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ABSTRACT

The main objective of this study was to establlsh impact of indigenous banks to the Zimbabweamaty
since their introduction to-date Indigenous banies jast like any other financial institutions arftey act as financial
intermediaries who channel funds from those whoehexcess money for investing at an interest toetivaiso want to
borrow at an interest, thereby creating a lenderdveer relationship. Indigenous banks also providencial services that
reduce the cost of moving funds between borrowadslanders, leading to a more efficient allocatidnesources and
also faster economic growth among other roles. Emnsntly, phenomenology and a case study were inséis study
and the sample was employed to select purposivelsagntechniques. The data collected from the redpats was
analyzed using qualitative methods and secondatey Was also obtained from journals, reports and &tsm relevant
publications. The research findings showed thaigambus banks have a negative impact to the Zimbahveconomy as
they are closing down in their masses resultinthousands of people losing their jobs and alsa ttesh deposits. The
closure of these indigenous banks has been blamedeak supervisory just to name a few. Additionathe closure of
indigenous banks has resulted in failure to hetpepneneurs in different industrial sectors to gainess to capital which
resulted in the negative growth of the Zimbabwezonmemy. The study recommends that all indigenoak$ahould have

a strong lending policy and they should also reffeom abusing people’s money as a result of ugagibnal conduct.

KEYWORDS: Indigenous Banks, Banking Sector, Government Rslidrincipal Regulatory, Financial Liberalization

Developing Countries, Zimbabwean Economy, Unpradesd Conduct, Unemployment

INTRODUCTION

The liberalization of the economy in general andsemuently the financial sector started in the $220noted by
Makoni (2006) and new zimbabwe.com. As suggestedvibyo et al (2014) and Shehzad (2008), this theh tte
the explosion of indigenous banking institutions as result of the profitability of the financial gec
The financial liberalization was meant to allowigghous/local entrepreneurs to participate in aketahat originally was
dominated by foreign owned institutions such ascBgs Bank and Standard Chartered Bank and thisinvasder to
bring about the so needed economic developmenaifBah et al, 2012 and Odhiambo, 2011). This econ@pproach
according to Romer (1994) and Parker (2012) waseaimat utilizing internal resources before resortitgy
external resources something known as endogenomstlgrtheory. The endogenous growth theory whichais
economic theory suggests that a well-developednéigh system results in the efficient allocation m@sources,
accumulation of physical and human capital and efagiechnology which results in economic development
(Kambango and Paloni, 2010; Ajayi, 1995; Munyord &ube, 2017).
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However, there are mixed feelings as to the impcindigenous banks on the economic development of
Zimbabwe as Sibindi and Bimha (2014) and Levine9@)$ studies on the foreign owned banks sugget fireign
owned banks bring competition and technology whidproves the service quality in the domestic ecop@and the
availability of excellent financial services. Thpsoposition also suggests that foreign owned baxest competition on
domestic financial markets which enable a greateplieation of more modern banking skills and tedbgy
(Abdolmajid and Mahvash, 2012; Lio, 2010). Accoglinto Munyoro and Dube (2017)’s study on indigesidaanks in
Zimbabwe suggests that indigenization of banks$gsificant to the Zimbabwean economy but none hassarched on
the impact of these indigenous banks on the Zimlealoweconomy. Thus, this study aims to establishctw of

indigenous banks to the Zimbabwean economy.

LITERATURE REVIEW
The Background of the Study

As noted by Brownbridge (1998) and Munyoro and D(#87), for several years, the financial serviessor in
Zimbabwe and other developing countries has beerirdded by foreign owned financial institutions B&s Barclays and
the Standard Charted Bank. Unfortunately theseemestyle financial institutions mainly British Hensupported by large
businesses such as British American Tobacco (BAmpray others have not been supporting local entnepirship
making it difficult for third world entrepreneur® tbenefit from this sector consequently creatingpasfunity for
indigenous financial institutions to fulfill the lof supporting these new-fangled entrepreneuis wére emerging after
independence from the colonial powers as suggelBjedChamlee (1993). This little interest in suppugtilocal
entrepreneurs led to the liberalization of the ricial services sector by most African countriesluding Zimbabwe
thereby leading to the removal of tight controlstiire sector (Sibindi and Bimha, 2014; Munyoro angh® 2017).
The aim was to bring financial inclusion so as bova those economic agents that were not servicedhb already
established foreign owned banks to access finaseialices as argued by Berger et al (2000). Assaltref financial
liberalization, several indigenous banks enteredahce foreign dominated financial services seatat Zimbabwe was
not an exception as new policies to liberalize liheking sector in 1991 were set as part of the &@winand Structural
Adjustment Programme (ESAP) as noted by ChigumithMakochekanwa (2014) and Mumvuma et al (2003).

The Concept of Banking

A bank is defined as a person or corporation whopms the role of receiving from the public, defp@payable
on demand by cheque as noted by Leaf (1952) arett#h(2010). In addition, a bank is defined assaabdishment which
makes to individuals such advances of money ashaagquired and safely made, and to which indiv&laatrust money
when not required by them for use as suggested ibly K1979) and Uttarwar (2014). Furthermore, Olad#2015)
defined banking as the business activity of acogpdind safeguarding money owned by individualsemtdies, and then
lending this money at a profit to individuals whaynrequire such monies for various reasons. Lastlynot least,
Munyoro and Dube (2017) defined a bank as a lawflkgal institution which is in the business ofe@gting deposits that
can be withdrawn on demand as well as lending mahey interest amount to individuals and busiretsa need it over
a given period of time. Thus, banks are regulate@ims of the Banking Act, which stipulates theuraand magnitude of
services they should provide (Bonn, 2005; Munyard Bube, 2017). Additionally, banks such as mertbanks are not

deposit takers at the same time commercial barkesdaposits. Furthermore, some of the servicesemfby these banks
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are similar but differentiated (Munyoro and Dub812). That said, banks can be defined accordirtheiv functions as
noted by Bail (2002), Heffernan (2005) and Somaah€X009).

According to the Banking Act Chapter 24:20 (2009nated by Munyoro and Dube (2017), in Zimbabweuakb
means a commercial bank or an accepting house wdaigies out banking business accepting deposttedreiwable or
repayable on demand or after a fixed period orr afteice and the employment of those deposits, tinlevor in part, by
lending or any other means for the account anbeatisk of the person accepting the deposits (Munypmd Dube, 2017).
Thus, the activities covered by banking have widelgading to the introduction of various servichattbanks offer
(IMF, 2014). In this case, the banking services moglude the issuance of debit and credit cardsyiging safe custody
of valuable items, ATM services, lockers and onlingransfer of funds across the world
(Masunda and Nyamutowa, 2013; Christopher and denRD07). Thus, the banking sector plays a majerin the world
economy as it accepts money deposits from savetdenting it to borrowers as noted by the Bank rgginational
Payment Systems (2003). Most importantly, thisvitgtiencourages the flow of money to productive ard investments
as suggested by Munyoro and Dube (2017). Thufierabsence of banking business, savings will ktadd people will
be unable to transact with the world and entrepreneill not be in a position to raise money foeittbusiness adventures
as argued by Goyal (2007), Bollard et al (2006) Ratiman et al (2012).

It is important to note that banks fall into diffet categories in Zimbabwe namely; Commercial BaBki#iding

societies, Merchant banks and Developmental basik@ted by Chagwiza (2012) and Munyoro and Dub&7{20
The Introduction of Indigenous Banks in Zimbabwe

Before the independence of most African countmesst of them such as Kenya, Nigeria, Uganda, Ghaoath
Africa, Zimbabwe included, had their financial Sees sectors dominated mainly by few foreign owhedks, especially
British banks (Frederick, 2014); Ongere, 2013; Adey2011). After independence, governments weteipder pressure
to consider removing some of the financial marl@ttwls which were in place and seen to be keepirtgocal people
from benefiting from the financial sector in term&borrowing money. Thus the objective of the ldderation of the
financial sector was to promote indigenous paréittgn and to foster economic development as sugdédsg Munyoro
and Matinde (2016). In the case of Zimbabwe, filgiiberalization brought about the deregulatidiihe financial sector
leading to the removal of tight controls that werg in place during the colonial era as noted bynjwo and Dube
(2017). Consequently, this led to the proliferatafrindigenous banks as policy measures in Zimbalere designed to
deregulate and transform the financial system #dtructure with the view of achieving a liberatiz market-oriented
financial system as noted by Makochekanwa (2018)Munyoro and Dube (2017). At the time as notedviynvuma et
al (2003) there were only 5 foreign owned bankingfitutions in Zimbabwe. Thus, the financial referadopted in the
1990s caused the emergence of indigenous banksgtiguitons in Zimbabwe in line with the EconomicdaBtructural
Adjustment Programme (Bongani and Sibindi, 2014) sfggested by Harvey (1995) and Munyoro and DRab&7), the
objective was to allow indigenous players to pgitite in the economy in order to promote finanamlusion in the
country. Consequently, the growth of the sectovas noted by the year 2002, when the country mgidtan increase in
the number of participants to 40 banking intuitigf®BZ, 2003). The expansion of the banking sectas Wargely
welcomed by mixed feelings but recent study seegamisation of banks as a positive development iimbabwe

(Munyoro and Dube, 2017). Thus, this study aimesiablish the cost of indigenous banks to the Zbwlean economy.
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METHODOLOGY

The study used the phenomenology approach andlpediethe researchers to understand how individuals
construct reality as noted by Cooper and Schin@®11) as well as Munyoro and Gumisiro (2017). Tdtedy
concentrated on bank service users in the Hararnérfée. Thus, a case study approach was used bieetiiee researchers
to intensively study the indigenous banks and theimpact on the Zimbabwean economy
(Thakur, 2003; Gurnmesson, 2003) but Yin (1984) khohyoro and Gumisiro (2017) argue that even thotighcase
study design is complex, it permits the inductiémich and reliable models. Questionnaires and agnoups were used to
gather data from the indigenous banks on the krayeepertaining to the cost of indigenous banksh& Zimbabwean
economy (Munyoro, 2014). The population was madefumppproximately 300 000 active account usersesgrted in 8
operational indigenous banks in Zimbabwe. The barses! for the study are: CBZ Bank, FBC, ZB Banlew&trd Bank,
NMB Bank, Agribank, Metropolitan Bank and POSB Bafiolit and Hugler, 1999). In this study a non-mbitity
sampling method was used (Krathwohl, 1993; McPI2&iQ1; Saunders et al, 2008; Munyoro and Dube, 01 study
also used the purposive sampling technique in commwith the sample for the study. Thus the sample composed of
400 respondents made up of service users and $p0néents made up of management from 8 indigenanisskand their
branches in Harare (Saunders et al, 2007; Berr20@2; Sheppard (2006). The study used a structuilesit scale
guestionnaire to collect data (Mellenberg, 200&daer, 2008).

Data Analysis

In order to produce meaningful results, the datt thas gathered from questionnaires and focus grougs
analysed using Qualitative Data Analysis (QDA)which the data was transformed into some form gqflanation of
the respondents’ views on the cost of indigenous nkbéa in Zimbabwean economy
(Seidel, 1998; Munyoro, 2014; Munyoro and Gumis017). Consequently, the process of QDA involvedirg and
writing as suggested by Seidel and Kelle (1995)thia case, as noted by Munyoro (2014), the rebeascdooked into
themes by identifying passages of text and appliabgls to them that indicated some thematic iddes labelling or
coding of themes enabled the researcher to quigktheve all the texts that were associated withagticular thematic
idea, and examine and compare them (Munyoro €Bdl6;2Munyoro and Dube, 2017). Using Seidel's (199®yel, the
researcher divided the model into three parts, haieticing, Collecting and Thinking about intenest things as noted
by Munyoro (2014) and Munyoro and Gumisiro (20IIhese parts are interlinked and cyclical. As sutggeby Seidel,
the researchers noticed interesting things in #ia dnd assigned ‘codes’ to them, based on the togheme as shown in
the findings section, and these 6 codes were mused to break the data into sections. As sugljést&ibbs (2002) the
codes were then used to act as sorting and calieckevices. Quantitative methods such as NOVA va¢se used to
analyse data.

Table 1: Below were the Major Factors Leading to Cllapse of Local
Banks with their Means and ANOVA Values

Factors Causing Collapse of Bank{ Mean | Std Deviation | ANOVA p.Value
poor leadership 2.1 0.82 0.30
extent of capitalization 1.8 0.71 0.07
liquidity problems, 1.4 0.84 0.24
small deposit base 2.6 0.57 0.13
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Figure 1
Table 2
Variable Frequency | Percentage|

Gender
Male 160 46%
Female 190 54%
Totals 350 100%

AGE GROUP

25 years and beloy 18 5%
26-35 years 35 10%
36- 45 years 122 35%
46-55 years 112 32%
above 55 years 63 18%

Totals 350 100%

Education

Secondary 105 30%
Diploma 53 15%
Degree 168 48%
Post grad 24 7%

Totals 350 100%

Findings

The study indicates that the majority of the resjmnts blamed poor performance of many indigenongdan
poor leadership which was elevated by the libeatibn policy which ended up accruing lethal nonf@ening loans by
awarding easy credit to their relatives and friemdsch were then consumed rather invested andlé¢iaidership was
elevated based on their political affiliation rattiean competence and were tasked to protect thetigofrom big banks,

and this resulted in less deserving people securamk licences (Makoni, 2005; www.theindependemt)cdn addition,

leaders were personally allowed to borrow fromrtlegin banks and even bank managers were allowbdrtow to build

their for their own houses (Honhan, 1997; Makof02; www.theindependent.cOm
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Some blamed the closure of indigenous banks orextent of capitalization. For example, Genesis alased

following its failure to meet its minimum capitaquirement despite engaging more than 20 diffqueténtial inventors

in three years (Honhan, 1997; www.theindependemf.c®he bank which had a negative of capital of U33$8illion was
struggling due to gross undercapitalization, ligfyid problems, small deposit base and persistenteslos

(Honhan, 1997; www.theindependent.qointerfin is another example of indigenous barikol had a negative capital of

about US$ 93 million and the bank’s closure wassalt of low capitalization, concentrated shardhmg and the abuse of
corporate structures, high levels of non-performingsider and related party exposures and chragigidity crises
(Makoni, 2005;_www.theindependent.chnRMB (ReNaissance Merchant Bank) was the samevawdclosed in 2011

after a looting spree and were liable to proseautie this was a criminality and fraud but the goaa with it at the

expense of depositors and the economy at large (W@imdependent.com

The research shows that best customers with thiéyatbi repay loans were not many as the banks wesrding

excessive amounts of money to few individuals amehganies on the basis of personal relationshipsowtitpaying due

regard to collateral and their capacity to pay bhekr loans (Honhan, 1997; www.theindependent)com

The respondents were of the opinion that generatl gmvernance was at the centre of all these pmebknd
evidence shows that non-performing loans were ial up with the relatives of executives in bankimgtitutions
((Honhan, 1997); Makoni, 2005; www.theindependeamh)c An example is that of Nigel Chanakira, the formAéro-Asia

owner who gave a loan to a friend named Zach Wazfaxélley Technology, which was proven to haverbapproved

irregularly (Honhan, 1997); www.theindependent.goMvhilst, Trust Bank is believed to have loanetiuge chunk of

their cash to RioZim and the loan was allegedlyrudent given the size of the bank’s book and wasackd to a

company whose managing director also sat on thet Board (Honhan, 1997; Makoni, 2005; (www.theineteent.corj

The closure of indigenous banks resulted in thotsari people losing their savings as the Zimbabwlejsosit
Protection Corporation (DPC) did not have the capao compensate more than 100 000 depositors @diakk005;

www.theindependent.camin addition, the closure of indigenous banks tlebusands of people unemployed and it had an

impact on the livelihoods and the Zimbabwean ecgnatnarge. Additionally, this also eroded consumenfidence in
the financial sector, posing sector viability chaljes as well as further excluding the marginalifzech using formal
banking system (Munyoro and Matinde, 2016). Thi®ampacted on the Zimbabwean economy becausengraployed

people are no longer able to pay school fees, bagegies, and pay other bills including tax.

CONCLUSIONS

The findings of the study revealed that indigenbasks have negatively impacted on the Zimbabweanay
by wrecking the economy through dodgey deals sschraercapitalization, poor leadership, lendingeszo/e loans to
undeserving customers and poor corporate govern@hamehan, 1997) as discussed in the study. Theerdration of
resources was in very few hands and this led toirteficient allocation of resources and dawdlirgp®omic growth
contrary to the objectives of the liberalizationtbé economy in addition to financial sector aseddby Sulaiman et al
(2012) and Odhiambo (2011). Although the indigenbaisks are significant to the economy in Zimbabwe elsewhere
(Sulaiman et al, 2012; Odhiambo, 2011; Munyoro Batbe, 2017) but in Zimbabwe the results show thatihdigenous
banks have failed to meet the expectations of tineb@bwean people and the government as they bramigdry to

several families.
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RECOMMENDATIONS

However, as suggested by Munyoro and Dube (201d)Glramlee (1993) there is need for the governnent t

restructure the capital requirements that will wliadigenous banking institutions to inject a louevel capital than what

is paid by foreign owned institutions that are supgd from their home country with already estdigis institutions. This
is in line with Nyamutowa and Masunda (2013), Aday€2011), Liao (2010). The bank charges and serfées need be

reduced to make banking affordable as well as ¢deation of interest rates on loans as suggestdsiigst and Young

(2010),

Deloitte (2012) and Munyoro and Dube (20THe banks need to be innovative as the compeiigidigh in this

sector as noted by O’Brien and Marakas (2009).
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