, IFB has a significant role on Ethiopian
economic development, particularly in Dire Dawa City, by increasing savings, encouraging
investment, lowering unemployment, and reducing poverty. The findings of the study clearly
revealed that CBE’s primary IFB instruments, such as Wadi’ah, Amana, and Mudarababh,
promoted economic growth by increasing savings mobilization, promoting investment,
reducing unemployment, and poverty reduction. According to the study, lack of financial
mobilization can lead to poverty, unemployment, and economic stagnation. Without proper
savings mobilization, it is impossible to maintain a sound investment effort. The development
of CBE IFB services is contingent on the establishment of a flexible and supervisory
framework that promotes a balance between market flexibility and investor protection. The
study recommends that the CBE should be more proactive in promoting interest-free banking
services, and government, and NBE should be better positioned to lay the groundwork for
sound regulatory plat form and support for the expansion of IFB services and products in

accordance with Sheriah Law.

Keywords: Interest free banking, Islamic banking, Shariah, economic development, saving

culture, investment, unemployment and poverty



ACRONMY AND ABBREVIATION

CB Conventional Banking

CBE Commercial Bank of Ethiopia

COOP Cooperative Bank of Oromia

CSR Corporate Social Responsibility

DDA Dire Dawa Administration

ED Economic Development

FDI Foreign Direct Investment

GDP Gross Domestic Product

IFB Interest-Free Banking (Islamic Banking)
IFBW Interest-Free Banking (Islamic Banking) Window
NBE National Bank of Ethiopia

SBB Supervision of Banking Business

SME Small and Medium Sized Enterprises

SPSS Statistical Package for Social Sciences
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CHAPTER ONE
INTRODUCTION

This chapter provides a broad summary of the entire research project. The background of the
study, the statement of the problem, the research questions, the study’s objectives, the study’s
importance, the study’s scope, and the study’s organization are all described in this part.

1.1. Background of the Study

The performance of a country’s financial sector, with the banking sector being the most
prominent, is largely responsible for its economic growth, among other things. According to
Ahmad (2019), the banking sector’s stability is crucial to an economy’s stability and growth.
Because banks’ activities boost the mobilization of savings, improve the efficiency of
resource allocation, and drive technical innovation. The banking industry’s development is
beneficial to economic growth (Shehu et al., 2021). The banking system’s role and activities
in today’s economy are critical to the development process, and it is frequently referred to as
the “heart” of any flourishing economy (Andri, 2021). In all countries, the banking industry
plays an essential role in economic activities, particularly those related to economic
development (Ghattis, 2016). Banks, according to Zainordin (2016), play a critical and
significant role in economic development. As a result, a strong and thriving banking sector is

essential for development, economic prosperity, and overall well-being.

Over the last decade, Islamic finance, often known as interest-free banking, has risen fast, and
its banking section has become systemically important in a dozen nations throughout the
globe. For the past two decades, Islamic banking and finance has been quickly expanding,
and it is now implemented in both Muslim and non-Muslim countries around the world
(Rashid, 2017). According to Ibrahim (2015), an Islamic bank is a financial intermediary that
receives monies from the public in the form of deposits and invests them in Sharia-compliant
real-estate investments. Islamic finance is expected to develop in response to economic
development in countries with substantial and relatively unbanked Muslim populations,
according to the IMF (2015).

Islamic banking is a banking system that follows Shariah (Islamic law), and one of the most
fundamental aspects of the system is the restriction on collecting Riba (interest) and investing
in haram (forbidden) companies such as selling alcohol, pork, or gambling (Bayar, 2016).
Islamic banks offer business services that adhere to Islam’s religious tenets. The importance

of the Islamic banking system is to bridge the gap between the rich and the poor by changing
1



the distribution of income and economic resources in favour of the less fortunate, as Islam

forbids concentration of wealth in a few hands (Said, 2017).

The importance of Islamic finance in promoting the social, financial, and economic well-
being of individuals in a community cannot be overstated, and the fast-growing trend of
various interest-free banking modalities cannot be disregarded (Arshad and Bilal, 2019). Due
to its exponential expansion, it plays a critical role in socioeconomic development (Ahmad,
2019). Islamic banks offer a variety of products that allow for the mobilization of savings and
the most efficient use of financial resources (Ghattis, 2016), and that play a significant part in
a society’s economic development (Rahman, 2017). It created numerous job opportunities for
citizens of the country, resulting in economic development, and it gave a platform for
businesses to participate in this way of Islamic financing and reap maximum benefits
(Pratiwi, 2016).

The economic well-being of the populace is achieved through full employment and maximum
rate of economic growth, equal distributions of income and wealth and, as a result, socio-
economic justice, and the generation of sufficient savings and their productive mobilization,
as well as stability in the value of money (Chapra et al., 2018). Furthermore, Islamic finance
has been widely employed to help the needy by providing small loans depending on profit
and loss (Andri, 2021).Islamic banking, according to research findings, is a viable and
efficient source of finance that can be used as a catalyst for development (Rabiu and Besar,
2020). In the long run, Islamic banks’ financing has helped to increased investment and
attracting Foreign Direct Investment (FDI) (Arshad and Bilal, 2019).

Interest-free banking plays a critical role in increasing the financial inclusion rate of a country
like Ethiopia, which has a large Muslim and a large unbanked population. The National Bank
of Ethiopia issued Directive Number SBB/51/2011 on October 1, 2011, allowing banks to
offer Islamic banking services entirely within a conventional bank by utilizing the Interest
Free Banking (IFB) window (NBE Directive). Full-fledged Islamic banks have emerged to
provide interest-free financial services, such as Zamzam Bank, Hijra Bank, and Zad Banks
(Meka, 2020). The Commercial Bank of Ethiopia (CBE) is one of Ethiopia’s oldest state
banks, having been founded as a State Bank in 1942. It currently has more than 31.4 million
customers spread across 1,700 branches around the country. As a result, 6.7 million
individuals use the Bank’s ATM service, which has 3,091 ATMs and 4, 350 POS devices

deployed around the country. CBE contributed significantly to the country’s economic



development as well as the generation of savings for future investment (CBE Annual Report,
2020).

The empirical studies that have been conducted so far have mainly examined the
effectiveness, superiority, and stability of Islamic banks in comparison to conventional banks
in order to meet some interim monetary targets for the long-term objectives of maintaining
real economic growth, reducing inflation, and reducing unemployment (Ahmad, 2019;
Arshad and Bilal, 2019; Rabiu and Besar, 2020). This demonstrated that extending interest-
free banking to meet the growing needs of the populace is essential not just for economic
growth but also for tolerating any economic ills. It is impossible to overestimate the value of
interest-free banking in a country’s efforts to close the income gap and increase people’s
well-being. Given the importance of interest-free banking in supporting and strengthening the
economy, as well as providing a secure environment for investors to deposit and reinvest
their capital, financial indicators are used to assess their performance. As a result, the study’s
goal was to evaluate the roles of interest-free banking on Ethiopia’s development, particularly

in the Dire Dawa District.

1.2. Statement of the Problem

In recent years, Islamic banks attempted to fulfill economic needs by providing services that
are compliant with Shariah law. Islamic banks offer different instruments to satisfy providers
and users of funds in a variety of ways i.e. sales, trade financing, and investment. These
instruments serve as the basic building blocks for developing more complex financial
instruments, suggesting that there is great potential for financial innovation and expansion in
Islamic financial markets. Such products are constructed around the philosophy that no
person should profit from another’s loss, thereby prohibiting Riba (interest). Islamic banking
is considered as one of the most important economic sectors and strongest financial
intermediaries in the economy that plays a key role in economic development (Rabiu and
Besar, 2020). However, the spread of Islamic banking to all parts of Ethiopia, especially Dire
Dawa, is increasing as an alternative financial system for individuals who do not have access

to traditional financing.

In relation to relevant studies, certain academics from various nations outside of Ethiopia
have demonstrated the role of Islamic banks in development. Mustafa (2016), for example,
conducted research on “The Role of Islamic Banks in the Development of the Jordanian

Economy: “Exploratory Study on Arab Islamic Bank.” One of the most notable conclusions



of the study is that Islamic banks play a medium role in the development of the Jordanian
economy and the industrial sector, while they play a low role with a negative impact on the
development of the agricultural sector. Setiawan (2016) looked into the “Role of Islamic and
Conventional Banking in Combating Poverty with the Dual Banking System.” The study’s
findings show that increasing Islamic banking and conventional banking loans both
contribute to poverty reduction in Indonesia. Ahmad (2019) looked at “the importance of
Musharakah in the economic progress of Tehsil Dargai, district Malakand, Khyber
Pakhtunkhwa, Pakistan.” Rabiu and Besar (2020) conducted a study titled “The Potentials of
Islamic Banking on Poverty Alleviation in Nigeria”. According to the conclusions of the
study, Islamic banks use poverty alleviation techniques, strategies, and instruments such as
Murabaha, Mudaraba, ljarah, Sukuk, interest-free service, strong business ethics, Islamic

microfinance, and corporate social responsibility.

However, there are few published works that look at the role of interest-free banking in the
development of the Ethiopian economy from the perspective of clients and banks in
developing countries like Ethiopia. There have been few such studies to date; however, one
notable exception is the study undertaken by Senait (2016), (Meskerem (2018), Teshome,
(2018), and Hailu (2020) who investigated the prospects, opportunities, and problems of
Islamic banking in Ethiopia. Few studies examine the role of interest-free banking in
Ethiopia’s economic development. For example, Teferi’s (2015) analysis on the contribution
of interest-free banking to Ethiopia’s economic development shows that revisiting IFB’s
infrastructure in Ethiopia could improve its pleasant operation and role in helping economic
development. Thus, none of the studies above has specifically addressed the role of interest-
free banking in Ethiopia’s development by looking at the Commercial Bank of Ethiopia in
Dire Dawa District in terms of interest-free banking’s role in promoting saving culture,
encouraging investment, reducing unemployment, and reducing poverty. As a result, this
study was designed to address the aforementioned gaps by examining the roles of interest-
free banking on Ethiopia’s economic development in the case of the Commercial Bank of

Ethiopia in the Dire Dawa District.



1.3. Research Questions
This study tried to answer for the following four main questions:-
1. What role does interest-free banking play in encouraging people to save?
2. What role does interest-free banking play in encouraging investment?
3. What role does interest-free banking play in the reduction of unemployment?
4

. What role does interest-free banking play in poverty reduction?

1.4. Objective of the Study

1.4.1. General objective
The general objective of this study is to establish the role of interest-free banking towards

economic development of Ethiopia.

1.4.2. Specific objectives
The specific objectives of this study are:-
@ To assess the role interest-free banking play in encouraging people to save.
<@ To identify the role interest-free banking play in encouraging investment.
@ To identify the role interest-free banking play in the reduction of unemployment.

@ To identify the role interest-free banking play in poverty reduction.

1.5. Significance of the Study

This research would provide information and awareness to banking stakeholders about how
interest-free banking affects the country’s economic growth. The data from this study would
also use by banks to make informed decisions about how to improve their various offerings.
The findings of this study used to organize a tribunal to strategize on how to formulate more
business-friendly regulations that would improve Islamic economic operations in their
developing economies. This will make it easier for Islamic banks and other conventional
banks to contribute to the country’s economic development. This study will aid academics in
gaining understanding about the roles of interest-free banking on a country’s economic
growth. This is due to the lack of study on interest-free banking and economic growth. As a
result, this study provides a foundation on which future academics might build and expand

their research.



1.6. Scope of the Study

The study looked into the role of interest-free banking in Ethiopia’s development. The case
study took place at the Commercial Bank of Ethiopia in the Dire Dawa District of Ethiopia.
However, in order to make the study more manageable in terms of the researchers’ goals and
interests, time, money, and resources, an attempt was made to narrow the scope of the study
to a few selected CBE branches in Dire Dawa City. In the Dire Dawa district, there are
approximately 66 CBE branches operating in Dire Dawa, West Hararghe, East Hararghe, and
Jigjiga. The study focused on 20 CBE branches in Dire Dawa City that were operational in
terms of interest-free or Sharia-compliant banking. The study also looked into the role of

interest-free banking on saving culture, investment, unemployment, and poverty reduction.

1.7. Limitation of the Study

The study looked into the role of CBE’s interest-free banking (Dire Dawa District). It is
worth noting that, since CBE is such a broad organization, even one district is a massive
operation. The Dire Dawa District, for example, has over 66 branches. The study was
conducted on the Commercial Bank of Ethiopia in Dire Dawa City and may not be applicable
to other areas and regions due to contextual factors. This tactic was chosen due to its
practicality and efficacy, as the researcher tried to justify. lIronically, this constraint may
present an opportunity for future researchers to expand and develop the study in order to
address the problem. Furthermore, because the study’s findings will apply to the Bank’s
Interest-Free account users, any application of the results for analysis of conventional bank

account holders must be done with caution.

1.8. Organization of the Study

The study was organized into five chapters. The study’s background, statement of the
problem, research question, research aims, significance of the study, scope of the
investigation, and paper organization were all included in chapter one. The second chapter
contains a literature review that informs the reader on what is already known in this field. In
chapter three, the methodology used in this study was discussed, including the research
design, sample size and sampling process, data source and collection method, data gathering
procedure, and data analysis method. The fourth chapter covered data analysis and discussion

of the findings. Finally, chapter five includes a summary, conclusions, and recommendations.



1.9. Definition of Key Terms

Economic development: is a process through which the overall education, well-being,

health, income, and living standards of the general population improves.
ljaraha Financing: Lease financing.

Interest free banking: the banking system where interests are not used and in this system,
banks do not offer a fixed rate of return on deposits and do not charge interest on

loans.

Investment: is an asset acquired or invested in to build wealth and save money from the hard

earned income or appreciation.

Islamic banking: is a form of banking based on Islamic principles and in Islamic banking it

is not allowed to pay and receive interest but rather it is based on profit sharing.
Istisna Financing: Building and plant construction financing.

Mudharabah: (trust financing) is a partnership between a bank and a customer in which the
bank provides the capital for a project and the customer or entrepreneur uses his or

her expertise to manage the investment.
Murabaha Financing: Working capital financing on a cost plus a profit margin basis.

Musharakah: (partnership financing) refers to an investment partnership in which all
partners share in a projects profits on the basis of a specified ratio but losses are

shared in proportion to the amount of capital invested.

Poverty: is a state or condition in which a person or community lacks the financial resources

and essentials for a minimum standard of living.

Saving culture: means to discipline into saving money regularly and over time, personal

savings culture will lead to accumulated wealth.

Shariah: is the legal practice derived from the teachings of the Quran, Islam’s holy book, and
the teachings of the Prophet Muhammad, or Sunnah.

Unemployment: refers to a situation where a person actively searches for employment but is

unable to find work and considered to be a key measure of the health of the economy.



CHAPTER TWO
REVIEW OF RELATED LITRATURES

This chapter explores the existing literature on the role IFB on economic development. The

chapter reviews theoretical, empirical literature and conceptual framework.

2.1. Theoretical Literature Review

2.1.1. Definition and Basic Concepts of Interest Free Banking

The term “interest-free banking” is interpreted differently by different researchers. It refers to
a financial system or banking activity that adheres to Shari’ah (Islamic rulings) principles and
is put into practice through the creation of interest-free banking economics (Mehtab, Zaheer,
& Ali, 2015). The concepts that emphasize moral and ethical standards in all relationships
appeal to a wide range of people. The payment or acceptance of interest charges for the loan
and accepting of money, as well as trade and other activities that supply goods or services
that are regarded antithetical to Shari’ah principles, are all prohibited by Shari’ah. Interest fee
banking is known by several names in different nations throughout the world. Non-interest
banking, participation banking, La-Riba/No-Riba, Ethical Banking, Social Banking, and other
terms are used to describe it. The term “Islamic banking” is the most generally used
internationally, and most researchers use the terms “interest-free banking” and “Islamic
banking” interchangeably. Despite their differing names, all phrases allude to a banking
system based on the Islamic economics and finance idea and principles (Pratiwi, 2016).

Igbal (2014) describes interest-free banks (Islamic banks) as financial intermediaries
governed by Islamic law (Sharia law). Interest-Free Banking “Islamic Banking” is also
defined as banking operations carried out in accordance with Islamic teachings Mirakhor
(2000). Interest-free banking is defined by the National Bank of Ethiopia as “a banking
business in which funds are mobilized or advanced in a way consistent with Islamic finance
principles and mode of operation” (NBEs Directive no SBB/51/2011). Interest-Free Banks,
according to Ketell (2011), provide commercial services that are compliant with Islamic
religious edicts. Interest-free banking offers interest-free services to its customers because

Sharia prohibits the practice of obtaining and paying additional money for money borrowed.

According to Ibrahim (2012), the terms Islamic banking and Interest Free Banking are
interchangeably used in Islamic Economics literature as alternatives to interest-based

traditional banking practices. Although there is a distinction between an interest-free bank



and an Islamic bank, the terms are frequently interchanged. Islamic banking avoids not only
interest in all of its forms, but also all other Islamic ally forbidden actions. While an interest-
free banking system does not charge interest, there is no reason to believe that all of its other

activities will be conducted in strict accordance with Islamic law, or “Shariah.”

Interest-free banking, as defined by Bello and Abubaker (2014), is a system that functions
strictly according to Sharia law. Interest-free banking business, according to Teferi (2015),
“refers to banking business in which funds are mobilized or advanced 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 that
exclusively offers interest-free banking services. As previously stated, Interest Free Banking
transactions necessitate and promote adherence to Islamic finance and economic principles,
which include, among other things, the prohibition of paying and receiving interest in any

form.

2.1.2. Evolution of Interest Free Banking or Islamic Banking

Islam is the newest of the world’s main religions. It is the main religion in the Middle East
and Africa’s third world countries, and it is the world’s second largest religion, with over 600
million adherents. Islamic philosophy is a mix of Arabic, Jewish, and Christian faiths, and it
is one of the world’s simplest religions. As a result, Islamic banking, or participation interest-
free Islamic banking, has evolved (Mohammed, 2013). Islamic banking has a long history
dating back to the time of Prophet Muhammad. He began his career as a trader, moving
goods from one country to another. He demonstrates how to trade and conduct business in a
Sharia-compliant manner. Islamic finance has grown in popularity in the modern world. In
the early 1970s, Islamic banking emerged as a key player in the financial sector (Zainordin,
2016).

Even non-Muslim academics, economists, and bankers admit that Islamic banking has carved
out a niche in the financial world. The Vatican has proposed that “Islamic finance principles
may provide a possible solution for ailing markets.” Furthermore, they stated that “Islamic
money may assist western banks in times of crisis” (Lorenzo, 2009). The Islamic idea of
money and capital, the relationship between risk and profit, and the social obligations of
financial institutions and individuals are all explained in depth in the Sharia’h. Sharia’h
compliant financial tools and processes have been developed and effectively used by Islamic

banks and their customers around the world based on this principle (Zainordin, 2016). Islamic



finance has extended throughout Asia, the Middle East, and the Western world to create a
worldwide system. Islamic banking is not limited to Muslim countries in the Middle East; it
also operates in industrialised economies like the United States, Europe, and Asia. Today,
more than 450 Islamic banks operate from China to the United States, with assets totaling
more than one trillion dollars (Alfred, 2016).

2.1.3. Principles of Interest Free Banking

Interest-free banking principles are not a new phenomenon; they have existed since the
beginning of Islamic religion. In the 7th century AD, Prophet Mohammed (peace be upon
him) prohibited certain transactions involving Riba (interest), Gharar (deception), Qimr
(gambling), Mujazafah (speculation), Ihtikar (monopoly), and other similar transactions.
Murabaha (mark-up sale), Musharakah (partnership), Mudarabah (sleeping partnership), and
other similar transactions were, nonetheless, permitted. Some of these processes were known
to many ancient Islamic civilizations, but they were further refined and tailored to attain the
desired feature and meet the needs of the current banking business (Chapra et al., 2018).
Based on Sharia decisions on commercial and financial operations, Islamic economic ideas
have evolved over time. The principle of fairness and truthfulness is, in general, the best

component of Islamic finance. The following are some of the Islamic banking principles.

2.1.3.1. Prohibition of Riba

Even if the interest rate charged on a loan is low, Islam forbids its followers from receiving or
providing usury. Only a few types of loans are permitted in Islam, such as Qard al-Hasan
(benevolent loan), in which the borrower is not charged any interest or additional punishment
for the amount borrowed. Interest rates are employed to limit demand in modern finance,
which is one of the key concerns with eliminating interest. A specific interest rate
corresponds to a price for a specific investment. Under classic capitalist frameworks, credit
becomes impossible to manage without interest. Interest-free banking offers financial services
in accordance with Islamic religious law, which forbids the taking and receipt of interest in
all transactions. Interest is defined as any set, positive, predetermined rate related to the
maturity and the amount of principal that is guaranteed regardless of the investment’s
performance (Igbal, 2014).
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2.1.3.2. Profit and loss Sharing

The donor of capital and the one who uses the fund must share the risk and benefit of the
investment, based on the premise “no gain without pain,” when undertaking interest-free
banking financing activity. The risk and rewards of a business venture should be shared by
the capital supplier (Customer), the bank, and the borrower. The profit and loss sharing
principle is not a feature of traditional banking, because the borrower bears the entire burden
regardless of the business venture’s profitability. The core premise of interest-free banking
financing is that the financier can only earn money if he is ready to take on the risk of a
business enterprise. The basic goal of profit and loss sharing, according to Kettle (2011), is to

encourage investment and hence provide a stimulus to the economy.

2.1.3.3. Risk and Return Sharing

Because interest is forbidden in Islam, in an Islamic banking setting, the fund providers and
the entrepreneur share the company risk and rewards based on mutual agreement. This bill
will distribute money more equally, improve social justice, and reduce poverty. Although
Shariah prohibits Muslims from earning money by charging interest, it does permit income to
flow through the sharing of risks and rewards between deposits and an exchange (no pain no
gain strategy). This approach of benefit sharing is widely used to encourage people to
become partners and collaborate rather than enter into a creditor-debtor relationship. Shared
responsibility and efforts are the most important aspects for every project’s success, which

has a good impact on the economy (Ahmad, 2019).

2.1.3.4. Ethical Standards

When it comes to Islamic investment, it is critical for investors to know whether the company
or businesses they are investing in are Shariah-compliant. In Islamic finance, certain activities
are strictly forbidden to be invested in (Ghattis, 2016). Investing in businesses that engage in
prohibited activities, such as selling alcohol, pork, or producing media like as gossip columns
or pornography, is prohibited (Mehtab, Zaheer, & Ali, 2015). When investors are considering
making an investment, they must first review the background of the proposed company,
including its policy, products and services generated, business operations method, and the

positive or bad impacts of the products or services contributed to society (Zainordin, 2016).
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2.1.4. Major Interest Free Banking Products

Islamic financial solutions provide institutions with new ways to reach out to hitherto
untapped consumer and business segments. Islamic financial solutions have been introduced
around the world in response to a growing demand from a portion of the market that refuses
to deal with interest-based securities. Islamic banks attempt to meet the demands of new
segments by developing a range of Islamically acceptable products, which presents
substantial obstacles due to the necessity for Shariah compliance as well as regulatory
complications. In light of competition from traditional banks and the need for creative
offerings, marketing such items is another difficulty (Alfred, 2016). Interest-free/Islamic
banking follows Islamic law, which requires all transactions, including non-receipt and
interest payments, to be Shariah compliant. Its main method is profit-sharing according to
agreement and loss/risk sharing according to investment between banks and clients. It offers a
variety of products through various channels. Contracts are used to identify products rather
than commercial orientation (Pratiwi, 2016). Islamic banks have created (and continue to
create) new instruments and products to help them achieve their goals while adhering to
Islamic law. The following are the modes of operation in Islamic banking, according to Bello
and Abubakar (2014). According to the authors, Islamic banking has many different modes of
operation, and there is opportunity for more innovation as long as the modes of operation
follow Shari’ah principles. They offered the following Islamic banking operations as the most

popular.

2.1.4.1. Mudarabah (Profit & loss sharing)

A Mudarabah contract is a financial transaction in which two parties are involved. One of the
partners (Rabb-ul-Maal) will offer the necessary funds, while the other will enter the business
as an entrepreneur (Mudarib). That is, the Islamic bank will operate as a source of capital
(Rabb-ul-Maal). This product is used to fund a borrower (entrepreneur) who has creative
ideas and knowledge about how to put the funds to good use. The bank provides the funds,
while the company supplies the labour. Profit is split between the two parties according to a
predetermined ratio. If a loss occurs, the bank is responsible for it as long as the Mudarib did
not intend for the loss to occur (Ahmad, 2019). Profits are split between the Islamic bank and
the entrepreneur (client) according to a predetermined ratio in this sort of financial contract.
In the event of a loss, however, the Islamic bank (or depositors) absorbs the loss, whereas the
entrepreneur loses his or her effort, assuming the loss was not caused by his or her
incompetence (Said, 2017).

12



2.1.4.2. Wadiah (Safekeeping) Deposit

It is a unique non-earning IFB deposit that works under the Wadiah Yad Dhamanah contract
(guaranteed custody). The bank collects deposits from consumers seeking safe custody and
convenience, and then requests permission to utilise the funds for investing purposes, thereby
increasing transparency. Customers have the option to withdraw their funds at any time. The
bank owns the profit created by the utilisation of the customers’ funds. The bank, on the other
hand, may choose to reward consumers by declaring earnings to them at its sole discretion.
The custodian, i.e. the Bank, is not allowed to disclose or offer any reward on the deposit
received under the Wadiah contract. Owners/depositors are also unable to seek any rewards

or returns on their savings from their bank.

2.1.4.3. Demand Deposit (Amana Current Accounts)

Amana Current accounts are non-earning deposits that work on the principle of alwadiah,
which guarantees depositors that their funds will be returned or withdrawn on demand. At the
same time, because the guaranteed money will not be utilized for profit and loss activities, the

depositor does not receive a return for depositing cash in a current account.

2.1.4.4. Murabahah (Cost-Plus Sale Contract)

An Islamic bank purchases an item on behalf of a client and then sells the same asset to the
same client after a mark-up. This product is used to fund commercial ventures. It is a contract
to sell items with a profit margin on the purchase price. The bank is instructed by the client to
purchase the products from a third party. The bank then sells the items to the customer for a
price that includes both the cost and profit. This item is also utilized to fund the company
(Setiawan, 2016). This contract is commonly used in the purchase of equipment. The term
“mark-up” refers to a selling contract between an Islamic bank and a client at a fixed profit.
In this contract, the client provides all commodity specifications, and the Islamic bank
assumes the risk of purchasing the commodity for the client at a cost-plus markup, which the

client can pay in installments or in one lump payment at a certain time (Alfred, 2016).

2.1.4.5. Musharaka (Equity Partnership)

Musharaka is a contract in which two or more people contribute funds to the start-up of a
business endeavor, with each partner having the option to participate in the management of
the business or not. It is a partnership agreement between a bank and a client in which both

partners contribute a share of their cash in a project. An Islamic bank contributes a portion of
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the stock as well as working capital to a project, as well as profits and losses. They split the
profit or loss in such a way that the loss is shared in proportion to how much each partner
spent, while the profit is split in a predetermined proportion by mutual agreement. This
product is commonly used in home loans (for the purpose of construction and renovation)
(Mehtab, Zaheer, & Ali, 2015).

2.1.4.6. ljarah (Lease)

In conventional banking, the term “ijarah” refers to a lease agreement. It is a contract in
which an Islamic bank purchases an asset and leases it to a client on the condition that the
client pays the Islamic bank a specific amount on a regular basis, usually monthly, for a set
period of time. It may also include the opportunity for the client to purchase the asset from
the bank at the end of the contract (Shahid, Hassan, & Rizwan, 2015). The Islamic bank buys
a piece of equipment that the entrepreneur chooses and then leases it back to him for a set
price. This product is mostly used to purchase vehicles such as cars, delivery vans, and other
similar vehicles. The bank buys the car for the client, and the client rents it on a monthly
basis. When the client pays the total cost of the car plus the profit, ownership is passed to the
client (Chapra et al., 2018)

2.1.4.7. Salam (Forward Trade Contract)

This is a sale contract whereby Islamic bank agrees to supply some specific commodities to
the buyer (its client) at a future date that is specified in exchange of an advanced full spot
payment to the bank. That is, the client pays the full amount and delivery of the commodity
to the client is done in specific future date by the Islamic bank. It is an arrangement whereby
the customer delivers the type of product s/he produces in accordance with the type, quality,
guantity, price and time agreed upon with the Bank or to the agent/body the Bank has entered
Salam finance agreement (Mehtab, Zaheer, & Ali, 2015).

2.1.4.8. Istisna (contract of manufacture)

It is a contract in which one party instructs another to create and supply a commodity whose
description, delivery date, price, and payment date are all specified in the contract. It
comprises of two different Istisna contracts and is utilized by Islamic banks. Istisna is a
contract for the sale and purchase of assets based on a specification or order, with the price
paid in advance but the assets being made or produced and delivered later. As a result, when

the producers’ orders/specifications are finished, the Bank will supply industrially produced
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goods or built and constructed things as per the customers’ orders/specifications. The Bank
may make payments to the institutions at once or in installments by assessing the completion
of the work based on the customer’s job order/specifications and a separate agreement with
the builders/producers. The customer and the producer/builder may be asked for a guarantee
by the bank (Mehtab, Zaheer, & Ali, 2015).

2.1.5. Interest-Free Banking Services in Ethiopia

The concept of providing an Interest-Free Banking service in Ethiopia is a novel one. Some
concerned parties have made various efforts to see it through, but have run into numerous
obstacles due to a lack of legal and regulatory framework, as well as a lack of understanding
of the system. With all of these obstacles, the National Bank of Ethiopia’s (NBE) directive
No. SBB/51/2011, which allows banks to offer Interest Free Banking alongside their regular
operations, came into effect in October 2011, but IFB in Ethiopia did not begin until 2013,
when the Oromia International Bank (OIB) launched the service (Hailu, 2020). The CBE
entered the market in late October, followed by United, who started offering the service on
May 1, 2014. Commercial Bank of Ethiopia, Oromia International Bank S.C., United Bank
S.C., Nib International Bank S.C., Wegagen Bank S.C., and Cooperative Bank of Oromia
S.C. are the six banks in Ethiopia that offer IFB services. The three banks that have begun to
provide IFB services provide savings (Wadia) and current (Amanah) accounts, as well as
equity financing (Mudrabah), all of which are founded on Islamic principles. Avoiding
interest, gambling, and uncertainty are among these ideas. All transactions should be
documented, and earnings will be shared as agreed, but losses will be allocated according to
capital (Senait, 2016).

2.1.6. Interest Free Banking and Economic Development

The purpose of Islamic economics is to achieve economic justice through equitable income
distribution, one of which may be observed in the expansion of the real sector, which is a
measure of the community’s production and wellbeing. This has a direct connection to the
world of business. If a result, as community productivity rises, it will have a broader impact
on economic growth. Islamic banking, on the other hand, is one of the monetary instruments
used in Islamic economics. This means that Islamic banking’s improving performance must
keep pace with the growth of the actual economy (Andri et al., 2021). Because banking
financing is one of the most important instruments in monetary policy, economic progress in

a country cannot be isolated from its role in banking financing. The relationship between
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banking performance and economic growth is undeniably close, as the financial sector’s

progress influences economic growth and vice versa.

2.1.6.1. The Role of Interest Free Banking in Enhancing/promoting/ Saving

Culture

An Islamic bank is a financial intermediary that gathers funds from the public in the form of
savings and deposits, which are then invested in the actual economy as permitted by sharia.
Islamic and conventional banks have certain parallels in terms of functions, particularly in
terms of fundraising and investing. However, the financial instruments used by the two are
vastly different. Profit- and loss-sharing, as well as increased margin, are two ideas that
Islamic banks use to create interest-free financing instruments (markup margin). While
traditional banks use loans (loans) based on interest (interest/usury), alternative banks use
loans (loans) based on equity (equity) (lbrahim, 2015). Islamic financing is the purest finance
institution, whose path of operational activity has been guided by the tenets of beliefs, divine
instructions, and principles of Islamic jurisprudence since time immemorial, allowing for an
economic system based on social justice, beneficial to all people regardless of religion. As a
result, it is a financial system devoid of interest (Riba) as earnings, which stands in stark

contrast to traditional financing.

2.1.6.2. The Role of Interest Free Banking in Investment Opportunities

Economic activity has fluctuated throughout history for a variety of factors, some of which
are difficult to eliminate, such as natural phenomena. However, economic instability appears
to have worsened in recent decades as a result of financial market turbulence caused by
excessive volatility in interest rates, exchange rates, commodities and stock prices. There is
probably no portion of the world that has not had a significant crisis at some point in its
history. Such crises amplify uncertainty, disturb the smooth operation of the financial system,
increase financial fragility, and impede economic performance. Interest-free banking,
according to Shehu et al. (2021), improves investment opportunities in the country, although
not as much as traditional banks. This is due to a lack of investor and customer support for
systems. The need for interest-free financing among Ethiopian Muslims, as well as the
government’s unwillingness to allow full-fledged interest-free banking, point to a vacuum in
Ethiopia’s financial inclusion program. As a result, Ethiopian Muslims are economically
disadvantaged, marginalized, and a bystander in the country’s massive investments. There are

numerous research on the topic of financial exclusion at the international level. Only a few
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researchers, such as Mustafa (2016), have investigated the role of Islamic finance in

addressing financial disadvantage.

2.1.6.3. The Role of Interest Free Banking in Employment Generation

Saving, investment, hard and diligent work, technical innovation, and creative management,
as well as supportive social conduct and government laws, are the essential components for
long-term success. Savings has long been known to have a favorable impact on economic
growth. It promotes capital formation, which boosts output and employment. It is a well-
known fact that countries with higher savings rates have generally risen faster than countries
with lower savings rates. Islamic finance has had an important role in determining the rates of
unemployment. Many studies investigated the role of financial sector on unemployment and
reported mixed impact. Conventional financial sector has no significant impact on
unemployment in emerging economies. In most of the studies, inverse relationship was found
between firm age and employment while very few argued positive relationship based on entry
of new firms. This argument was based on the notion that new/entering firms grow faster than
older firms (Bayar, 2016). In the context of Islamic banking products, research conducted by
Selim (2020) discusses istisna-based monetary and its effectiveness in achieving full
employment and price stability. This study examines the exploration of istisna’ as a monetary
policy tool and examines its effectiveness in achieving full employment opportunities and
price stability and examines its effect on macroeconomic variables. The effectiveness and
impact of istisna-based monetary policy is examined using aggregate output and aggregate
expenditure models embedded with Islamic economic principles, including the function of

zakat.

2.1.6.4. The Role of Interest Free Banking in Poverty Reduction

Poverty is currently one of the most serious socioeconomic issues in most emerging
countries. Poverty is a complicated issue that stems from a lack of progress and inequality.
Customers of Islamic banking benefit from interest-free services. In all transactions, the
payment and withdrawal of interest is banned. The Islamic banking system (Islam) is
distinguished from the ordinary banking system by the prohibition of interest rates (Setiawan,
2016). The major reason for Islamic banking’s existence is to deliver the greatest advantage
or benefit to society (Igbal, 2014). In general, Islamic bank development is linked to three
main goals: first, the commercial interests of Islamic banks to conduct banking operations in

a healthy, competitive, and sustainable manner in order to meet earnings expectations
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according to sharia regulations. Second, central banks and financial authorities have a vested
interest in monetary and financial system stability. Third, the importance of Islamic banks in
terms of macroeconomic development for society and the economy is considerably high.
Islamic banks’ immense potential must be backed up by a wide range of facilities and proper
rules, so that their presence can contribute meaningfully to the economy and society
(Setiawan, 2016).

The involvement of banks in tackling poverty is based on a study by Mallick (2008), which
found that a fundamental component of monetary policy to combat poverty is the availability
of credit for businesses. Expansion of credit, particularly for agriculture, is an important
contributor to poverty alleviation. It demonstrated the relevance of loan financing as a
macroeconomic policy tool in fight against poverty. A link exists between macroeconomic
policy and poverty. After accounting for the effects of sectorial output and price ratio, the
effects of development investment and financing policies have a direct impact on poverty.
The importance of income distribution in the agriculture sector as a method for poverty
reduction was shown. The increase of bank lending to the agricultural sector as a result of

fiscal and monetary policy contributes greatly to poverty alleviation.

2.2. Empirical Review Literature

An empirical review of the literature allows for a clear grasp of the areas of research that
have previously been completed as well as the possible areas that have yet to be explored.
Many studies on the role of interest-free banking on economic development in different
nations have been done. According to the literature on Islamic finance and banking, several
experts have looked into the of interest-free banking on economic development. With this
viewpoint in mind, a quick assessment of the work done on the roles of interest-free banking

has been attempted. The following is a summary of some of the most important studies.

2.2.1. Empirical Literature Review-General

Setiawan (2016) looked into the “Role of Islamic and Conventional Banking in Combating
Poverty with the Dual Banking System.” The study’s findings show that increasing Islamic
banking and conventional banking loans both contribute to poverty reduction in Indonesia. In
terms of poverty reduction, Islamic banking finance plays a smaller role than traditional bank
credit. In addition to improving financing and credit, changes in the value of monetary policy
tools, economic growth, unequal income distribution, and the depreciation of the local

currency should be implemented to help alleviate poverty.
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Mustafa (2016) conducted research into “The Role of Islamic Banks in the Development of
the Jordanian Economy: “Exploratory Study on Arab Islamic Bank.” One of the most notable
conclusions of the study is that Islamic banks play a medium role in the development of the
Jordanian economy and the industrial sector, while Islamic banks play a low role with a
negative impact on the development of the agricultural sector. Islamic banks also promote the
building sector at a high level, according to the data. The study advised that Islamic banks
address the challenges faced by agricultural and industrial entrepreneurs in order to help
farmers and manufacturers obtain the cash they require, as this improves the Jordanian

economy’s degree of development.

Said (2017) studied the “Impact of Islamic Banking on Economic Growth: A Case Study of
Kenya’s First Community Bank United States International University Africa.” The goal of
this research was to see how Islamic banking affected Kenya’s economic growth. Islamic
banking ideas, according to the study, contribute to the growth of the economy. Islamic
banking theories promote economic development by encouraging equal income distribution,
resulting in greater social justice and long-term growth benefits. The study also found that
Islamic financial instruments aided economic development. Because of the favorable terms of
the Islamic banking instruments, banks have been able to expand their customer base. Finally,
the study found that a variety of risks influenced Islamic banking. Because their products are

not fully secured, Islamic banks run the danger of losing all of their invested capital.

“Islamic Banks® Financing and Employment Generation: The Case of Punjab, Pakistan,”
according to Arshad and Bilal (2019), shows that on the basis of business size, asset
formation, firm age, and technological adoption, the behavior of firms using Islamic finance
was investigated. Asset creation showed a positive association with job generation, but firm
age, firm size, and technology had an inverse relationship with employment generation,
according to the model’s findings. This underlined the significance of asset building through
borrowers’ financial assistance in the creation of jobs. As a result, it is suggested that Islamic
Financial Institutions in the country place a greater emphasis on asset formation when

providing Islamic finance to its customers.

Ahmad (2019) studied on “The role of Musharakah in the economic development of Tehsil
Dargai, district Malakand, Khyber Pakhtunkhwa, Pakistan. Therefore, the purpose of this
study is to examine the role of Islamic finance, mainly how Musharakah is playing its due

role in creating employment, and maintaining sustainable development projects, which in
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turn are causes of the development of the economy, particularly of Tehsil Dargai. The study
found that Islamic finance is rapidly growing in Dargai; indeed, people are practicing
different modes of Islamic finance and Musharakah is the most popular form of Islamic

finance in this area.

The study “The Potentials of Islamic Banking on Poverty Alleviation in Nigeria” was
undertaken by Rabiu and Besar (2020). The study is exploratory in nature, depending on
secondary data from journals, periodicals, conference proceedings, textbooks, the internet,
and other public sources. According to the findings of the study, Islamic banking can help
people get out of poverty. Murabaha, Mushraka, Mudaraba, ljarah, Sukuk, Interest-free
service, strong business ethics, Islamic microfinance, and corporate social responsibility are
among the poverty alleviation tactics, methods, and instruments employed by Islamic banks,
according to the study’s findings. The study went on to say that Abuja, Nigeria’s Federal
Capital, with its large Muslim population, the population’s shifting attention and growing
interest in Islamic banking products, as well as the promotion of infrastructure development
in Malaysia and other countries, presents a huge opportunity for Islamic banking products to
alleviate poverty. As a result, the report recommends that the proper authorities strongly push
Islamic banking in order to aid in the fight against poverty.

2.2.2. Empirical Literature Review-Ethiopian Context

Despite the fact that interest-free banking is a common and usual alternative banking practice
in the rest of the globe, it is clear that it is a relatively new phenomena in Ethiopia. As a
result, given the topic and breadth pursued by the researcher, there is no or little empirical
literature on the issue. So far, the available literature assessment on interest-free banking in
Ethiopia has mostly supported the feasibility of implementing interest-free banking in
Ethiopia. Sankaramu (2009) study and surveys on the subject have thus far been undertaken
in the Ethiopian environment. At the time, the problem was not stated in terms of an educated
or knowledge-based interest-free banking operation. It was more about whether or not a
government should implement interest-free banking. As a result, the researcher recommended
that Ethiopia consider introducing interest-free banking as an opportunity, based on its
immense and untapped merits in filling the gap left by conventional banking in general and
various microeconomic benefits in particular, by leveraging the smooth relationship between

Christians and Muslims.
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Teferi (2015) investigated the contribution of IFB to Ethiopia’s economic progress. The
purpose of this study is to assess the contribution of IFB to Ethiopia’s economic
development, the level of stakeholder awareness and attitude toward IFB services, the
comparative advantages of IFB, the factors that account for IFB’s growth, as well as
challenges and prospects in the Ethiopian context, by looking at two banks that provide IFB
services: Oromia International Bank S.C. and Commercial Bank of Ethiopia. The findings of
this study also suggest that rethinking IFB’s infrastructure in Ethiopia could improve its
operational comfort and function in helping economic development. To summarize, IFB is
expected to play an important role in catalyzing economic development in Ethiopia, provided
that adequate awareness of its governing principles, compliance with prohibitions, familiarity
with operating philosophies, expertise capacity building of operators-bankers, experience
sharing from Islamic banking-pioneering countries, and the creation of an enabling regulatory

environment are in place.

Senait (2016) studied the challenges of interest-free banking in the context of a few
commercial banks in Addis Ababa. According to the study, there is a lack of a comprehensive
legislative framework, adequate and competent workforce, and auditing and accounting
standards. Teshome (2018) also did research in Ethiopia on the operational obstacles and
prospects of interest-free banking. The findings revealed that a proper legal and regulatory
framework is the most significant impediment to the operation of interest-free banking, that a
lack of Sheria experts and manpower significantly slowed interest-free banking operations,
and that Ethiopia’s market makes very limited provision for the operation of Islamic banking.

Meskerem (2018) conducted study into the post-implementation problems of Ethiopia’s
Commercial Bank’s Interest-Free Banking Project. Inadequate public awareness, a lack of
manpower, a lack of Sharia advisory board, a lack of Islamic insurance, and a lack of an
Islamic financial service board were identified as post-implementation issues of the IFB
project that will have a negative impact, according to the report. Belayneh (2020) was polled
to find out on the benefits and risks of Islamic finance in Ethiopia. The key potentials of
Islamic financing in Ethiopia include high public demand and recruiting new investors. On
the other side, the development of Islamic finance in Ethiopia is being hampered by a lack of
competent labor, the absence of a capital market, a lack of public knowledge, and a negative

impression of Islamic finance.
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Hailu and Bushera (2020) conducted a rigorous qualitative analysis to analyze the prospects
and problems of Islamic banking in Ethiopia. According to them, the availability of large
numbers of unbanked consumers, significant demand, and the ability to mobilize sufficient
capital and deposits are among the most promising prospects. While misconceptions about
Islamic finance, legal and regulatory framework challenges, bank investment participation
restrictions, double taxation, the lack of a central supervisory body, and a skilled human
resource shortage are among the main challenges facing Ethiopia’s newly permitted fulfilled
Islamic banking.

The main challenges, according to Meka (2020), are higher computation from conventional
banks that open interest-free banking services in branch and window level, lack of societal
awareness of Islamic banks, professional skill gap regarding Islamic bank operation, and lack
of societal awareness of Sharia-based financing. The key possibility for Islamic banking
expansions is that there is significant demand in the market, the banking system in Ethiopia is
in its early stages of development, and Islamic banks may mobilize more additional deposits
from the Muslim populace, which was previously untapped. The constraints and

opportunities of Islamic banking expansions were clearly identified in this study.

Because interest-free banking is relatively new phenomenon, various researchers throughout
the world are attempting to approach the subject from various perspectives. There are,
however, few published publications that examine the role of interest-free banking in the
growth of the Ethiopian economy from the standpoint of clients and banks in developing
nations like Ethiopia. Few studies have looked into the role of interest-free banking in
Ethiopia’s economic growth. Teferi’s (2015) research of interest-free banking’s contribution
to Ethiopia’s economic development, for example, suggests that rethinking IFB’s
infrastructure in Ethiopia could improve its pleasant functioning and role in assisting
economic development. Thus, none of the studies above has specifically addressed the role of
interest-free banking in Ethiopia’s development by examining the role of interest-free
banking in promoting saving culture, encouraging investment, reducing unemployment, and
reducing poverty at the Commercial Bank of Ethiopia in Dire Dawa District. As a result, this
research will look into the roles of interest-free banking in Ethiopia’s economic development,

specifically in the case of the Commercial Bank of Ethiopia in the Dire Dawa District.
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2.3. Conceptual Framework of the Study

The features of interest-free banking were taken from related literature for this study. The
Ethiopian context’s economic progress is the study’s dependent variable. The independent
variable characteristics are promoting saving cultures, encouraging investment, lowering
unemployment, lowering poverty, and the function of interest-free banking in economic

development, which are presented in Figure 1 below.

Figure 1: Conceptual Framework of the Study

Independent Variables Dependent Variable

Increasing Saving Culture

Encourage Investment

Economic Development

Reducing Unemployment

Reducing Poverty

Source: Developed by the researcher from literature review, 2022
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CHAPTER THREE
3. RESEARCH METHODOLOGY
3.1. Description of the study area

This research was carried out on twenty-selected Commercial Bank of Ethiopia (CBE)
branches in Dire Dawa. Dire Dawa Administration is located in eastern Ethiopia, straddling
the Oromia and Somali regions, 515 kilometers southeast of Addis Ababa. According to
demographic forecasts for 2019, the city of Dire Dawa has 313,000 residents (63%) while the
rural areas have 180,000 residents (37%). Dire Dawa’s economy has increased significantly.
Textiles and apparel, automobile assembly, food processing, fertilizers, electronics, and paper
are among the sectors served by a new industrial park. This opens up many job opportunities
(DDA, 2021).

3.2. Research Design

The researcher attempted to evaluate the role of IFB in Ethiopia’s economic development.
Because it was appropriate, a descriptive research design was utilized to conduct this
investigation and achieve the study’s aims. The current information was similarly obtained
using a descriptive study design. It was also employ fact-finding research to assist in the
formulation of particular concepts and the provision of answers to challenges involving local
or national difficulties. Descriptive research, according to Kothari (2004), encompasses
several types of surveys and fact-finding inquiries. The most important goal of descriptive
research is to describe the current state of circumstances. This study used a descriptive
research design to meet the researcher’s goal of describing the respondents’ perspectives on

the role of IFB in economic development.

3.3. Research Approach

To demonstrate the current phenomena, this research employed a qualitative study approach
to answer the research questions and some quantitative data to determine the function of IFB
in Ethiopia’s economic development. The purpose of employing a qualitative research
approach is to find out why people are interested in interest-free banking, and it was also used
to investigate and comprehend the meaning that individuals or groups attach to a social or
human problem. The data were gathered and analyzed using a questionnaire and an interview.
Hence, the study was used mixed approach. By ensuring that the limitations of one form of

data are balanced by the strengths of another, combining qualitative and quantitative data can

24



improve an evaluation. By combining diverse ways of knowing, it was ensured that

knowledge would improve.

3.4. Sources and Types of Data

The researcher conducted the study using both primary and secondary data. Customers, staff
of the interest-free banking department, managers and supervisors of the CBE, and higher
officials of full-fledged Islamic banks in Dire Dawa were the key primary data sources.
Secondary data were gathered and used to describe and elaborate on the concept of interest-
free banking. Various websites, bulletins, revised manuals, documents, bank profiles, and
records, books by various authors, National Bank of Ethiopia directives, and other materials

were also be examined.

3.5. Population, Sample Size, and Sampling Techniques

3.5.1. Target Population

A population is a big group of individuals, groups or categories, items or situations that a
researcher investigates and generalizes about (Andersen & Taylor, 2012). It can also describe
as the entirety of any group of people who share certain features (Boone & Sabo, 2013).
Based on location, CBE has fifteen districts in Ethiopia. The branches of the Dire Dawa
districts are grouped into three clusters: Dire Dawa, West Hararghe, East Hararghe, and
Jigjiga. Furthermore, as of March 2022, the number of IFB branches in the Dire Dawa district
stood at 66. Dire Dawa City has twenty (20) branches out of the 66 CBE branches in the
designated district. The study’s goal is to determine the role of interest-free banking in
Ethiopia’s development; hence, the target demographics are CBE IFB employees and IFB

clients in Dire Dawa City.

Because they are heavily involved in IFB operations, this population was chosen as the most
suited for this study. As a result, their perspectives provide accurate information for this
study. Customers of twenty CBE branches in Dire Dawa City were included in this study, as
were IFB line employees, supervisors, branch managers, and customer service officers. The
total number of IFB related employees in Dire Dawa City branches of CBE was 100, with
front makers (40), supervisors (20), branch managers (20), and customer service officers (20)
making up the sample. The total number of IFB deposit clients (customers) in Dire Dawa
City branches of CBE was 12,163 from 20 branches.
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3.5.2. Sampling Techniques

The study population consists of CBE customers and employees who use IFB products and
work at IFB windows in Dire Dawa City, respectively. Questionnaire was issued to staff who
had pledged to provide interest-free banking services to the bank’s sample branches and
clients. Employees who are the head of the district’s interest-free banking department and the
branch’s line manager are interviewed. To reach specific respondents, this study used
multistage sampling procedures (probability and nonprobability). The Commercial Bank of
Ethiopia states that the Dire Dawa district has 66 branches that offer interest-free banking as
of 2022. Twenty of the 66 branches are in Dire Dawa City; hence, those 20 branches were
used as the study’s population. As a representative sampling of branches, these 20 branches
were chosen. Based on Carvalho’s (1984) approach and the fact that a large sample size is
always preferred, this study chose a large sample size for number of branches, which is 20,
because the number of branches in Dire Dawa District that offered Interest Free banking was
66, which fell within the Carvalho’s (1984) range (N= 51-90). These branches were chosen

because they have more clients/customers than the other branches.

3.5.3. Sampling Size Determination

IFB clients and employees of CBE in Dire Dawa City were chosen as respondents. The
sample size for branches was set first, before the sample size for clients and employees. As a
result, sampling took place at least three times: at the branch, with clients, and with CBE

employees in Dire Dawa City.

3.5.3.1. Branch Sample Size

The branch sample size was calculated using a method established by Carvalho (1984).
According to Malhortra and Peterson (2006), the higher the sampling size of a study, the
more accurate the data obtained, but sample sizes vary depending on the situation. As a
result, using the Carvalho sample size determination approach, the researcher chose a large
sample size of 20 CBE branches with IFB windows in Dire Dawa Districts from a population

of 66 bank branches, where a bigger sample size is thought to improve data accuracy.
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Table 1: Sample Size Determination

Population Size Small Medium Large
51-90 5 13 20
91-150 8 20 32
151-280 13 32 50
281-500 20 50 80
501-1200 32 80 125
1201-3200 50 125 200
3201-10,000 80 200 315
10,001-35,000 125 315 500
35,001-150,000 200 500 800

Source: Carvalho (1984)

3.5.3.3. Customer Sample Size

According to research methodologists like Kothari (2004), the sample size should be neither
too large nor too small. It should be optimal, and an optimal sample is one that meets the
efficiency and flexibility requirements (Kothari, 2004). In this study, a significant sample of
the population was employed. During the creation of this study, the sample was determined to
be representative; the sample size was obtained using the formula taken from (Yamane,
1967). In terms of population, it was assumed that the sample is 95% reliable and that the

sampling error is 5%.

N
"TTH N2

Where:

& n=sample size

& e=is the desired level of precision (i.e. the margin of error),+5% (a 95%

confidence level)

& N = the population size

& 1=probability of event occurring

& Z=1.96
Hence, the sample size for clients becomes

n= 12,163 = 387 (IFB Customers)

"~ 14+12,163 (0.05)2
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Based on the previously mentioned formula, a sample size of 387 has been estimated from a
population of 12,163 IFB deposit customers of CBE from Dire Dawa City branches. The
researcher utilized proportional computation to the number of consumers in each selected
branch because the number of customers in each branch is not the same. That is, the number
of respondents in each branch, as well as the proportion of customers in each branch
compared to the total number of consumers considered. As a result, the number of

respondents from each branch was calculated as follows:

Table 2: Proportional Distribution of Questionnaire

No. Branches N % from N | Sample Size
1 Dire Dawa Industry Park 1,434 11.8 46
Branch
2 Hayat Branch 1,380 11.3 44
3 Megalla Branch 928 7.6 30
4 Babu Rahema Branch 1,264 10.4 40
5 Sabian Branch 1,062 8.7 34
6 Melkajebdu Branch 667 55 21
7 Leg Oda Branch 618 5.1 20
8 Hafete Essea Branch 893 7.3 28
9 Chemin De Fer Branch 509 4.2 16
10 | Greek Camp Branch 497 4.1 16
11 | Biftu Adugna Branch 295 2.4 9
12 | Feres Megala Branch 345 2.8 11
13 | Kefira Branch 271 2.2 9
14 | Gende Korrie Branch 188 1.5 6
15 | Conel Branch 496 4.1 16
16 | Dechatu Branch 324 2.7 10
17 | Dire Dawa Branch 380 3.1 12
18 | Sitti Branch 442 3.6 14
19 | Madeya Branch 135 1.1 4
20 | Habib Branch 35 0.3 1
Total 12,163 100.00 387

Source: Own Survey, 2022

Convenience sampling was utilized to obtain data from the sample respondents after
establishing the number of samples from each branch. This is a non-probability sampling

strategy in which a sample is taken from a population segment that is close at hand, readily
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available, or handy. Thus, in the selected branches, questionnaires were provided to
customers on a walk-in basis, that is, until the predicted number of samples from the selected

branch was satisfied.

3.5.3.4. Employee Sample Size

Following the selection of sample branches, employee sample size determination is used to
pick a sample from the staff population. There were 100 IFB employees on the selected CBE
branches (20), including front makers (40), supervisors (20), branch managers (20), and
customer service officers (20) at Dire Dawa City branches. Staff questionnaires were
distributed to the sample branches in equal numbers, with five questionnaires distributed to
each sampled branch. Two questionnaires are for IFB staff front makers with different
windows, one for supervisor, one for branch manager, one for branch manager, customer
service officer, and interview for line manager of the branch from the five issued
questionnaires for the sampled branches. The questionnaires were then sent to conveniently
available branches and respondents using a convenience-sampling approach, which is one of
the most extensively utilized sampling techniques in research. “Deliberate sampling is also
known as purposive or non-probability sampling,” according to Kothari (2004). This
sampling method entails the deliberate or purposeful selection of specific universe units to
form a sample that represents the entire universe. Convenience sampling refers to the
selection of demographic elements for inclusion in a sample based on their accessibility. In
summary, the researcher used a multi-stage sampling technique for this study, sampling 387

and 100 IFB customers and employees, respectively, and collecting data accordingly.

3.6. Method of Data Collection

The researcher used primary and secondary data sources to ensure that the study’s objectives
were met. Questionnaires and interviews were used to gather primary data. In Dire Dawa,
questionnaires was sent to chosen IFB clients, CBE staff, and higher officials from full-
fledged Islamic banks. The survey question had both closed and open ended questions,
allowing data to be collected from a select group of responders. To gather realistic data,
closed-ended and open-ended items were constructed. The researcher created the
questionnaire items and adjusted them from diverse sources to meet the research’s objectives.
Five likert scales questions items used to determined customers and employees’ perceptions
on the IFB’s role in economic development. The purpose of using a Likert scale is to make it

easier for respondents to respond to questions in a straightforward manner. The goal of the
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survey is to gain insight into the role of IFB in Ethiopia’s economic development. To obtain
data from interviews, the researcher conducted interviews with branch managers of selected
CBE full-fledged Islamic banks. Secondary data was gathered via reading a variety of
published and unpublished books and papers. The secondary data aims to gather information

on respondents’ overall awareness of the function of IFB in economic development.

3.7. Method of Data Analysis

Data entry, coding, verifying, and addressing missing data are all part of the data analysis
process. The data was reviewed, sorted, and screened for any errors before being used in this
study. The researcher used both qualitative and quantitative data analysis methodologies. The
qualitative data acquired through questionnaires is organized. Descriptive statistics such as
percentage, mean, and frequency were used to examine quantitative data. The researcher
utilized the descriptive data analysis technique and Statistical Packing for Social Science
(SPSS) Version 26 to analyze the data. The background of respondents is calculated using
descriptive data such as frequency and percentage. The data collected from respondents under
the descriptive statistic was explained and described using descriptive analysis. The
researcher employed descriptive statistics in this study to learn more about IFB’s influence in
economic development. As a result, the researcher opted to use the descriptive method of data
analysis to draw conclusions and inferences since the nature of the analysis necessitates the
use of a table; percentages are used to make comparisons and the interface. For the data that
demonstrate perceptions and opinions, the researcher also, investigate qualitative replies data

through narrative analysis.

3.9. Ethical Consideration

In this study, the researcher made every effort to collect, analyze, and interpret data in an
ethical manner. Each private commercial bank granted the researcher permission to perform
this study; as a result, the interview was conducted and the questionnaires were given with
the management’s full knowledge. Because they are the primary point of contact for all
respondents, caretakers from the chosen branches were approached during data collection and
helped the researcher collect data. When completing the questionnaire, participants were
informed about the purpose of the study, how their answers were kept private, and how to

avoid having their personalities used against them.
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CHAPTER FOUR
4. DATA PRESENTATION, ANALYSIS, AND INTERPRETATION

The data analysis, presentation, and interpretation of the study’s findings are all covered in
this chapter. As stated in earlier chapters, the primary goal of this research is to determine the
role of IFB on the economic development of Ethiopia in case of Commercial Banks in Dire
Dawa District. The descriptive analyses used in the research investigation. The information
was gathered from both primary and secondary sources. The data collected from the
questionnaire were analyzed using SPSS Version 26. The data were studied for four study
questions: to determine the roles of IFB in improving saving culture, encouraging investment,
reducing unemployment, and finally, determining the role of IFB in reducing poverty. The
results indicate how the data was examined using methods such as frequency, percentage,

mean, standard deviation, reliability test, and correlation analysis.

4.1. Response Rate
Table 3: Response Rate

Sample Distributed Returned Percentage
Employees 100 95 95.0
Customers 387 375 77.0

Total 487 470 96.5

Source: Own Survey, 2022

As shown in Table 3, a total of 487 questionnaires were sent to Commercial Bank of Ethiopia
clients (387) and IFB employees (100) in Dire Dawa City. Customers (77.0%) and IFB staff
(95.0%) returned 470 questionnaires, resulting in a response rate of 96.5%. This response was
adequate and representative of the population, and it complies with Mugenda & Mugenda

(2003)’s recommendation of a response rate of 70% or above as excellent.

4.2. Reliability Test Statistics
4.2.1. Validity

The conceptual framework and questionnaire used in the research study were adopted after a
careful examination of the research literature and were then tailored to the research
environment in order to assure their validity. The questionnaire was also pretested, and

depending on the feedback, revisions were made to create the final, accurate version.
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Interviews and conversations were conducted with some of managers who have firsthand

knowledge of interest free banking.

4.2.2. Reliability
The statistical tool SPSS version 26 was used to verify the reliability and validity of the data

for the study’s purpose and findings. The main purpose of reliability coefficients is to convey
the consistency of outcomes. Cronbach’s alpha is a reliability coefficient of internal
consistency, which measures how closely a group of items are related. Cronbach’s alpha is a
coefficient indicating reliability, not a statistical test (or consistency). It is regarded as a scale
dependability indicator. The presence of a “high” alpha value does not imply that the measure
is one-dimensional. Cronbach’s alpha is a coefficient of reliability in technical terms (or
consistency). According to Hair, et al., (2006), if a is larger than 0.7, it indicates high
dependability, whereas if is smaller than 0.3, it indicates low reliability. The questionnaire
was tested using Chronbach’s Alpha as mentioned in the table 4 below, and it was determined
to be greater than 0.7 in general and for the five specific determinants, indicating that it is

highly consistent because it is greater than 0.7.

Table 4: Reliability of Statistics (Test): Staffs items

Items Cronbach’s Alpha No. of Items
Increasing Saving Culture 712 6
Encouraging Investment 7138 6
Reducing Unemployment 711 6
Poverty Reduction .705 6
Economic Development 172 24

Table 4 shows the reliability statistics of the variables used in the analysis. The alpha value of
the items increasing saving culture, encouraging investment, reducing unemployment,
poverty reduction, and economic development varies from 0.705 to 0.772, which its
reliability was acceptable. The result of qualitative data shows the cronbach’s alpha value of
Economic Development is 0.772 that shows that 77.2 percent of the data taken for the study

is valid and reliable.
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4.3. Analysis of Respondents Demographic Profile

The demographic features of the respondents are presented in this section. The demographic
characteristics of IFB employees and customers, such as gender, age, educational
background, and experience are summarized using descriptive statistics with frequencies and
percentages. As a result, the following variables pertaining to respondents have been
compiled and reported in the tables below. Respondent information was required because it
allowed the researcher to determine whether the target group had been contacted and whether

the information requested had been acquired.

4.3.1. Demographic Characteristics of Employees Respondents

Table 5: Demographic Characteristics of Employees Respondents

Variables Alternatives Frequency Percent
Gender Male 61 64.2
Female 34 35.8
Total 95 100
Age Under 25 Years 25 26.3
25-35 Years 46 48.4
36-45 Years 21 22.1
Above 45 Years 3 3.2
Total 95 100
Educational Level Diploma 7 7.4
Bachelor Degree 78 82.1
Master’s Degree 10 10.5
Total 95 100
Current Position Line employees 75 78.9
Management staffs 20 21.1
Total 95 100
Years of Experience 0-5 years 35 36.8
6-10 years 41 43.2
11-15 years 12 12.6
16 and above years 7 7.4
Total 95 100

Source: Own Survey, 2022
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Table 5 illustrated that there were more males than females. Male respondents accounted for
64.2% of the total, while female respondents accounted for 35.8% of the total. This indicates
that males dominated the major respondent. Majority of the employees in Interest Free
Banking are aged between 25-35 years old 46(48.4%), following by the under 25years
25(26.3%), and range 36-45 years old 21(22.1%). Those respondents above 45 years old are
the least percentage among all, only occupied 3.2% compare to other age range. From the
above result, the researcher observes IFB sector is well performed by staff under 35years.
Furthermore, in relation with the educational level of IFB staff, out of 95 respondents,
78(82.1%) have a Bachelor’s degree, followed by 10 (10.5%) who have a Master’s degree,
and the remaining 7(7.4%) have a Diploma. According to the respondent’s response, the
majority of IFB employees have a bachelor’s or master’s degree, with only a few having a
diploma. The outcome also suggests that staff have sufficient capacity to provide the service

and can be quickly taught to provide interest-free banking.

On the other side, the majority of IFB staff respondents are from line employees, with
75(78.9%) responding, and 20(21.1%) responding from management. As a result, it can be
deduce from the result that senior staff handles the majority of the service, followed by the
rest. According to the data in table 5, 36.8%, 43.2%, and 12.6% of IFB staff respondents had
0-5 years, 6-10 years, and 11-15 years of work experience, respectively. Furthermore, 7.4%
of respondents had 16 or more years of experience. As previously stated, the majority of the
respondents were employees with less than ten years of experience. A substantial percentage
of IFB employees have worked for 6 to 10 years. This demonstrates that the Bank is actively

recruiting and assigning workers to various branches.

4.3.2. Demographic Characteristics of Customers Respondents

Table 6: Demographic Characteristics of Customers Respondents

Variables Alternatives Frequency Percent
Gender Male 268 715
Female 107 28.5
Total 375 100
Age Under 25 Years 114 30.4
25-35 Years 108 28.8
36-45 Years 103 27.5
Above 45 Years 50 13.3
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Total 375 100

Educational Level Secondary School 52 13.9
High School Certificate 54 14.4
Diploma 155 41.3
Bachelor Degree 110 29.3
Master’s Degree 2 0.5
PhD 2 0.5
Total 375 100

Source: Own Survey, 2022

As shown in Table 6, there were more males than females. Male respondents accounted for
268(64.2%) of all respondents, while female respondents accounted for 107(28.5%). This
shows that males outnumbered females in the largest respondent group. The majority of
customers in IFB of CBE are under 25 years old 114(30.4%), followed by 25-35 years old
108(28.8%), and 36-45 years old 103(27.5%). In comparison to other age groups, those over
45 years old had the lowest percentage of respondents, accounting for only 13.3%. Based on
the preceding findings, the researcher concludes that customers under the age of 35 perform
well in the IFB industry. Furthermore, 155(41.3%) of the 375 respondents have a diploma,
110(27.3%) have a Bachelor’s degree, 10(14.4%) have a high school diploma, and the
remaining 52(13.9%) have a secondary school diploma. According to the respondent’s
response, the majority of IFB consumers have a diploma or a degree, with only a few having
a master’s or Ph.D. This demonstrates that the respondents had necessary qualifications, were

comfortable answering the question, and provided accurate responses.
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4.4. IFB Customers and Employees Awareness of CBE’s IFB Products
4.4.1. The Level of Customers Awareness about IFB Products
Table 7: The Level of Customers Awareness about IFB Products of CBE

Products Items Fully Aware Little Aware Fully Unaware
Freq & % Freq & % Freq & %
Murabaha 189(50.4%) 139(37.1%) 47(12.5%)
Musharaka 135(36%) 193(51.5%) 47(12.5%)
Mudharabah 215(57.3%) 139(37.1%) 21(5.6%)
ljarah 42(11.2%) 286(76.3%) 47(12.5%)
Salam financing 67(17.9%) 261(69.6%) 47(12.5%)
Istisnaa 80(21.3%) 248(66.1%) 47(12.5%)
Wadi’ah/Amana 321(85.6%) 33(8.8%) 21(5.6%)
Wakalah 67(17.9%) 262(69.9%) 46(12.3%)
Quard 80(21.3%) 249(66.4%) 46(12.3%)

Source: Own Survey, 2022

The understanding of IFB products and services is summarized in table 7. The majority of
respondents appear to have a good level of understanding Wadi ’ah/Amana, Mudarabah, and
Murabaha. Specifically, 321(85.6%) of respondents were aware of Wadi’ah/Amana,
215(57.3%) of respondents were aware of Mudarabah, and 189(50.4%) of respondents were
familiar of Murabaha. This shows that a large percentage of the respondents are aware of
interest-free deposit options. The data, however, show that concepts like ljarah, Istisna, and
Salam were not widely understood by the customers. Only 42.12% of clients are aware of
ljarah lease finance, 80.3% are aware of Istisna trade finance, and 67.9% are aware of Salam
trade finance. Only 21.3% of the respondents knew who Quard was, and only 36.3% knew
who Musharaka was when it came to profit and loss sharing accounts. This suggests that the
majority of the bank’s customers were unfamiliar with profit and loss statements. The
increased awareness of interest-free banking techniques has a favorable impact on the
prospective adoption of these types of financing. That is, customers’ understanding should be

influenced and shaped by their knowledge and awareness of IFB products and services.

From this result, the majority of account holders said they did not fully comprehend the
interest-free products and services that have been supplied or are scheduled to be offered in
the near future. This demonstrates that there is still a need to raise awareness regarding
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interest-free banking services and products among the public, including bank customers.
Better understanding of the products and services available by IFB of CBE through
announcements and more media platforms will cause others who have been avoiding this
type of banking to spend in it, causing the uncontrollable spread of this type of banking

service.

4.4.2. Understanding of CBE’s IFB Products and Services by Bankers

Table 8: Bankers understanding about IFB products and services of CBE

Products Items Fully Aware Little Aware Fully Unaware
Freq & % Freq & % Freq & %
Murabaha 51(53.7%) 32(33.7%) 12 (12.6%)
Musharaka 36(37.9%) 47(49.5%) 12(12.6%)
Mudharabah 54(56.8%) 33(34.7%) 8(8.4%)
ljarah 29(30.5%) 57(60.0%) 12(12.6%)
Salam financing 26(27.4%) 54(56.8%) 12(12.6%)
Istisnaa 37(38.9%) 46(48.4%) 12(12.6%)
Wadi’ah/Amana 61(64.2%) 26(27.4%) 8(8.4%)
Wakalah 17(17.9%) 67(70.5%) 11(11.6%)
Quard Hassan 20(21.1%) 64(67.4%) 11(11.6%)

Source: Own Survey, 2022

Table 8 shows that a large proportion of the respondents are aware of Wadiah/Amana and
Mudarabah techniques of setting down and economics, with roughly 61(64.2%) and
54(56.8%) respectively. However, when it comes to the Islamic provisos of Murabaha
(53.7%) and Musharaka (37.3%), a significant percentage of respondents say they are only
unclearly aware of the specifics. In all, more than half of the respondents are only imprecisely
aware or unaware of the function-based and rent-based modes of support on the attention-free
primary beliefs of ljarah 30.5%, Istisnaa 38.9%, and Salam 27.4%, respectively.
Furthermore, the majority of respondents are unaware of additional IFB product techniques
such as Wakalah (safe-keeping contract for agency contracts) and favourable loan terms
(Quard). This implies that, as a result of the accumulation of IFB branch managers and staffs,
they require product awareness and a basic understanding of the IFB procedure, and that their
complete trust is based on such products, which control a prominent and well-known

component of speculation, trade, and rental investment methods.
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4.5. The Role of Interest Free Banking (IFB) in Development of Ethiopia

The researcher investigated IFB’s roles on four attributes of economic development
(increasing saving culture, encouraging investment, reducing unemployment, and poverty
reduction) as perceived by the sample respondents, based on the viewpoints given earlier in
the measurement scale for role of IFB towards economic development. Respondents were
asked to judge each aspect of economic development on a five-point Likert scale, based on
their level of perception: “strongly disagree,” “disagree,” “neutral,” “agree,” and “strongly

agree,” with five different scores of 1, 2, 3, 4, and 5, respectively.

4.5.1. The Role of Interest Free Banking in Increasing Saving Culture
Table 9: Descriptive Statistics on the Role of IFB in Increasing Saving

Culture

Items on Increasing Saving Culture N Min. Max. Mean SD

CBE’s IFB services are based on Islamic principles 470 1 5 429 1.084
and law.

CBE’s IFB services are socially and culturally 470 2 5 411 0.886
appropriate with communities.

The CBE’s IFB programme does not charge interest 470 1 5 3.74 1051
or collect payments on savings or loans.

The CBE’s IFB has the ability to pool and mobilize 470 1 5 393 1401
savings.

The IFB service provided by CBE has encouraged 470 1 5 399 1201
communities to use the banking system.

The IFB service provided by CBE has boosted the 470 1 5 4.03 1.353
community’s saving culture.

Grand Mean 4.01

Source: Own Survey, 2022

Table 9 demonstrates that the data received from 470 respondents indicates that they agree on
the subject of the role of IFB in increasing saving culture, with means ranging from (3.74—
4.29) and a grand mean of (4.01), indicating a high level of agreement. Regarding item 1 of
table 3, the result shows that CBE’s IFB services are based on Islamic principles and law
with a mean of 4.29 and a standard deviation of 1.084. This was the highest mean score,

indicating that the vast majority of respondents strongly agreed that the current CBE IFB
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services are founded on Islamic principles and legislation. As a result, if the services are
based on Islamic principles and legislation, the communities’ saving culture will be boosted.
With a mean of 4.11 and a standard deviation of 0.886, CBE’s IFB services are socially and
culturally suitable with communities, according to item 2 of table 9. This is the second
highest mean score, indicating that the majority of respondents believe IFB services are

socially and culturally appropriate for communities.

As the result of item 3 of table 9 reveals that the CBE’s IFB program does not charge interest
or collect payments on savings or loans with a mean of 3.74 and a standard deviation of
1.051. This was the lowest mean score, indicating that some of respondents of agreed that the
CBE’s IFB program did not charge interest or collect payments on savings or loans. With a
mean of 3.93 and a standard deviation of 1.401, the result of item 4 of table 9 illustrates that
the IFB can pool and mobilize savings. This is the moderate mean score, indicating that the
vast majority of respondents thought that IFB can pool and deploy savings. According to item
5 of table 9 CBE’s IFB service has encouraged communities to use the banking system with a
mean of 3.99 and a standard deviation of 1.201. This is the third highest mean score,
indicating that the majority of respondents believed that CBE’s IFB service has encouraged

communities to utilize banking system.

The last item 6 of table 9 stated that CBE’s IFB service has boosted the community’s saving
culture with a mean of 4.03 and a standard deviation of 1.353. This is the third highest mean
score, indicating that the majority of respondents believed that CBE’s IFB service has
boosted the community’s saving culture. This explains that Islamic banks have played a great
role in promoting the community’s towards saving. As a result, CBE’s IFB services were
found to influence savings culture by increasing knowledge of Islamic banking regardless of
social demographic differences, the IFB program did not charge interest or collect payments
on savings or loans, and encouraged communities to mobilize savings through banking
systems that are socially and culturally appropriate for communities and are based on Islamic

principles and legislation.
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4.5.2. The Role of Interest Free Banking in Encouraging Investment
Table 10: Descriptive Statistics on the Role of IFB in Encouraging

Investment

Items on Encouraging Investment N Min. Max. Mean SD

The IFB developed by CBE is capable of satisfying 470 1 5 434  0.990
societal needs while also stimulating investment.

The IFB at CBE has produced information for clients 470 1 5 4.06 0.942
in order to encourage investment.

The CBE’s IFB has facilitated and encouraged foreign 470 1 5 3.81 0.908
capital inflows to stimulate investment.

CBE’s IFB products (savings and loan services) are 470 1 5 4.00 1.319
increasing investment opportunities.

People would use the investment loan service because 470 1 5 4.04 1.175
of its appeal and the simplicity with which they could

access CBE’s IFB.

The CBE’s IFB promotes investment growth by 470 1 5 417 1.140
allowing high-speed money transactions.
Grand Mean 4.08

Source: Own Survey, 2022

Table 10 above shows that 470 respondents agree on the roles of IFB in encouraging
investment, with means ranging from (3.81-4.34) and a grand mean of (4.08), showing a high
level of agreement. Regarding item 1 of table 10, the result shows that IFB developed by
CBE is capable of satisfying societal needs while also stimulating investment with a mean of
4.34 and a standard deviation of 0.990. This was the highest mean score, suggesting that the
vast majority of respondents thought that CBE’s IFB could meet societal demands while
simultaneously boosting investment. As a result, if the services meet social demands while
also promoting investment, they will help to improve local economic development by
creating jobs. With a mean of 4.06 and a standard deviation of 0.942, the IFB at CBE has
produced information for clients in order to encourage investment, according to item 2 of
table 10. This is the third highest mean score, suggesting that the majority of respondents
think IFB at CBE has produced information for clients to stimulate investment.
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As the result of item 3 of table 10 reveals that, the CBE’s IFB has facilitated and encouraged
foreign capital inflows to stimulate investment with a mean of 3.81 and a standard deviation
of 0.908. This was the lowest mean score, showing that some respondents felt that the IFB
has helped to increase investment by facilitating and encouraging foreign capital inflows.
With a mean of 4.00 and a standard deviation of 1.319, the result of item 4 of table 10
illustrates that the CBE’s IFB products (savings and loan services) are increasing investment
opportunities. This is the moderate mean score, which indicates that the vast majority of
respondents believe IFB products increase investment prospects.

According to item 5 of table 10 indicated that people would use the investment loan service
because of its appeal and the simplicity with which they could access CBE’s IFB with a mean
of 4.04 and a standard deviation of 1.175. This is the third highest mean score, suggesting
that the majority of respondents thought the investment loan service would be used due of its
appeal and ease. The last item 6 of table 10 stated that the CBE’s IFB promotes investment
growth by allowing high-speed money transactions with a mean of 4.17 and a standard
deviation of 1.140. This is the second highest mean score, suggesting that the majority of
respondents think IFB encourages investment growth by permitting high-speed money
transfers. This illustrates how CBE’s IFB has aided in the promotion of investment by
meeting social demands, facilitating and encouraging foreign capital inflows, and permitting

high-speed money transfers.

4.5.3. The Role of Interest Free Banking in Reducing Unemployment
Table 11: The Role of IFB in Reducing Unemployment

Items on Reducing Unemployment N Min. Max. Mean SD

CBE’s IFB has helped the poor improve their 470 1 5 426 1.162
consumption by providing financing to start or

expand businesses.

The IFB of the CBE has assisted the poor in 470 1 5 412  0.947
increasing their consumption by providing funding

to start or expand companies.

CBE’s IFB assists in mobilizing community 470 1 5 3.72 1.135
savings and making them available to businesses.

The IFB of the CBE has indirectly contributed in 470 1 5 3.88  1.468

the development of business and the creation of
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jobs.

CBE’s IFB has a beneficial effect on employment 470 1 5 394 1270
when it comes to raising awareness.

CBE’s IFB activities have positive contribution 470 1 5 4.01 1409
towards employment generation in the country.

Grand Mean 3.99

Source: Own Survey, 2022

Table 11 shows that 470 respondents agreement that IFB plays a role in reducing
unemployment, with means ranging from 3.72 to 4.26 and a grand mean of 3.99, indicating a
high level of agreement. With a mean of 4.26 and a standard deviation of 1.162, the CBE’s
IFB has helped the poor enhance their consumption by providing funding to establish or
expand enterprises, according to item 1 of table 11. This was the highest mean score,
indicating that the vast majority of respondents believed IFB had aided the poor in improving
their consumption by providing funding to establish or expand businesses. According to item
2 of table 11, the IFB of the CBE has aided the poor in boosting their consumption by giving
finance to establish or develop businesses, with a mean of 4.12 and a standard deviation of
0.947. This is the second highest mean score, indicating that the vast majority of respondents
believe the CBE’s IFB has helped the poor increase their consumption by giving capital to

start or expand businesses.

As the result of item 3 of table 11 reveals that, the CBE’s IFB assists in mobilizing
community savings and making them available to businesses with a mean of 3.72 and a
standard deviation of 1.135. This was the lowest average score, indicating that some
respondents believe the IFB helps mobilize community savings and make them available to
businesses. The result of item 4 of table 11 shows that the CBE’s IFB has indirectly
contributed to the development of business and the creation of jobs, with a mean of 3.88 and
a standard deviation of 1.468. This is the moderate mean score, indicating that the vast
majority of respondents believe IFB has indirectly contributed to business development and

employment creation.

According to item 5 of Table 11 indicated that CBE’s IFB has a beneficial effect on
employment when it comes to raising awareness with a mean of 3.94 and a standard deviation
of 1.270. This is the third highest mean score, implying that the majority of respondents

believe IFB has a positive impact on employment by boosting awareness. The last item 6 of
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table 11 stated that the CBE’s IFB activities have positive contribution towards employment
generation in the country with a mean of 4.01 and a standard deviation of 1.409. This is the
third highest mean score, indicating that the majority of respondents believe CBE’s IFB
efforts contribute positively to the creation of jobs in the country. This demonstrates that IFB

initiatives have a favorable effect on job creation in the country.

Similar results were found by Selim (2020), who found that Istisna'a-based services
immediately produce well-paying jobs, positively influence and increase the size of the
manufacturing sector, raise capital per worker employed, raise labour productivity, and
ultimately increase output, employment, and encourage industrialization. An increase in the
manufacturing sector's size will lead to a reduction in trade deficits over time by increasing
manufactured exports with value added and decreasing high-value manufactured imports.
This suggests that raising labour productivity will raise living standards and eventually lead
to full employment, prosperity, and sustained high growth rates in the economy.

4.5.4. The Role of Interest Free Banking in Reducing Poverty
Table 12: Descriptive Statistics on the Role of IFB in Reducing Poverty

Items on Reducing Poverty N Min. Max. Mean SD

CBE’s IFB services will boost the community’s ability 470 1 5 3.82 1391
to acquire a property.

The CBE’s IFB’s position on corporate social 470 2 5 4.23 0.932
responsibility

CBE’s IFB has promoted projects that promote 470 1 5 3.87 1.073
sustainable development.

CBE’s IFB products have the ability to boost real-world 470 1 5 3.88 1.436
productivity.

CBE’s IFB offers products that support the development 470 1 5 3.63 1.336
of infrastructure.

CBE’s IFB has a stronger effect on poverty reduction 470 1 5 3.61 1471
and economic development.

Grand Mean 3.84

Source: Own Survey, 2022

Table 12 shows that 470 respondents agreement that IFB plays a role in reducing poverty,

with means ranging from 3.61 to 4.23 and a grand mean of 3.99, indicating a high level of
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agreement. With a mean of 3.82 and a standard deviation of 1.391, the CBE’s IFB services
will boost the community’s ability to acquire a property, according to item 1 of table 12. This
was the modest mean score, indicating that the majority of respondents thought IFB services
would help the community to acquire a property. According to item 2 of table 12, the CBE’s
IFB’s position on corporate social responsibility, with a mean of 4.23 and a standard
deviation of 0.932. This is the highest average score, suggesting that the vast majority of

respondents agree with IFB’s corporate social responsibility position.

Result of item 3 of table 12 reveals that, the CBE’s IFB has promoted projects that promote
sustainable development with a mean of 3.87 and a standard deviation of 1.073. This was the
high average score, showing that some respondents believe IFB has fostered sustainable
development projects. The result of item 4 of table 12 shows that the CBE’s IFB products
have the ability to boost real-world productivity, with a mean of 3.88 and a standard
deviation of 1.468. This is the moderate mean score, indicating that the majority of

respondents feel IFB products may help them increase productivity in the actual world.

According to item 5 of table 12 indicated that CBE’s IFB offers products that support the
development of infrastructure with a mean of 3.63 and a standard deviation of 1.336. This is
the lowest mean score, indicating that IFB does not completely assist infrastructure
development with its products. The last item 6 of table 12 stated that the CBE’s IFB has a
stronger effect on poverty reduction and economic development with a mean of 3.61 and a
standard deviation of 1.471. This mean score indicates that the majority of respondents

believe IFB has a greater impact on poverty reduction.

This study was also supported by Setiawan's (2016) study, "The Role of Islamic Banking and
Conventional against Poverty with the Dual Banking System," which found that in addition
to bettering financing and credit, changes needed to be made to the instruments of monetary
policy, economic expansion, unequal income distribution, and local currency depreciation, all
of which contribute to poverty conditions. The focus of Teferi (2015) analysis, however, is on
the IFB's role in Ethiopia’'s economic growth and its future prospects. The study evaluated the
impact of integrating the Muslim community into the banking (financial system) on GDP

growth and economic development.
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4.5.5. Correlation Analysis

The findings of an investigation of the Roles of IFB on the development of the Ethiopian

economy as assessed by increased saving culture, investment encouragement, unemployment

reduction, and poverty reduction. The researcher employed bivariate correlation with Pearson

correlation coefficient to determine the existence and level of relationship.

Table 13: Correlation Analysis

ISC El RU RP ED
Increasing Saving Culture (1SC)  Pearson Correlation 1 046 6927 .080 .723"
Sig. (2-tailed) 316 .000 .084 .000
N 470 470 470 470 470
Encouraging Investment (El) Pearson Correlation .046 1 098" 081 .464™
Sig. (2-tailed) .316 .033 .080 .000
N 470 470 470 470 470
Reducing Unemployment (Ru)  Pearson Correlation 692" .098 1 176" 7877
Sig. (2-tailed) .000 .033 .000 .000
N 470 470 470 470 470
Reducing Poverty (RP) Pearson Correlation 080 081 1767 1 5457
Sig. (2-tailed) .084 .080 .000 .000
N 470 470 470 470 470
Economic Development (ED) Pearson Correlation 723" 464~ 787" 545 1
Sig. (2-tailed) .000 .000 .000 .000
N 470 470 470 470 470

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

*, Correlation is significant at the 0.05 level (2-tailed).

Source: Own Survey, 2022

According to the correlation results on table 13, the role of IFB in saving culture has a

relationship with unemployment reduction and economic development, with (r value=.692**,

p value=.000) and (r value=.723**, p value=.000) respectively. The effect of the IFB in

stimulating investment has (r value=.098*, p value=.033) and (r value=.464**, p value=.000)

correlations with unemployment reduction and economic development, respectively. The

correlation finding shows a link between growing saving culture, stimulating investment,

poverty reduction, and economic development, as well as the function of IFB in lowering

unemployment. In Dire Dawa, the role of the IFB has been significantly expanded to assist

the community’s growing saving culture. By mobilizing latent funds that are purposely kept

out of interest-based financial channels and facilitating the growth of capital markets, a CBE
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IFB can play a critical role in Ethiopia’s economic development, particularly in Dire Dawa.
As a result, strengthening saving culture is necessary for investment, and investment is
necessary for economic growth. As a result, a high savings culture equates to high

investment, resulting in a high rate of economic development.

The IFB plays an important role in making investments for the growth of many sectors of the
economy. Investment expansion is seen as one of the most significant factors in achieving
price stability and promoting job possibilities, as well as contributing to economic
development. Increased deposits will result in lower interest rates, causing investors to
demand more from the available money for investment. The findings of the study further
revealed that CBE’s IFB services not only promote economic development but also help to
alleviate poverty and create job possibilities. Providing efficient finance to the poor is
important for a number of reasons. For starters, providing efficient savings, credit, and
insurance facilities can help the poor smooth out their spending, better manage risks,
gradually build assets, develop micro-enterprises, increase income earning capacity, create
job opportunities, and reduce poverty. CBE’s IFB contributes to economic development, and

the IFB deposit has a considerable impact on it.

Respondents were also asked open-ended opinionated questions in addition to the closed-
ended ones in order to supplement the quantitative data analysis and investigate IFB’s
additional contributions to economic development. The majority of respondents believe that
IFB can promote financial inclusion, which in turn promotes a sense of social justice, which
leads to political stability, which is a foundation for national peace and growth. They also
believe that IFB can play a positive role in attracting foreign direct investment (FDI), creating
a fair and competitive working environment, bridging the wealth gap, reducing poverty, and
improving standard of living. Furthermore, the majority of Interest-free Banking account
holders are satisfied with the current Interest-free Banking services provided because it can
potentially fill the gap left unaddressed by conventional banking and economic development
in relation to idle monetary resource mobilization and allocation, inviting to use banking

system, creating employment opportunities, and supporting GDP growth.

4.6. Secondary Data Analysis on the Role of IFB in Economic Development

In addition to the above study, the researcher has acquired secondary data from the interim
reports of the CBE in Dire Dawa District for the years 2018-2020 that corresponds to some of

the above examined qualities of economic development that are reasonably expected to be
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affected by IFB. These four characteristics are implied by increasing saving culture,
encouraging investment, reducing unemployment, reducing poverty as economic
development factors on the one hand, and encouraging people to use banking systems
(number of IFB deposit accounts and employment opportunities on the other, as shown in

table below).

4.6.1. CBE IFB Account in Dire Dawa District (2018-2020)
Table 14: Number of Account of IFB of CBE in Dire Dawa

Number of Account

Years Amanah Deposit ~ Mudarabah Saving Wadiah Saving ~ Total Account
2018 404.00 166.00 110,686.00 111,256.00
2019 468.00 193.00 268,960.00 269,621.00
2020 610.00 172.00 373,163.00 373,947.00

Source: CBE Dire Dawa District Annual Report, 2022

Table 14 shows that the number of CBE Interest Free Banking accounts in Dire Dawa
District has been increasing over time. According to the above data, the Wadiah Savings
account has the biggest number of users among CBE’s Interest Free Banking products, with
110,686 in 2018, 268,960 in 2019, and 373,163 in 2020 (Figure 1). This conclusion was also
corroborated by the results of a questionnaire concerning IFB products and services
awareness. This means that an increase in the number of Interest Free Banking accounts
indicates an increase in saving culture, which helps the country’s economic development

through IFB deposit mobilization.

Figure 2: Total Account of IFB of CBE in Dire Dawa District (2018-2020)

Total IFB Account
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Source: CBE Dire Dawa District Annual Report, 2022
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4.6.2. CBE’s Interest-Free Banking Working Balance in Dire Dawa District
Table 15: CBE’s IFB Working Balance in Dire Dawa District

Working Balance

Years  Amanah Deposit Mudarabah Saving ~ Wadiah Saving Total Balance

2018 99,279,879.62 6,119,628.49 759,335,543.73 864,735,051.84
2019  444,436,085.37 8,675,089.14 1,857,202,808.17 2,310,313,982.68
2020 154,922,163.38 11,614,874.12 2,252,199,113.19 2,418,743,217.09

Source: CBE Dire Dawa District Annual Report, 2022

As it can be observed from the above empirical secondary data of fact on the ground in table
15 above, Wadiah saving working balance is 759,335,543.73 birr in 2018, 1,857,202,808.17
birr in 2019, and 2,252,199,113.19 birr in 2020. This indicates that the CBE’s Interest-Free
Banking Working Balance in Dire Dawa District has risen over time. Amanah deposit and
Mudarabah savings, on the other hand, have seen an increase over time. This means that the
IFB has a positive impact on some aspects of economic development at the national level,
such as the mobilization of monetary resources that have been kept out of the banking
system, the allocation of monetary resources, encouraging people to use the banking system,
and the creation of job opportunities for citizens. IFB can play an important role in economic
development through improving monetary resource mobilization and allocation, as well as

encouraging people to use the banking system.

Figure 3: CBE’s IFB Working Balance in Dire Dawa District (2018-2020)

Total IFB Balance
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Source: CBE Dire Dawa District Annual Report, 2022
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From the result, Commercial Bank of Ethiopia’s IFB plays a critical part in a country’s
economic development. They collect people’s unused money and make them available for
investment. In the process of making loans and purchasing investment securities, they also
create fresh demand deposits. The Islamic bank’s main goal is to promote commerce as a
form of active contact between surplus and deficit units in the economy. The Islamic bank’s
secondary duty is to provide agency services and other market-compatible products to its
customers. IFB is expected to play a key role in catalyzing economic development in
Ethiopia, if adequate awareness of its governing principles, compliance with prohibitions, and
familiarity with operating philosophies, expertise capacity building of operators-bankers, and

the creation of an enabling regulatory environment are in place.

4.7. Discussion of Interview Data
The following is an analysis and presentation of the qualitative interview on the roles of IFB

to the economic development of Ethiopia, particularly in Dire Dawa.

@ How has IFB in Ethiopia, especially in Dire Dawa, influenced people’s
willingness to interact with the banking system?

Savings are meant to cover future expenses and to create capital for investments. It is clear
from the interview results that since riba was abolished, banks have been encouraged to work
with religious people. After converting to the Islamic banking system, many businessmen in
the market who had previously thought that the banking system was not Islamic were
interested in the banks. This suggests that IFB wants to further the goals of a wealthy society
and a sound economy. It provides a financially viable option based on moral principles like

justice and compassion.

@ \What impact has IFB had on the mobilization of financial resources (deposits) in
Ethiopia, and specifically in Dire Dawa?

The results of the interview show that the elimination of riba unquestionably had a positive

effect because believers who previously did not deposit in banks have started to do so. The

results of the interviews also show that the interest-free banking system was more effective

than the interest-based banking system at mobilizing and allocating financial resources, and

as a result, contributed more to economic growth.
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@ \What impact has IFB had on lowering unemployment in Ethiopia, especially in
Dire Dawa?

Selecting a banking system that can generate employment over other systems is necessary
since employment is a crucial factor in both economic growth and income distribution. IFB is
anticipated to increase jobs as a result of the relationship. Since there is little speculative
demand for money in IFB, its financial resources are mostly employed to produce products
and services, which increase employment. IFB works mostly in cooperation, which not only
stimulates entrepreneurs but also increases jobs. Therefore, when they choose their partners,
they go with those who have more knowledge, expertise, and innovation. As a result, the

need for entrepreneurs grows in society.

@ \What impact has the IFB had on reducing poverty in Ethiopia, especially in Dire
Dawa?
According to the interview results, IFB can indirectly lower poverty and income disparity by
fostering economic growth, the benefits of which are distributed to the poor. IFB promotes
economic development by, among other things, shifting resources from inefficient to
effective usage. Therefore, the most effective means of alleviating poverty and raising living

standards in developing nations is economic development.

@ How has IFB affected Ethiopia’s economy, in particular that of Dire Dawa?
Interviewees were asked how IFB has impacted economic growth in Ethiopia, especially in
Dire Dawa, and their responses were reported. The mobilization of financial resources
(deposits), allocation of financial facilities (financial facilities), effectiveness, encouragement
of people, internal and external economic crises, inflation, employment, internal and external
trade, real GDP, and profitability are all examples of how IFB has an impact on economic
development in Ethiopia. By releasing latent savings that are purposefully kept out of
interest-based financial channels and promoting the growth of the capital market, IFB can
significantly contribute to the economic development of our country. IFB frequently uses
trade-related operations to forge connections with the actual economic system’s sectors.
Money has a direct impact on the development of the economy since it is tied to actual assets.
This suggests that promoting shared wealth, economic development, and poverty reduction
are all advantages of IFB’s sustainable development. IFB has a strong connection to physical
assets and the actual economy, which means it, may greatly contribute to economic

development.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1. Introduction

This chapter discussed the important data results, the implications drawn from the findings,
and the suggestions made in response to the conclusions and recommendations. The goal of
this study was to analyze the role of interest free banking on Ethiopia’s development using a
specific Commercial Bank of Ethiopia in Dire Dawa District. Based on the analysis and data

obtained, the following findings, conclusions, and recommendations were made.

5.2. Summary of Findings

The study’s major goal was to determine the role of interest-free banking on Ethiopia’s
development, with a focus on the Commercial Bank of Ethiopia in Dire Dawa District. The
research questions were to determine the role of IFB in enhancing saving culture, stimulating
investment, lowering unemployment, and ultimately, determining the role of IFB in reducing
poverty. Descriptive research design and correlation analyses were utilized in the study.
Questionnaires were the most common technique of data collecting since they were easier
and more effective for the researcher to employ. Tables and charts were utilized to present the
data, which were described using descriptive statistics. The outcomes show how the data was
analyzed using techniques like frequency, percentage, mean, standard deviation, reliability
test, and correlation analysis.

@ The majority of respondents appear to have a good understanding of interest-free
banking products such as Wadi’ah/Amana, Mudarabah, and Murabaha, according to
the study’s descriptive analysis. Wadi’ah/Amana has the most customers and total
assets in Commercial Bank of Ethiopia in Dire Dawa District, according to secondary
analysis.

@ Regarding the study’s first goal, the role of interest-free banking in enhancing saving
culture, 80.6% (mean of 4.03) of respondents agreed that the Commercial Bank of
Ethiopia’s IFB service in Dire Dawa District had improved the community’s saving
habits. This explains why Islamic banks have played such an important role in
encouraging people to save.

@ Concerning the study’s second goal, the role of interest-free banking in promoting
investment growth, 83.4% (mean of 4.17) of respondents agreed that the Commercial

Bank of Ethiopia’s IFB service in Dire Dawa District fosters investment growth by
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allowing high-speed money transfers. This shows how the CBE’s IFB has contributed
in the promotion of investment by addressing societal needs, facilitating and
encouraging foreign capital inflows, and allowing for high-speed money transactions.
Concerning the study’s third objective, the role of interest free banking in the creation
of jobs in the country, the findings show that 80.2% (mean of 4.01) of the respondents
agreed that the IFB service of Commercial Bank of Ethiopia in Dire Dawa District
contributes positively to the creation of jobs in the country. This indicates the positive
impact of IFB activities on job development in the country.

Regarding the study’s final objective, the role of interest-free banking in poverty
reduction, the findings show that 72.2% (mean of 3.61) of respondents agreed that the
Commercial Bank of Ethiopia’s IFB service in Dire Dawa District has an impact on
poverty reduction and economic development in Ethiopia. The majority of
respondents believe IFB has a higher influence on poverty alleviation, as indicated by
this mean score.

In addition to the closed-ended questions, respondents were asked open-ended
opinionated questions to augment the quantitative data analysis and study IFB’s extra
contributions to economic development. The majority of respondents feel that IFB can
encourage financial inclusion, which leads to a sense of social justice, which in turn
contributes to political stability, which is a basis for national peace and progress. They
also believe that IFB can help to attract foreign direct investment (FDI), provide a fair
and competitive working environment, close the wealth gap, alleviate poverty, and
raise living standards.

The findings reveal a link between increasing saving culture, promoting investment,
unemployment, and economic development, as well as the role of IFB in poverty
reduction. The IFB’s position in Dire Dawa has been greatly expanded in order to
support the community’s increasing saving culture. A CBE IFB can play a vital role
in Ethiopia’s economic development, particularly in Dire Dawa, by mobilizing latent
funds that have been kept out of interest-based financial channels and encouraging the
establishment of capital markets. As a result, boosting the saving culture is required
for investment, which is required for economic growth. As a result, a high savings

culture leads to high investment, resulting in rapid economic growth.
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5.3. Conclusion

Regardless of social demographic variations, CBE’s interest-free banking services promoted
savings culture through raising knowledge of Islamic banking, according to the findings.
Interest was not charged on saves or loans, and the interest-free banking program encouraged
communities to mobilize funds through banking systems that are socially and culturally
acceptable for communities and are founded on Islamic values and legislation. Interest-free
banking is one of the most important parts of creating a country’s economy. Islamic banks
play a critical role in helping to reduce unemployment. A variety of contracts and methods
link customers to interest-free banking. As a result, consumers who deal with interest-free

banking may gain in a variety of ways from these institutions.

According to the findings, interest-free banking instruments such as Wadi’ah/Amana,
Mudarabah, Murabaha, ljarah, Salam, Istisna, and Musharaka had an impact on the
economy. In the end, such a culture of sustainable business while caring for society is thought
to contribute to the development of a society that is physically, mentally, psychologically,
and socially healthy, as well as economically empowered. Through ongoing sustainable
development, such a society may easily propel the nation into the driver’s seat. In the
financial business, the function of interest-free banking in lowering unemployment is critical.
Interest-free banking employs a variety of procedures and contracts to assist its depositors or
clients in generating their own income. Furthermore, according to the aforementioned
contracts, investors have the option of investing their money in interest-free banking. As a
result, both interest-free banking and its depositors can gain from such transactions. The core
premise of Islamic finance is profit-and-loss sharing. In order to avoid paying interest, the
investor must partake in both the loss and the profit. The primary principle of Islamic
banking, which differs from regular banking, is that it is interest-free.

Clients benefit on the basis of interest, as in conventional banking, which is prohibited under
Sharia law. As a result, conventional banking systems are unable to alleviate unemployment
as effectively as Islamic banks. In theory, Islamic banks have a variety of transactions and
contracts at their disposal to assist their consumers in participating in banking activities and
creating new jobs. However, due to a lack of protection laws, interest-free banking only uses
a small percentage of these contracts in practice. Interest-free banking, on the other hand,
continues to engage directly with customers to create new jobs for them. If Islamic banks use

all existing interest-free banking products, the number of employment available to clients will
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expand. However, Islamic banks use few transactions and goods due to a lack of confidence
between interest-free banking and their business. However, interest-free banking continues to
play an important role in lowering unemployment in society. Finally, the research found that
legal risk had significant impact on interest-free banking products. To prevent compromising
the faith and confidence of depositors/investors, banks should strictly adhere to Shari’ah
regulations and principles. Failure to do so will result in harsh consequences, including
withdrawal and insolvency. According to the findings of the survey, the majority of
respondents believed that the legal risk associated with Shari’ah law had a significant impact

on their lives.

5.4. Recommendation

This section contains implication statements based on the study’s findings and conclusions,
which are expected to aid future interest-free banking operations by improving the standard
of interest-free banking in a way that benefits all stakeholders and contributes to the nation’s
economic development. Commercial banks, interest-free banking consumers, the NBE, and

policymakers are among the most important stakeholders.

@ According to the findings, interest-free banking aids a nation’s economic
development by mobilizing idle monitory resources, allocating monitory resources,
creating employment opportunities, and attracting people to the banking system. As a
result, the government has every incentive to support and should place a greater
emphasis on enabling interest-free banking.

@ On the other hand, it is widely accepted that interest-free banking plays a larger role
in a country’s economic shock stabilization by preventing financial and economic
crises and reining in inflation. In today’s world, every country, including Ethiopia, is
experiencing hyperinflation. The government should promote interest-free banking,
which can aid in economic crisis stabilization and inflation control.

@ |n addition, certain other transactions help to alleviate the problem of unemployment.
In this instance, Islamic banks should employ all kinds of finance, including
Musharakah, sell-and-buy-back transactions, and so on, in order to generate a
significant number of jobs.

< Islamic banks have the potential to improve the community’s well-being. Islamic
banks use their intermediary function to raise funds deposits and route the funds to

productive uses. Financial institutions, particularly interest-free banking, have the
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potential to play a larger role in combating poverty. People’s access to capital is
facilitated and improved as part of the development program to eliminate poverty in
metropolitan areas.

In particular, the NBE will review the current interest-free banking provision and
weigh the benefits and drawbacks of moving from the umbrella of commercial banks
to a full-fledged operation, as well as lifting or relaxing the investment portfolio
ceiling, in order to create an enabling regulatory environment for interest-free banking
and, as a result, contribute to national economic development.

The notion of interest-free banking is still new in Ethiopia, and it has yet to take hold.
As a result, this study recommends that more research be done on the issues that
Islamic banks face in Ethiopia, with the goal of making recommendations on how to
address them. This study focused on the role of Islamic banks in economic growth;
however, further research into the role of conventional banks in economic growth is

needed to see if they play similar roles.
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APPENDIX-A

Dire Dawa University
College of Business and Economics

School of Graduate Studies
Department of Public Administration and Development Management
Masters of Arts (MA) in Development Management
Questionnaire to be filled by the Employees of CBE
Dear Respondents

My name is Tezera Demeke, and | am a Development Management MA student at Dire
Dawa University. The purpose of this questionnaire is to collect data on “The Role of
Interest Free Banking in Development of Ethiopia: In the Case of Commercial Bank of
Ethiopia Dire Dawa District.” | sincerely urge that you spend five to ten minutes of your
time filling out the questionnaire based on your thoughts on the Role of Interest Free Banking
in Development of Ethiopia. Your help will be greatly appreciated, and you will be thanked
when the dissertation is completed. | sincerely require that you complete this form to
participate in this survey. | would also like to reassure you that any responses you submit

would be kept strictly confidential and will never be used for any other purpose.

Thank you for your cooperation in advance!
Mobile Phone No.: +251 93 896 4941

Instructions
¢+ Do not write your name in any part of the questionnaire.
% Please put a “\” mark on your choices.

Part One: General Information

1. Gender: Male © Female ©
2. Age: 18-30 years & 31-40 years €&  41-50 years & 51 and above years &
3. Educational Level: Diploma & Degree & Master & PHD O
4. Work Experience: 0-5 years €& 6-10 years € 11-15 years & 16 & above years <
5. What types of IFB services provided/used in CBE’s?

Deposit and Investment & Trade Service & Others

Financing & Money Transfer €

Guarantee & Foreign currency exchange <
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Part Two: - General Questions Related to the Study (Role of Interest Free

Banking in Development of Ethiopia).

Direction: - Please read each statement in each section and rate your level of agreement or
disagreement with each statement by placing a tick mark “V” in the column box in the
parallel of the question requested below. “1” represents Strongly Disagree; “2” represents
Disagree; “3” represents Neutral; “4” represents Agree; “5” represents Strongly Agree of

the five alternatives.

3
=
Statement related to the Role of Interest Free Banking &
. .. > 3 —
in Development of Ethiopia > £ B
s 8 5 2
s [ 2 D ()
n 0O 2 <
SC INCREASING SAVING CULTURE 1 2 3 4
SC1 | CBE’s IFB services are based on Islamic principles and law. IO O O
SC2 CBE’s IFB services are socially and culturally appropriate with  © © © ©
communities.
SC3 | The CBE’s IFB programme does not charge interest or collect | © © O O
payments on savings or loans.
SC4 | The CBE’s IFB has the ability to pool and mobilize savings. - - - -
SC5 | The IFB service provided by CBE has encouraged communities | © 1 © @ © ©O

to use the banking system.

SC6 | The IFB service provided by CBE has boosted the community’s © @ © ©O O
saving culture.

El ENCOURAGING INVESTMENT 1 2 3 4

EI1 | The IFB developed by CBE is capable of satisfying societal - - - -
needs while also stimulating investment.

ElI2 | The IFB at CBE has produced information for clientsinorderto O O O | O
encourage investment.

EI3 | The CBE’s IFB has facilitated and encouraged foreign capital OO IO O
inflows to stimulate investment.

El4 | CBE’s IFB products (savings and loan services) are increasing OO 0O O

investment opportunities.

60

0 O o1 Strongly Agree

0

00




EIS

El6

RU
RU1

RU2

RU3

RU4

RUS

RUG

PR
PR1

PR2
PR3

PR4

PR5

PR6

People would use the investment loan service because of its
appeal and the simplicity with which they could access CBE’s
IFB.
The CBE’s IFB promotes investment growth by allowing high-
speed money transactions.

REDUCING UNEMPLOYMENT
CBE’s IFB has helped the poor improve their consumption by
providing financing to start or expand businesses.
The IFB of the CBE has assisted the poor in increasing their
consumption by providing funding to start or expand companies.
CBE’s IFB assists in mobilizing community savings and making
them available to businesses.
The IFB of the CBE has indirectly contributed in the
development of business and the creation of jobs.
CBE’s IFB has a beneficial effect on employment when it comes
to raising awareness.
CBE’s IFB activities have positive contribution towards
employment generation in the country.

POVERTY REDUCTION

CBE’s IFB services will boost the community’s ability to acquire
a property.
The CBE’s IFB’s position on corporate social responsibility
CBE’s IFB has promoted projects that promote sustainable
development.
CBE’s IFB products have the ability to boost real-world
productivity.
CBE’s IFB offers products that support the development of
infrastructure.
CBE’s IFB has a stronger effect on poverty reduction and

economic development.

0
0
0
0
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Part Three:- Open-ended Questions

1.

What are your opinions on CBE’s interest-free banking roles to economic

development, both for customers and for the bank?

Please contribute any further feelings you have on the role of CBE’s interest-free

banking in increasing savings culture in Dire Dawa City.

Please contribute any further opinions you have on the role of CBE’s interest-free

banking in encouraging investment in Dire Dawa City.

Please contribute any further thoughts you have on the role of CBE’s interest-free
banking in reducing unemployment in Dire Dawa City.

Please contribute any further views you have on the role of CBE’s interest-free
banking in poverty reduction in Dire Dawa City.

What initiatives do you suggest to promote CBE’s IFB involvement in Dire Dawa

City’s economic development?

Thank you for your cooperation in advance!
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APPENDIX-B

Dire Dawa University
College of Business and Economics
School of Graduate Studies
Department of Public Administration and Development Management
Masters of Arts (MA) in Development Management
Questionnaire

@-L AT (en P T

THE Lovd ROAAU- PL4SP LULACAAA PLLATao T “TiEavdt U-ATE
874 1914 i PHY oomBP AATT “h@AL 19 PO A1NTINT NATHERE AT
PA@ 715 NACXE 71L& O PLLSP ML 1887 AL ovlf oo NN 1@
noAL 19 NTNT? MAFERE AYTE LADT 9GS Ntooaht PATUT VAN ooOlt
N9LL47 oom@eT Novov-Al LT U7 had"0 Ahh ANC LtP AL IANS-
DAL AANNAD-:  AACSHL (M9° ALSET  LSLPAN, AS Adéd AmGPP
ASoo(IISA7. NHY 80A AL AooA+q U7 PR ATLTA hANl AmEPAU-:
ATSUI° T1IE®9° POLePCOT IPART NTANP NTLATC ATLTLMOE AST AMA
GA%T LR RILTILDN ALITTAP héAINV-::

an MICP Angeaom- A5oo0 750 A

PI°NLA NAR RTC.: +251 93 896 4941

aoagv/, @ DT
& N9°P7 NV D-9° PaomPd TN ONT heAg:
@ AP (9°CmP AL “\” J°ANT LLCI:

hed A78: AmPAL avlF
1. 24 o1 O nt O
2. 0273 18-30 havt O  31-40 hovt O 41-50 haovt O 51 &S
oot AL O
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3. PTI°VUCT RLE:

PavBavl @ LL8 TI°VCT W O 8.0 O
U-AHE LB VG v O MAO
8. Thy O PHDO

4. PN A2°€: 0-5 haot O 6-10 oot 11-15 hao O 16 4§ hGavt

nme O
5. NAeEe 77¢& O 00T 9°7 9871 CIFB A1A202F +OATHPA/TPI°

AL Lm-AN

?IFB
AN 0T ao-(\ (1go-A- “77HN, F0 M0 ao-f- Nlav-f- P71 P@-P

ao-4-NY

ao-fil-h

ao-£:1 40V

A

NAZ° 42570

Wk N

PALY [ A719

PhAv

n.Ce
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NEA UAT: - DTSEIC ORLPH AmPAL TLLLT  (hoaL 19 0T ¢
NAFERE ATl AT AL LAD- 91.5):

AP - RO T ALT1S1877 ovlAm, NALTSTS NGEA AP AS hAL7575
ao)pem, IC PAPTT POICIT LLE @RI hheo NNt £LE eam AS hHv
NFT 0Fmee@ TEE TLE @AT AAD A9°L AT7 @-OT V7 °AnT LLCT:
“17 0m7é- AAao®191 ONAN; “27 Adao®191 T SONAA; “37 IANTET
LONA; “4” oo T LONAA; “57 Ch9°OET A%T14-6T MmThC LA OI°91HT
LMNAA::

&
OATPEP AT A77T AL hae 79 PAZ2h ATA 0T~ 705 EQ:
I PESI TEROF 3 § Yo
T3 § %
SC fmA QUi ao¢n,av( 1 2 3 4
SC1 | Pa/ e g 1% O7h PIFB A1A AT NANATIP OO0 O O

aCPPT A VIT AL ¢tao0lk: ST@-:

SC2 | Patexg 71 O7h CIFB AIANET hoIuNLanT o6 O O O O
No90N0L-R AS NMVA +0o77% ST @-:

SC3 | Pa &g 77L& O7h CIFB TE24-9° MmN @L9° MNLC O O O O
AL DAL ®LI° NFfe ALNNNNI::

SC4 | eaqtexg 7L O7h IFB €mOLT7 N2I000N 4G OO O O
NZ9000N T-ad Ad@-:

SC5 | 77 O7h ?99.e4CN®- PIFB A1A74 T “TONLOANT e0th | O O O O
NCYET Wi8.mbao- WLIHA:

SC6 | 77L& O7h ?7LAM@- PIFB A1A0T CuNstan? eemn O O O O
VA AOL T

El S KA VAT W (T G 1 2 3 4

EIl QA e&e 77 Q% C4HH2Em IFB CoNLtan7? ¢ar O O O O
TCh T AS A0 Teo YT TN ST POLTA 10

EI2 | 72 aO%h Ai0Foo Ty ACINGS T ARG T avll OO 0O o
b (o) 37 N RE
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EI3 | Ca-¢&e 71 O%a IFB A0 too 7 AT 91
PO WLHA GO AcoF TP ANl S A

El4 | ea e @ 77 O7h CIFB °CHF (PemAs ¢Ne&C
AN PN ALATT ALALT 1@

EI5 | ALF CAFb0THD T NEC AIANET eo.mbao-t
NGATE AS N772L 77 O7a IFB NeAn- 297751
NAZLTN 1@

EI6 | A e&e 7% O7a IFB 4M7 P17HA A®-@-T7
NaoGd e P N Taort AL1FT PN i

RU 226 KPP ool

RUL | A X 77& A7 IFB 77277 AaoEan(; @L9°
ATING4F 4.2570 N71PLN CPTT GLITD7
A78. 000 L&A

RU2 | Ch % ¢ 77& O7h IFB h-0722% 7 Aavfoo(C mLI°
AZING4 LT &I 19747 AL PT SEITFo-
ATS6IC AL CAN::

RU3 | Pa & 7978 O7h IFB 2700400 €M7 17700010
AS AFNL CCEPT HLLT ATILLTD L5

RU4 | Ch- &g 79& O%n IFB NHHPPSL AL ATHS Arve-
OLN Lané ANFPRA h&CAN:

RUS | A& g 7€ Q%n  IFB 07740 “70eRNem 0é- AL (V]
TRAG LTLPA::

RU6 | Ca &g 79& O%a CIFB 47204 (U1t @-0T ehd-
ALN AdEMC ADTF3P AT POA AAT@-:

PR PLV $14

PR1 | PATeXe 71 Q7 IFB AIAATF CONLAONT F0LT
COITTT WPI° AL DA::

PR2 | PaTexe 71% 0% IFB (&CEFPR TTNE-R DA AL
LA@- h&I°

PR3 | PaeXxe 71 0% IFB HAL AT17 PoLe0LIk
TCENFT? A hPO-RA::
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PR4 | Pa exg 771& O%n IFB 9°CHT ChAm115®m7 909° OO O OO
PCHoTrt 00LTD Toed hATo-:

PR5 | A te&E 37 O%n IFB Poowlqt A1 HCID P77 OO OO O
Po9.L74 9°CAT7 LPCAA.

PR6 | Pa &g 77& A7 IFB MLV 10 AG NALSTL AT e O O O O O
eNAM +005 hAm-:

Part Three:- Open-ended Questions

1. 79¢ Q% hoAe 19 P07a A1ADAT ALINGETI° Py AT PADT Phheoy,
A’ 915 NtaopAnt PACOE AOT£L1 9°3L7% 1@-?

2. ANNL7 Cas &P 372 0% hoAL 19 2A7h A1A2A T N 48P htol P4mn
MWA7 ATIALT7 N mmtd 2.5 AL LA T7 +en14 031 Sam::

3. ANALT PheXe 77¢ 0%h hoAL 19 0% A1ANT NL4LSP htol
aJHitao PRy AT (9Lamot@ 915 AL LAL T AL T SOm::

4. AMALT Ph X 11 OFh hoAL 11 0T AIATINT NL4LSP hol
CA®T e AT Neod'ih 1% LA@T 1.5 (hovhht a7 1T @190
AN Ee T ghm::
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5. ANALT Chs L e 77 0% hoAL 19 0% AN N&LAP ol
PCAD7 LUTT Naod'in 41L& PAM7 215 NtavAnt LaT7 135 ®39°
ankee enme::

6. Padexe 1% ata ¢ IFB AATeT 0LLSP hh91 AbhSol AT
ATV POP 9°F wLYr T OTST7 TMeTINT U-?
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INTERVIEW QUESTIONS

. How has IFB in Ethiopia, especially in Dire Dawa, influenced people’s
willingness to interact with the banking system?

. What impact has IFB had on the mobilization of financial resources (deposits) in
Ethiopia, and specifically in Dire Dawa?

. What impact has IFB had on lowering unemployment in Ethiopia, especially in
Dire Dawa?

. What impact has the IFB had on reducing poverty in Ethiopia, especially in Dire
Dawa?

How has IFB affected Ethiopia’s economy, in particular that of Dire Dawa?
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