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ABSTRACT

The main objective of this study is to ascertam shgnificance of indigenous banks to the econataieclopment
of Zimbabwe because any economy requires the existef a banking system to ensure the mobilizadfogxcess money,
as well as guiding money towards the pursuit atefiit economic activities that promote economigedepment. Banks
as financial intermediaries channel funds from ¢hebo have excess money for investing at an irtévebose who want
to borrow at an interest, creating a lender borraekationship. They also provide financial sergitkat reduce the cost of
moving funds between borrowers and lenders, leathng more efficient allocation of resources ansktea economic
growth. Thus, banks are an essential componentodenn economies, not only in terms of turnover, dsb as primary
financiers. 100 respondents were selected frondigé@mous banks and 400 bank users were also stlesiteg purposive
sampling techniques. The data collected from tepardents was analyzed using mixed methods. Fortrer secondary
data was obtained from journals, reports and refepablications. The findings of the study reveatbdt indigenous
banks help entrepreneurs in different industriat®®s to gain access to capital which also conteibuo the economic
development of Zimbabwe. The study also revealatl itidigenous banks inculcate the habit of bankingural people

and other low income groups among other benefisidd, there is need for the government to suppdigénous banks.

KEYWORDS: Financial Services Sector, Government, Principabatory, Financial Liberalization, Developing

Countries, Government, Economic Development, CEBtak, Indigenous Banks, Financial Intermediaries
INTRODUCTION

From the 1970s up to the early 1990s, financiagdrhlization took place in developing countries a# jpf the
governments’ plans to give markets an importarg tolplay in economic development by growing tmaficial sector as
stated by Suainman et al (2012) Bumnn et al (20G2psh (2005). This led to the proliferation of igghous banking
institutions in the financial services sector asedoby Moyo et al (2014) supported by Shehzad (R00%ccording to
Sulaiman et al (2012) and Odhiambo (2011) finandi@ralization was meant to allow indigenous/loeatrepreneurs to
participate in a market that originally was doméathby foreign owned institutions such as BarclagsiBand Standard
Chartered Bank in order to bring about the so ne@edenomic development. This approach accordiRarier (2012) is
in agreement with the endogenous growth theory lvfacuses on utilizing internal resources befosoréng to external
resources. According to Romer (1994), in suppbthe endogenous growth theory, economic growtheiserated from
within a system as a direct result of internal pases rather than external processes. This isfustipported by Mare
(2004) who stated that the enhancement of a natlmmman capital will lead to economic growth by msaof the
development of new forms of technology and effitiend effective means of production. Accordingkembango and

Paloni (2010) and Ajayi (1995), a well-developedaficial system results in the efficient allocatioh resources,
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accumulation of physical and human capital andefatstchnology which results in economic developmEntthermore,
financial sector development is viewed to resulinincrease in money which directly influencesneroic development.
There are however mixed feelings as to the sigmifie of indigenous banks on economic developméritdsand Bimha
(2014) and Levine (1996)’s studies on foreign owbedks unearthed that foreign owned banks bringpetitron and
technology which improves the service quality ia ttomestic economy and the availability of excélferancial services.
This proposition is echoed by Abdolmajid, and Mativg2012), Lio (2010who noted that foreign owned banks exert
competition on domestic financial markets which ldeaa greater application of more modern bankingissikand
technology. However Berger et al (2000) suggested tomestic banks have advantages over theirgforeivned
counterparts in terms of asset size, market shadldlamguage, culture and regulations, even thoogign banks have
their own advantages to domestic banks which camibea form of technology and international expertisoreign banks
however are seen to exploit resources in developiumtries, and hence according to Claessens (2691heir nature
they posts much higher profit margins than domeltioks in developing countries but the same cabeosaid in
developed countries. Empirical studies cited elsehn this study show that literature is silenttba significance of
indigenous banks to economic development. Hencedthoidy seeks to establish the significance ofgewlbus banks in

developing the Zimbabwe economy.

LITERATURE REVIEW
The Background of the Study

For years, the financial services sector in mosthiping countries has been relying on foreign avfieancial
institutions as stated by Brown Bridge (1998). Thesstern style financial institutions supported é&alyisinesses, leaving
doors shut to 3rd world entrepreneurs creating podunity for Indigenous Financial Institutions fidfill the role of
accommodating this sector as argued by Chamlee3]19%is little interest in supporting local entrepeurs led to the
liberalization of the financial services sectorrbgst African countries leading to the removal ghticontrols in the sector
according to Sibindi and Bimha (2014). The aim w¥eabring financial inclusion so as to allow thos®®omic agents that
were not serviced by the already established far@igned banks to access financial services leatbhngconomic
development as stated by Berger et al (2000). fesalt of financial liberalization, several indigars banks entered the
once foreign dominated financial services sectocitsl by Mumvuma, et al (2003). Zimbabwe was noeaception as
new policies to liberalize the banking sector imM919were set as part of the Economic and StructAdjlistment
Programme as stated by Chigumira and MakochekaR@®&4j. However there is no concrete agreement erffects of
financial liberalization which resulted in the gfefation Indigenous Financial Institutions on econic development.
According to Aretis (1993), the effects are ambiggai@nd remain unproven. There are mixed feelingeetbre on the
significance of indigenous banks on economic dewelent with some researchers saying it differs frooantry to
country. The role of indigenous banks in Zimbabwed aheir significance to economic development remai
uninvestigated. Thus the study was aimed at ascirgathe role of indigenous banks in stimulatingoeomic

development in Zimbabwe.
The Concept of Banking

A bank is defined by Leaf (1952) and Shretha (204®)a person or corporation which performs the oble
receiving from the public, deposits payable on deiinby cheque. This definition is supported by Kiiy979) and

Uttarwar (2014) who also defined a bank as an &skethent which makes to individuals such advandemaney as may
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be required and safely made, and to which indiM&leatrust money when not required by them for Uidese banks are
regulated in terms of the Banking Act which stipetathe nature and magnitude of services they dhanalvide as stated
by Bonn (2005). Other banks such as merchant bargksot deposit takers whilst commercial banks ti@osits. Some
of the services offered by these banks are sirbidifferentiated. Furthermore, banks can be eéefiaccording to their
functions as presented by Bail (2002); Hefferndd08) further supported by Somashekar (2009). Iitiatd banking can
be defined as the business activity of accepting) safeguarding money owned by individuals and iestitand then
lending this money at a profit to the same who meuire such monies for various reasons as arguédludaro (2015).
According to the Banking Act Chapter 24:20 (2000)Zimbabwe a bank means a commercial bank or eepéing house
which carries out banking business accepting déepasihdrawable or repayable on demand or aftéxeadfperiod or after
notice and the employment of those deposits, inlevboin part, by lending or any other means fa& dlccount and at the

risk of the person accepting the deposits.

In this study a bank is defined as a lawful or légatitution which is in the business of acceptigposits that
can be withdrawn on demand as well as lending mahey interest amount to individuals and busiretsas need it over

a given period of time.

According to the IMF (2014), the activities coverbd banking have widened leading to the introdurctod
various services that banks offer. Furthermore Mdauand Nyamutowa (2013), Christopher and Jen&@67) pointed
out that banking services now include the issuasfcéebit and credit cards, providing safe custoflyaluable items,
ATM services, lockers and online transfer of furaasoss the world. Banking business plays a majler irothe world
economy as it plays the role of accepting moneysdigpfrom savers and lending it to borrowers asied by the Bank of
International Payment Systems (2003). This actieitgourages the flow of money to productive useianelstments and
this eventually leads to economic growth. In theesize of banking business, savings will sit idegpde will be unable to
transact with the world and entrepreneurs will Inetin a position to raise money for their busirgedgentures as argued
by Goyal (2007).

Functions of Banks

Employment

Ihcome Banking Investment
System
| /

Consumption

Savings

Sauce: Author

Banking remains an integral and core part of argnemy, without which economic activities becomeuaitly
impossible as they do not only play a strategie iolthe safe keeping of money and other vital dosnts of trade, but are

also facilitators of economic interests of sortth@ economy as suggested by Bollard et al (2@0R&)man et al (2012).
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It is important to note that banks fall into diffet categories in Zimbabwe namely; Commercial BaBkiiding

societies, Merchant banks and Developmental basik®ted by Chagwiza (2012) as discussed below:
 Commercial Banks

These are banking institutions whose function istoept deposits and grant short-term loans andragg to
their customers Heffeman (2005). Furthermore comiakbanks give medium to long term loans to bussnenterprises.
According to Connet and Tehranian (2014) commeluaalks provide various services to the sectoree@ftonomy such
as: credit allocation, money supply transmissiomynpent services, and liquidity and information s&s. Failure to
provide these services or inefficiency in provisian be costly to both sources and users of sagisgeell as the overall

economy and thus demands regulatory interventiahithturn affect bank performance and market value
e Building Societies

A building society is a mutual financial instituti®s owned by members. Such an institution offerkimgnand
related financial services, especially savings amdtgage lending as defined by Taylor (2003). Baoddsocieties were
established as people came together to addressrmao interest of housing and members were origiraith savers and

borrowers. However non members were needed whoteasavas profit through interest on deposits.
* Merchant Banks

Merchant banks are also known as investment bahkshvoffer services in international finance andgderm
loans to individuals, multinationals and governnse@raig (1999) further defines merchant bankingeggotiated private
equity investment by financial institutions in theregistered securities of either privately or jiplheld companies.
Furthermore Chapman and Stanley (2005) pointshattthe main functions of merchant banks are todng;sell finance
products. They also manage risk through proprieti@ging carried out by special traders who intfavith customers.
These banks manage debt and equity offerings. &umtbre, they distribute securities such as undéngrsupport, equity
share, insurance products, registering offer docusnand fixed deposits among others as noted byny @t al (1971).
These banks also assist clients with project advama concept stage through feasibility studiegxamine viability of a

project and preparing detailed project reports.

» Development Banks

Entrepreneurs require medium to long term capdattie purchase of machinery and equipment, teogychnd
expansion. Such financial assistance is provideBéyelopment Banks. They also undertake other dpwetnt measures

like subscribing to the shares and debenturesddsyeompanies, in case of under subscription®itbues by the public.
The Financial Liberalisation in Zimbabwe

Many scholars and policy makers widely acknowledgfeat financial liberalization leads to more ecoimmm
development since the pioneering works of McKin(b®73) and Shaw (1973) as argued by Kapur (1978Ri&(1977),
Bencivenga and Smith (1991) and Levine (1997). @Hers been an increase in the number of countripeimenting
financial liberalization as a strategy to boosirteeonomic development after the declaration ef Fmancial Repression
School as stated by Tornell et al (2004) and Belkeateail (2005). According to Venet (1994), there #heoretical effects
of financial liberalization that could be transmittto economic development through two main vievagchvare savings
and investments. Furthermore, Bandiera et al (2008n and Hasan (1998), Hermes (2005) De Melo@1L88d Archy
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(2005) pointed out that financial liberalizatiormdks to increased savings which in turn stimulatestment activities and
hence economic growth. Thus the proponents of theapt of financial liberalization argued in favairfreeing financial
markets and letting the determination of credib@dtion become market driven as stated by Are2@65). However on
the other hand financial liberalization was prousdvarious studies to have several negative effentshe economy.
According to Miottie and Plihon (2001), Liewelly2d02) and Kaminsky and Reinhart (1999), finandlaralization is
responsible for the emergence of new banking behdie high risk appetite and speculative behaviarrthermore it
opened external shocks and it increased uncertaimdycompetition between banks and between barksi@m banks as
stated by Demetriades and Luintel (2001), Bertretral (2007) and Cubillas and Gonzalez (2014). Eguently empirical
studies remained with inconclusive results andrniseziency on the effect of financial liberalizatiand have not given an
identical measure of financial liberalization aga®untries and across time as noted by Das (200wse conflicting
results on the real impact of financial liberalisaton economic development is a cause of condernce the need to

determine the significance of indigenous bankseivetbping the Zimbabwean economy.
The Emergence of Indigenous Banks in Developing Catries

Before the independence of most African countnesst of them such as Kenya, Nigeria, Uganda, Ghaoath
Africa, Zimbabwe included, had their financial sees sectors dominated by few foreign owned barkstated by
Frederick (2014), Ongere (2013) and Adeyeni (20E@jthermore Bumann et al (2012) and Munyoro antirida (2016)
argue that many government policies that focusedamrolling financial services sectors becamedasingly criticised
as they were viewed to be blocking the efficienctioning and development of financial institutiptisereby stalling
economic growth. Furthermore McKinnon (1973), SHa®73) and Binha (2014) state that the stagnatfoemconomic
growth and economic crises are related to finanejatession policies which have gained ground. Gowents were also
under pressure due to the globalization of market®nsider financial market controls. The objezftior the liberalization
of the financial sector was to promote indigenoastipipation and to foster economic growth. Thignidine with the
endogenous growth theory. In the case of Zimbalfimancial liberalization brought about the deregjola of the financial
sector leading to the removal of tight controlst thare put in place during the colonial era. Tlid to the proliferation of
Indigenous banks as policy measures were designedrégulate and transform the financial systemi@nstructure with
the view of achieving a liberalized, market-oriehténancial system as noted by Makochekanwa (20EBjthermore
Mumvuma et al (2003) noted that there were onlgrgifin owned banking institutions in Zimbabwe befordependence
in 1980. The financial reforms adopted in the 198&ssed the emergence of indigenous banking itistilin Zimbabwe
in line with the Economic and Structural AdjustmelRtogramme as presented by Bongani and Sibindi4)201
The objective was to allow indigenous players tdipi@ate in the economy to promote financial depehent in particular
and economic development in general as given bydya(1995). The growth of the sector was notedHeyytear 2002
when the country registered an increase in the surabparticipants to 40 banking intuitions as présd by the RBZ
(2003). The expansion of the banking sector wagelgrwelcomed as a positive development. Thus,sthidy endeavours

to ascertain the significance of these indigenarkb in the economic development of the country.
METHODOLOGY

The study adopted the pragmatism philosophy asdbmpasses both objective and subjective framesttend
utilization of both quantitative and qualitative timedologies, striking a balance between positivésid anti-positivists

(Saunders et al 2009 and Crewell 2010). Genertily,research philosophy is aimed at investigating seeking an
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understanding of the issue under study such asitfreficance of indigenous banks on the economielbpment of
Zimbabwe. Since the objective of this study wasapture the significance of indigenous banks toneouc development,
the case study design was used (Vohra, 2012 and1¥9Bil), but Yin (1984) argues that though the &isdy design is
complex, it permits the induction of rich and rblem models. The study concentrated on bank sensees in the Harare
Metropolitan province, from which the population msted by RBZ (2015) statistics is approximately0 30 active
account users represented in 8 operational indigebanks in Zimbabwe. The banks used for the sanedyCBZ Bank,
FBC, ZB Bank, Steward Bank, NMB Bank, Agribank, kbgtolitan Bank and POSB Bank (Polit and Hugler, 999n
this study a non-probability sampling method wasdu@<rathwohl, 1993; McPhail, 2001; Saunders e2@08). The study
also used the purposive sampling technique in commwith the sample for the study. Thus the samle composed of
400 respondents made up of service users and $p0rdents made up of management from 8 indigeranisstand their
branches in Harare (Saunders et al, 2007; Berr20@2; Sheppard (2006). The study used a structuilesit scale
guestionnaire to collect data (Mellenberg, 200&&aer, 2008).

It is important to note that the information obtinfrom interviews, questionnaires, document atalgad
observations was processed and analyzed usinggoatftitative and qualitative data analysis techesqrhe researcher
used the Statistical Package for Social SciencBS$3 to code and analyse quantitative data codlfoben the research.
According to Arkkelin (2014), SPSS enables the aedeer to detect errors and omissions and to dotheern where
possible, and enables the researcher to obtairst&tmtranging from simple descriptive numbers arhlyses of
multivariate matrices. Accordingly, the researcheed numerals assigned to answers on the quest®toaapture the
responses into a limited number of categories wikhaustive as well as mutually exclusive charasties. Closed and
open ended questions were used in the questionmeEnee the researcher analyzed those closed epu@stions using
SPSS. The researcher captured the responses &dhestions in their chronological order using naiseassigned to
define them in SPSS package. Tests were done ddtar processing using the SPSS package to detethengpe of

statistical tests that shall be used in the dasdyais.

FINDINGS
Significance of Indigenous Banks to Economic Devglment
The main objective of the study was to establisa #lignificance of indigenous banks to the economic

development of Zimbabwe as discussed below:
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Figure 1: Indigenous Banks Offer Priority Sectors Sipport Critical to
The Economic Development of Zimbabwe
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The study established the role played by indigermarsks in supporting priority sectors that bringremmic
development to Zimbabwe. The results from the stuye shown that indigenous banks support priggstors that bring
about economic growth. The study shows that indigerbanks tend to support mining, agriculture, atlan, transport
and health sectors which are critical to the ecdnatevelopment of Zimbabwe. It therefore calls fioore support for
indigenous banks in order to have sustainabilitguch priority sectors. The result obtained shoted 10% strongly
agreed whilst 23% partially agreed and 45% who edyri® this fact. Cumulatively, a total of 78% o&thespondents
agreed that indigenous banks support priority $ectieat contribute to economic development. Howe18f6 of the
respondents partially disagreed and 4% stronglggieed respectively that indigenous banks suppaotity sectors. A
cumulative total of 22% disagreed that indigenoasks support priority sectors. The role the barlag jm the economy
were also highlighted as that of financing entrapreship. The financing of entrepreneurs bringsuabmproved
production and the creation economies of scalenaem@eneurship increases through adequate fingraiating new

businesses, which help create new jobs for peapeiggested by Montiel (2003).
Financial Inclusion Initiatives by Indigenous Banks

Table 1: Financial Inclusion Initiatives

Frgqut_ancy Frequency it Percentage| Valid | Cumulative
ervice Bank Frequency % % %
Users
Strongly Agree 87 35 122 30 30 30
Partially Agree 52 13 65 16 16 46
Agree 96 40 136 33 33 79
Partially disagree 62 10 72 17 17 96
Strongly disagree 15 2 17 4 4 100
Total 312 100 412 100 100

Source: Primary Data

The study established the significance of indigesnbanks by establishing if they promote financradlusion.
The results revealed that 30% strongly agreed whé$o partially agreed and 33% agreed that indigermanks do have
financial inclusion initiatives in Zimbabwe. Thesponses gave a cumulative total of 79% of those adpeed that
indigenous banks have financial inclusion initiaBv However, 17% partially agreed whilst 4% strgndisagreed.

Therefore a cumulative total of 21% did not agiex there are financial inclusion initiatives amahg indigenous banks.

Financial Inclusion in Zimbabwe
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Figure 2: Financial Inclusion
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According to Mataruka (2015), indigenous banks mrtanfinancial inclusion. Overally from the data geeted,
there has been an increase in banking activititéls various players in the economy. The served asad from 38% to
69% whilst the banked increased from 24% to 30%r&lwas a slope in the informal sector from 37%1%. The level
of financial inclusion between 2011 and 2014 isitaited to deliberate efforts by the governmengutatory authorities
and other stakeholders to improve financial indaodevels in the country; and the ongoing adoptibtechnology based
models of delivering financial services by bankiagd non-bank financial institutions including sommécrofinance

institutions. Leveraging on technology has enalffilehcial institutions to expand outreach at reafbas cost.

Indigenous Banks Engage in Corporaté&ocial Responsibility (CSR) Initiatives

u Strongly Agree

H Partially Agree
Agree

® Partially Disagree

W Strongly Diisagree

Source: Authors

Figure 3: CSR Initiatives by Indigenous Banks

To further establish the significance of indigenbasiks to economic development, the study alsottadaga to
establish how indigenous banks participate in caj@osocial responsibility. The results presentedhe table above
showed that 23% strongly agree as well as 23%afigrigreed whilst 47% agreed that indigenous bamigage in social
corporate responsibilities. Those who agreed hawenaulated total of 93%. However 5% partially dissgl whilst 2%
strongly disagreed to the fact that indigenous baigage in corporate social responsibilities. Audatively 7% of the
respondents disagree that indigenous banks engagegorate social responsibilities. These regufisfy that banks have

contributed to communities through corporate sa@sponsibility programs and thus improving livelias.
Indigenous Banks Promote a Savings Culture

Table 2: Promotion of Savings Culture by IndigenouBanks

HIEGUEG) Frequency Total Percentage| Valid | Cumulative
SEIED Bank Frequency % % %
users

Strongly Agree 30 20 50 12 12 12
Partially Agree 87 25 112 27 27 39
Agree 105 45 150 36 36 75
Partially disagree 48 0 48 12 12 87
Strongly disagree 42 10 52 13 13 100
Total 312 100 412 100 100

Source: Author
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The study analysed the role played by indigenouk$an promoting a savings culture among the serugers.
These savings are used to fund deficit sectorshefdconomy to enhance productions, thereby regultitonomic
development as argued by Leeladhar (2009). Thdtsesbtained in Table 1 above shows that 12% ofréspondents
strongly agree to the fact that indigenous bankprdonote a savings culture, whilst 27% partiallyessg with 36% who
agreed to this factor. A cumulative total of 87%lwé respondents do agree that indigenous banksopecsavings culture
in Zimbabwe. However 12% and 13% of the respondpatsially disagree and strongly disagree respelgtithat the
indigenous banks do promote savings culture. Thaise disagreed were represented by a cumulativé tdt25%.
The result from the study has shown that indigermarks have contributed highly in savings mobilaatthus making it

possible for deficit sectors to access financiglsut.

Extending Credit for Productive Sector

' . | Strongly Agree

| Partially Agree

Agree
m Partially Disagree

m Strongly Diisagree
46%

Source: Author

Figure 4: Credit Extension by Banks

One of the drivers of economic development is thalability of low cost credit to productive secsdsy banks as
stated by Boyd and Nicolo (2005). To analyse thiscfion, a look at the extent to which the bankeegiredit to
productive sectors was done and the results showigure 3 above were obtained. The results shawahly 24% of the
respondents strongly agreed that indigenous bafifidss avedit much easier than foreign owned bank8sivth3% partially
agreed and 46% agreed that they find indigenouksha@iving credit to productive sectors. However 18#othe
respondents partially disagree that these bankextend credit to productive sector whilst 4% stigndisagreed.
The analysis shows that cumulatively, 83% represktitose who agreed against a cumulative 17% ttatad agree that

indigenous banks offer credit facilities to produetsectors.
Finance of Capital Projects

Table 3: Financing of Capital Projects

Frequency | Frequency Total Percentage| Valid | Cumulative
Service users Bank Frequency % % %
Strongly Agree 17 17 34 8 8 8
Partially Agree 78 28 106 26 26 34
Agree 128 50 178 43 43 87
Partially disagree 62 5 67 16 16 93
Strongly disagreeg 27 - 27 7 7 100
Total 312 100 412 100 100

Source: Primary Data
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In order to establish the significance of indigemdnanks to economic development, the study alsbksted
how the banks respond to financing capital projdetesm the results, 8% of the respondents stroagtge that the banks
do finance capital projects whilst 26% represeritemke who partially agreed and 43% agreed thagémdius banks
finance capital projects. Cumulatively 87% agre®at indigenous banks finance capital projects. Hewd 6% partially

disagreed whilst 7% strongly disagreed. Cumulagivd% disagreed that indigenous banks finance agpibjects.

Indigenous Banks Regard Customer Focus as the Imptant Performance Indicator

W Strongly Asree

m Particlly Agree
Agree

M Particlly Disagree

m Strongly Diisagree

Source: Authors

Figure 5: Customer Focus as the Important Performane Indicator

The results obtained from the analysis of how iedmus banks regard customer focus as an important
performance indicator show that 14% strongly agwél 19% of the respondents partially agreeing.tfienmore 46%
show that they agree to this fact. The responses slaown a 76% cumulative total of those who agthatlindigenous
banks are customer centric. However 16% partiglhead and 5% represented those who strongly agféedcumulative
total of those who disagreed was 23%.

Confidence Levels With Indigenous Banks Are Highehan with Foreign Owned Banks

Table 4 Confidence Level Growth in Indigenous Banks

Frggn?::y Frequency Total Percentage| Valid | Cumulative
0, 0, 0,
Users Bank Frequency % % %
Strongly Agree 45 26 71 17 17 17
Partially Agree 35 24 59 14 14 30
Agree 144 50 194 48 48 78
Partially disagree 83 0 83 20 20 99
Strongly disagree 5 0 5 1 1 100
Total 312 100 412 100 100

Source: Author

The study also established the confidence leveldbevice users had in indigenous banks. The =esbitained
showed that 17% of the respondents have strongdamtie in these banks whilst only 14% who partiaireed in

transacting with indigenous banks. Furthermore 48f@wed that they agree and have confidence in thasks under
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study. The results also showed that 20% of theorebgnts partially disagreed that they have confiden local banks
whilst 1% strongly disagreed having confidencehi@ banks under study. The analysis showed thatiledinely 78% of

the respondents have confidence in the servicesaaffby the indigenous banks whilst 21% disagreed.

Government and Regulatory Support Systems
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Source: Author
Figure 6: Indigenous Banks Get Support from Governmant and Other Regulatory Systems

The researcher also sought to establish whethemmtligenous banks have been getting any suppom tie
government and any other regulatory support. 15%@frespondents strongly agreed, 30% and 35%eofetspondents
partially agreed and agreed respectively to theiptocof government and regulatory support. Howea8% of the

respondents partially disagreed that the indigemhainks are receiving any support.
Performance of Indigenous Vs Foreign Owned Banks

According to the RBZ statistics, the banking secemenue was US$870 million as at the end of 2@1d/hich
the foreign banks accounted for 34% while indigenbanks accounted for 66% of the revenue. The bgn&ector
witnessed significant growth in deposits, loans addances in 2011 and the trend continued into 28b%ever, demand
for credit continued to outweigh the available dypyd funds as evidenced by the high loan to ddpagios by domestic

banks as shown in Figure 6 below.

Loan to Deposit Ratios
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Figure 7: Loan to Deposit Ratios- Domestic and Foign Banks (2009-2011)
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Furthermore total deposits rose to US$4.02 bilasrpresented by the RBZ (2011). The deposit matiaate was
distributed as follows; 94% commercial banks, 1%aheant banks, 4% building societies, and 1% for BOSurthermore
according to RBZ (2011), total banking deposit$ooéign banks continued to decline, having declifrech 45% in 2009
to 30% in 2011. On the other hand the share ofjgntbus banks rose from 55% to 70% by the year 2BG@#ently, the
deposits market and the loan book were dominatethdigenous banks. Data presented in Figure 7 bela® used to

compare the years 2010 and 2011 deposits in botigfoowned and indigenous banks.
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2009 2010 2011

M Foreignbanks ~ m Domestic banks

Source: MMC Capitahivestment (2012)
Figure 8: Foreign Vs Domestic Banks Contribution toDeposits (2009-2011)

In 2011, indigenous banks grew their market sha&906, whilst the building societies and merchatks had a
market share of 8% and 1% respectively compared%oand 5% respectively that they attained in thary2010.
The growth in market share could be attributed @mfidence levels in the indigenous banks and strihgoolices

implemented to protect depositors’ funds due tlufas of some indigenous banks.
CONCLUSIONS

The findings of the study revealed that indigenbasks are significant in developing Zimbabwe’s @goy. It
was revealed that indigenous banks have made fadamclusion possible. As a result, the generabligu and
entrepreneurs are able to access financial serpicahucts through indigenous banks. This has dmrtid to access to
capital for entrepreneurs that also contributedonemic development. Furthermore, Zimbabwe hasegfi@sectors that
contribute to economic development hence need e hacess to financial products. In the study,as wiscovered that
indigenous banks have financial products that aisugporting these priority sectors such as minaggiculture, health,
transport and education that makes the economyaw. gAccording to Nyoro (2002), lack of capital almv liquidity
affect the ability of economic agents such as fasm® purchase inputs such as seeds, fertilizeds pesticides.
Furthermore, the average production efficiency lleae higher among producers who have accessrmafaredit as
stated by Awudu and Richard (2001). It was furtbiexcovered that indigenous banks extend finaneigpert to the
productive sectors and also finance capital prejetis is in agreement with Chamlee (1993) onstody of Indigenous

African Institutions and economic growth whose firgbs were that foreign owned banks are not sucekessfmproving
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financial services to the bulk of the populatiom.the Western African context, given that smalremteneurs are for the
most part illiterate women, it is for the most atreaboth of the small business person not accgptie practices of
formal banking institutions as well as formal barkinstitutions not having interest in reaching tthis section of the
market. It is therefore too costly for the foreigwned banks to extend lending services to the serglepreneurs.
Furthermore, foreign owned banks’ gauge for credlitiness of potential borrowers is required to amthnding of

language as noted by Lycette (1985). In additiba,dtudy observed that indigenous banks have boted to the growth
of deposits through promoting a savings culturdigenous banks have also taken the lead in promotiral banking as
evidenced by their spread to places outside thanucenters. These areas were previously not sdriigdoreign owned

banks. This is supported by Anti (2012) in a stodythe rural banking and rural development in Gharmach established
that the inclusion of rural population in financgdrvices promotes deposit mobilization and acte$imancial products

that improve living conditions and inculcate théiaf banking in the dwellers of the rural comnties. These savings
are thus used to finance the deficit sectors ingb@nomy resulting in economic development. Thevtran savings

mobilization could have been made possible throthghgeographical spread of indigenous banks thaitnieede them

easily accessible across Zimbabwe. Furthermoresthey revealed that indigenous banks are custoomrséd with

products and services designed to meet customeisnébe study further revealed that confidencelseireindigenous

banks grew over the period and hence the contingmygth in deposits and accounts that clients apiémthe indigenous

banks. Furthermore, the study observed that thragyogternment and regulatory support, the performaridadigenous

banks can improve. In addition, the operating eminent that these banks operate in is experierttamgh economic
conditions which make it difficult for them to keafloat. It is therefore the obligation of both tRBZ as the regulator of
the financial services sector and the governmeawiutih the ministry of finance to craft policies ttsapport indigenous
banks to operate smoothly in Zimbabwe. The studthéu observed that policies affect confidence lewe domestic

banks. The study also observed that withdrawatsipolicies imposed by the RBZ and government l¢adsther people

holding on to their money or channel them throughmal banking channels.

RECOMMENDATIONS
Introducing Capital Requirement Support Policies

Indigenous banks find it difficult to compete wifibreign owned banks due to economies of scaleasdsby
Nyamutowa and Masunda (2013), Adeyemi (2011), [(#810). The minimum capital requirement which adaug to the
RBZ (2015) is US$100 million makes it difficult famdigenous banking institutions to rise in ordepperate and compete
with the foreign owned institutions. Furthermorke tclientele services by local banks are small &diom income
generating institutions which were previously netved by foreign owned banks as argued by Chanil@@3j. It is
therefore prudent for monetary authorities and govent to restructure capital requirements thak aibw indigenous
banking institution to inject a lower level capithbn that paid by foreign owned institutions thet supported from their

home country with already established institutions.
Reduction in Bank Charges

According to Ernest and Young (2010), Deloitte (201bank charges and service fees are one of ther ma
factors to customer attrition from the formal bankisystem. To further buttress customer confidearad a change of
behavior towards banking institutions, the studgoremends that the Reserve Bank of Zimbabwe and o#tygilatory

bodies engage the banking fraternity with the vidweducing user transactional costs and offelebétterest rates to lure
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customers and encourage the savings culture. $hisagreement with Ekpenyong (2011) studying barid economic
development in Nigeria, in which findings revealit the participation of indigenous banks exertechpetition on
larger international banks leading to a reductiobank charges. As a result, more and more petbjpleneled their excess

funds into formal banking institutions.
Managing Quality Asset

Banks’ profitability is affected by the quality afsets it holds as stated by Chisti (2012) and kamna (2016).
The assets include among others current assetit grertfolios, fixed assets and other investmemtscording to
Athanasoglou et al (2005), assets size has a dietationship with the age of the bank. Loans aeerhajor asset that
generates most of the income for the banks. letbez means that the quality of loan portfolio dei@es profitability. As
stated by Dang (2011), the highest risk affectingkbperformance is derived from delinquent loartés Ts in agreement
with the RBZ (2008)’s claim that failure of mostdigenous banks was attributed to high non-perfogn@ans. Thus,
banks that manage and reduce non-performing losset dook will increase profitability as stated®angmi and Nazir
(2010). The study therefore recommends that indigenbanks come up with systems and policies thaescand

scrutinize the quality of clients before allowirgetissuance of loans.
Review of Monetary Policies

According to Soludo (2004), tightening monetaryi@pregulations constrains the ability of finandiastitutions
to optimally contribute to the economic developmeht country. Furthermore, policies that permitearvironment of
growth will make the banks stronger, resilienthocks and capable of funding the real sector aneisnsion, enhancing
economic development as argued by Onoh (2002).riEle Banking Amendment Act (2015) prohibits any shaider
who holds 5% and above in a Financial Institutiorinoa Holding Company that controls a financiadtitution to occupy
executive positions, sit in any board or appoimsel relations to proxy his interests in such ingths. The policy
discourages investors in the financial sector. ddygtal requirement to start a banking instituti®wery high and no one
would wish to run that business if they cannotrbmived. This therefore calls for policy makergéwisit this banking act
in order to attract more indigenous entreprenearpatrticipate in the financial services sector idev to develop the

economy of Zimbabwe.
Confidence Building Campaigns

Although cumulatively services users have showmdawe confidence in the indigenous banks, the effett
failure of indigenous banks in the year 2004 tory2@08 led to the erosion of market confidence hia market.
The researcher recommends that Indigenous Bankistitutions take Corporate Social Responsibilitygn®nunity

Wellness and Sustainability Programs into the hefatieir customer and deposit mobilization straeg
Technological Innovation to Improve Access to Finagial Services

Technology in the present day has rapidly evolvedksenting an opportunity for banks to improve the
effectiveness of savings. Serving clients throughkband mortar can be expensive for banks whickeha staff and
maintain branches and for customers who may hat@avel long distances to deposit and withdraw nycae posited by
Goldberg (2012). Branchless banking promotes ttigedg of financial services outside conventionahking halls using
information and communication technologies as dtate Carmel and Scott (2009). This is further supggbby O’Brien

and Marakas (2009), posting that banking serviees e offered everywhere through technology andtkarefore be
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delivered through mobile phones, ATMs, POS drivgmireless and fibre link riding on the interneheTstudy therefore
recommends banks to engage mobile network opertidegilitate the use of mobile money through &fatic transfer.
This will change the way their customers access apomwften in ways that reduce their financial aimdet costs.
Furthermore, electronic banking can reduce coddsirmrease financial inclusion to low income groapsl the unbanked
households, which will in turn increase deposit itidition and the channeling of excess funds tadpotive sectors of

the economy.
Liquidity Management Practices

Banks depend on the capacity to and the abilitfylfdl their obligations, mainly of depositors. €hprofitability
of a bank is thus positively related with the lidjty position the bank has as posited by Dang (20The commonly used
financial ratio to assess liquidity position acdogdto the above author is customer deposit td tstsets and total loan to
customer deposit ratios. The study recommends rifeatagement of indigenous banks as well as regylaystems
employ liquidity management practices that growiliity levels in these banks. The recent cash agertvhich has been
rampant in the country was attributed to poor aasinagement practices as argued by the RBZ (2055 result banks,

have not been able to settle their obligationsgjeogditors resulting in low deposit mobilization.
Areas of Further Research

The study was carried out in Harare metropolitaly and did not solicit for opinions of banks andvéee users
outside Harare due to time constraints and thezefodifferent opinion might have been reached Ishibinad covered a
wider area. However gray areas that needed attew#iwe addressed. It is therefore prudent thahdurstudy can be done
taking into consideration a wider population anthgke so as to have a wider view of participantstif@armore, a more
detailed analysis on specific projects that indigenbanks have done can be further studied to esédtheir significance

to economic development.
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