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EXECUTIVE SUMMARY

The objective of the Diagnostic Review of Financial Consumer Protection in Ethiopia is
to assess the legal, regulatory, and institutional framework for financial consumer pro-
tection (FCP) and develop prioritized and tailored recommendations aimed at support-
ing the National Bank of Ethiopia (NBE) in developing and operationalizing improvements
to that framework. The assessment is conducted under the Ethiopia Financial Inclusion
Support Framework (FISF) Program, and based on the revised and enhanced 2017 Edition of
the World Bank Good Practices for Financial Consumer Protection with focus on retail prod-
ucts and services in four sectors: i) banks and non-bank financial institutions (NBFls); ii) pay-
ments; and iii) insurance. Further, the review covers five topics in each of the above-mentioned
sectors: i) legal, regulatory, and supervisory framework; ii) disclosure and sales practices; iii)
fair treatment and business conduct; iv) data privacy; and v) dispute resolution mechanisms.
The report reflects the existing legal, regulatory, and institutional framework in Ethiopia, with
references to planned reforms that were presented to or discussed with the World Bank
team. It also features industry practices identified through interviews with financial services
providers, financial regulators, and consumer and industry associations.

The Ethiopian authorities, in particular the NBE, have demonstrated strong interest in
financial consumer protection. Recognizing its importance for promotion of responsible
financial inclusion, financial consumer protection was included as one of the components of
the National Financial Inclusion Strategy. In practice, the NBE has already made an effort to
address some consumer protection issues through existing legal provisions and has made
substantial efforts in handling certain consumer complaints, such as in relation to insurance.
Finally, the NBE has requested this diagnostic review along with implementation support for
the development and implementation of a more comprehensive financial consumer protec-
tion framework based on the findings of this assessment.

While institutional responsibility for financial consumer protection in practice appropri-
ately rests with NBE, which is responsible for supervising financial sector-specific legisla-
tion that includes some financial consumer protection measures, its legal mandate needs
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to be more explicit so as to avoid potential overlaps with Ethiopia’s general competition
and consumer authority—the Trade Competition and Consumers’ Protection Authority
(TCCPA). The TCCPA operates under the Trade Practice and Consumer Protection Proclama-
tion (TPCPP) that covers all goods and services (including financial products and services) and
while the TCCPA is currently neither supervising nor regulating issues pertaining to financial
services and products, there is a general understanding that its legal mandate may be broad
enough to cover financial products and services. This results in potential overlap with NBE's
mandate. It also means that NBE does not have formal power to enforce consumer protec-
tions (limited though they are) found in the general proclamation in relation to financial prod-
ucts and services. The regulator responsible for Savings and Credit Cooperatives (SACCOs),
the Federal Cooperatives Agency (FCA), is in a similar position with regard to the TCCPA in
relation to SACCOs.

There is no dedicated market conduct/consumer protection unit within NBE, though in
practice the relevant Directorates cover consumer protection issues to a limited extent,
including handling of consumer complaints. The existing Directorates, originally estab-
lished to deal with prudential and market integrity matters, also deal with some financial
consumer protection issues. When undertaking supervisory activities the Directorates will, to
varying extents and using varying approaches, also focus on selected financial consumer
protection issues. They do not currently have a comprehensive consumer protection supervi-
sion strategy nor comprise supervisors specializing in financial consumer protection. The
Directorates also deal with consumer complaints but each appears to have developed its
own approach for doing so. The Microfinance Institutions (MFI) and Banking Directorates
appear to apply an ad hoc approach to complaints handling, while the Insurance Directorate
has focused on complaints handling more extensively. For SACCOs, while the FCA has a
dedicated unit dealing with SACCO supervision, there are no staff dedicated to financial
consumer protection.

Consumer disclosure requirements and standard practices vary substantially across sec-
tors and show material gaps. While payment services providers (PSPs) are required to pro-
vide a copy of their terms and conditions, as well as receipts for transactional and store of
value products, there are no equivalent pre-contractual or contractual requirements for con-
sumer credit, savings and insurance products, impairing product transparency and compara-
bility for consumers. Even where institutions do provide contractual documentation to
consumers (voluntarily or mandatorily) the format and contents of such documentation varies
significantly, and is often inadequate. Further, the wording of contracts provided to consum-
ers may not only be complex but also be in a language that customers may not understand
(e.g. insurance policies are typically provided only in English and not in Amharic or another
main local language).

There are only limited consumer protection provisions dealing with fair treatment issues,
such as how financial products are sold or how debt collection is undertaken, and some
unfair practices exist in the market. Key fair treatment issues that require attention due to
existing practices include unfair or harsh debt collection practices by some credit providers,
potentially inappropriate bundling/tying of certain financial products, such as credit with
insurance, and insurance claims management practices that generate significant complaints.
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There are also other aspects of fair treatment that need to be addressed to prevent emer-
gence of new issues in this area in the future. These include the lack of a regime to deal with
mistaken and unauthorized payment transactions, the lack of restrictions on certain poten-
tially unfair contractual terms (such as broad rights to make changes to a consumer’s contract)
and the lack of obligations on financial institutions to ensure the suitability of products offered
to consumers (e.g. loan affordability and suitability).

Ethiopia currently does not have a comprehensive regime dealing with privacy and data
protection. While some sectorial regulations cover certain aspects of data protection there is
no comprehensive regime regulating the collection, retention, use and sharing of consumers’
data. The current provisions also do not seem to address issues likely to be relevant both to
existing practices and future uses of data as the sector further develops. It appears that such
data is frequently shared informally amongst financial institutions, and also shared between
some financial institutions and third parties, without the consent or awareness of consumers.

Only PSPs are subject to formal requirements to have in place internal dispute resolution
processes, and those requirements lack detailed, comprehensive instructions regarding
the manner in which consumer complaints must be handled. Complaints-handling practices
of other financial institutions that are not subject to any formal requirements vary significantly.
Some institutions offer consumers relatively effective complaints handling processes while
others offer only limited options and/or the complaints handling processes lack clarity.

There is currently no separate external dispute resolution (EDR) mechanism dedicated to
financial services and while NBE has been dealing with some of these complaints, it lacks
the powers or arrangements to do so effectively. For example, NBE lacks the power to
award compensation. In addition, its Directorates lack a clear mandate or uniform, dedicated
processes for complaints handling, and they have been relying on informal dealings and
communications with institutions to resolve some complaints. If consumers are not able to
resolve their complaints through NBE, they are left only with recourse to courts. Other dis-
pute resolution bodies, such as the TCCPA Tribunal, currently do not have the expertise or
streamlined processes to provide effective and accessible dispute resolution for financial
sector consumer complaints, and despite the possibility to adopt its own procedures, the
Tribunal currently follows the Code of Civil Procedure and functions as a formal Court.

Implementation of new legal provisions recommended in this report, and of supervision
and enforcement of such provisions, should include appropriate transitional arrangements
for industry as well as flexibility to foster future innovation. The report recommends the
implementation of various new consumer protection legal provisions and of supporting super-
vision and enforcement measures. Such implementation should balance the need for industry
transitional periods/staggered commencement periods and other transitional arrangements to
give industry sufficient lead time to be able to comply, and the regulators to be able to super-
vise, with the need for consumers to benefit from recommended protections as soon as practi-
cable. The drafting of such new legal provisions, and development of related supervision
strategies, should also ensure that they will apply appropriately to both existing and new finan-
cial products and services, and to new market entrants, including by allowing regulators suffi-
cient flexibility to make adjustments as new developments arise.

3
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TABLE 1: List of Key Recommendations

should commence systematically reviewing and enforcing
compliance by relevant institutions with existing specific
consumer protection requirements.

Settlement System
Directorate

KEY RECOMMENDATIONS RESPONSIBLE PARTY PRIORITY TIMEFRAME
A. Legal, Regulatory and Supervisory Framework

Legal and Regulatory Framework

Taking advantage of the fact that the TPCPP is currently NBE—AIl Directorates, High Short Term
undergoing revision, it is recommended that it be amended FCA and TCCPA

to allocate responsibility to NBE and FCA respectively for

supervising compliance with its consumer protection

provisions as they apply to financial services and products

NBE and FCA respectively should issue new directives to NBE Banking and MFI High Short Term
provide for key general financial consumer protection principles | Supervision Directorates,

(as discussed in more detailed below) to be complied with by FCA

financial institutions.

NBE and FCA should subsequently consider consolidating all NBE Banking, MFl and Medium Medium Term
existing financial consumer protection provisions, and new Insurance Supervision and

provisions developed as recommended in this report, into one Payment and Settlement

Directive (or into one single comprehensive Proclamation if System Directorates, FCA

feasible) and ensuring that there is a consistent approach across

all financial institutions on each consumer protection issue

except when differences are appropriate.

NBE should start to address the consumer protection gaps in NBE Payment and High Short Term
the current framework, as far as payment services are concerned, | Settlement System

by extending consumer protection requirements currently in the | Directorate

Agent and Mobile Banking Directives to all payment services

to consumers.

NBE should also consider developing more detailed financial NBE Payment and High Short Term
consumer protection provisions relevant to payment instruments | Settlement System

where relevant. Directorate

In line with the Insurance Proclamation, NBE should develop NBE Insurance High Short Term
and issue a directive introducing basic financial consumer Supervision Directorate

protection principles for insurance.

Supervisory Framework

At the same time as the TPCPP is amended, as recommended NBE—AIl Directorates, High Short Term
above, a memorandum of understanding (MoU) should signed FCA, and TCCPA

between NBE, FCA and TCCPA to establish formal cooperation

and coordination mechanisms with regard to financial consumer

protection matters.

NBE should undertake consumer protection-specific capacity NBE—AIl Directorates High Short Term
building within its directorates.

NBE should review its current structure and consider implement- | NBE—AIIl Directorates High Medium Term
ing a separate financial consumer protection supervision unit/

directorate, with dedicated expert staff for different types of

products and services (e.g., insurance, banking). In the meantime,

it should introduce appropriate interim measures—e.g. dedicated

consumer protection staff in each directorate —to ensure that

financial consumer protection issues are adequately supervised.

Once capacity is built and institutional arrangements are in NBE—AIl Directorates Medium Medium Term
place, NBE should design and gradually implement a compre-

hensive strategy for financial consumer protection supervision.

Staff within the Payment and Settlement System Directorate NBE Payment and High Short Term
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the NPS directive, NBE should specify more detailed require-
ments regarding content, terminology, local languages, format
and manner of disclosure for terms and conditions.

NBE should consider requiring PSPs to provide a standardized
disclosure form for basic payment products covering costs and other
relevant key aspects as well as introducing stricter requirements on
the pre-disclosure of costs relating to specific transactions.

NBE should begin monitoring advertising materials and establish
whether existing requirements under the Advertising Procla-
mation (including before it is amended as recommended above)
are being complied with and if they are sufficient to prevent
misleading advertising relating to financial products and services.

NBE should initially encourage, assist, and ultimately mandate,
the provision of loan agreements, insurance policies, and other
relevant documentation in Amharic and/or other main local
languages (as appropriate) as well as implement provisions
requiring that all documents given to consumers should be draft-
ed in a way that is easy to understand by the average consumer.

NBE should work with industry to develop a standardized key facts
statement-KFS (information sheet) to provide consumers with ade-
quate information about the most common retail insurance products.

In the long term NBE, in consultation with FCA, should introduce
a standardized summary sheet or similar for the most common
transaction and savings products.

Settlement System
Directorate

NBE Payment and Medium
Settlement System
Directorate

NBE Banking, MFI, High
Payments, and Insurance
Directorates

NBE Banking, MFI, High
Payments, Insurance
Supervision Directorates

NBE Insurance High
Supervision Directorate

NBE Insurance Medium
Supervision Directorate

KEY RECOMMENDATIONS RESPONSIBLE PARTY PRIORITY TIMEFRAME
A. Legal, Regulatory and Supervisory Framework, continued

Supervisory Framework, continued

Given the clear consumer protection mandate already specified NBE Insurance High Short Term
in the Insurance Proclamation, regardless of the longer organiza- Supervision Directorate

tional decisions noted above, the Insurance Directorate should

begin supervising existing consumer protection requirements

more extensively as soon as possible, and undertake internal

capacity building for staff to support this.

B. Disclosure and Sales Practices

NBE and FCA should liaise with relevant authorities to amend NBE All Directorates, Medium Short Term
the Advertising Proclamation and clarify their mandates for FCA, Ethiopian Broad-

its supervision in relation to financial institutions. casting Authority

Basic standard disclosure and transparency requirements, including NBE Banking and MFI High Short Term
providing documents in a local language that customers understand, | Supervision Directorates,

and ensuring clarity in key documents such as terms and conditions, | FCA

should be introduced through the recommended new NBE direc-

tives on consumer protection discussed above (and FCA's equivalent).

NBE should issue more rigorous standardized pre-contractual NBE Banking and MFI Medium Medium Term
disclosure requirements for credit products. Supervision Directorates

While monitoring compliance with existing requirements under NBE Payment and High Short Term

Medium Term

Short Term

Medium Term

Medium Term

Medium Term

C. Fair Treatment and Business Conduct

The new NBE consumer protection directive(s) and FCA
equivalent recommended above should be relied on to address
existing unfair treatment of consumers, such as in relation to
unfair or excessively harsh debt collection practices, until more
detailed standards as recommended below are developed.

NBE Banking and MFI High
Supervision Directorates,
FCA

Short Term
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TABLE 1, continued

KEY RECOMMENDATIONS RESPONSIBLE PARTY PRIORITY TIMEFRAME

C. Fair Treatment and Business Conduct, continued

NBE should develop and implement specific and detailed NBE Banking and MFI High Medium Term
regulatory requirements to address key unfair treatment con- Supervision Directorates

cerns, including ensuring product suitability, prohibiting unfair

terms in consumer contracts and restricting inappropriate debt

recovery practices.

In the above mentioned directive covering payment services NBE Payment and High Short Term
and products, NBE should introduce requirements prohibiting Settlement System
unfair clauses and practices. NBE should also begin monitoring Directorate
compliance with existing fair treatment provisions.
NBE should develop rules to deal with mistaken and unauthoriz- | NBE Payment and Medium Medium Term
ed transactions and fraud. Settlement System

Directorate
Within the above mentioned new directive, NBE should issue NBE Insurance High Short Term
more specific requirements and guidance on claims insurance Supervision Directorate

management and also include explicit obligations on manage-
ment for ensuring fair business conduct.

D. Data Protection and Privacy

More robust privacy and data protection provisions should be Government of Ethiopia, High Short Term
included either in sectorial directives or ultimately in the general NBE, TCCPA, FCA

financial consumer protection directive recommended above.

The introduction of these new requirements should also ensure

that issues relating to potential future uses of data in the sector

are addressed, striking a balance between not stifling innovation

unnecessarily and ensuring adequate protection.

The Government of Ethiopia should consider adopting a Government of Ethiopia Medium Medium Term
general data protection proclamation (i.e. not necessarily

limited to the financial sector), the content of which would be

consistent with the suggestions above, and consider the most

appropriate institutional arrangements for its supervision.

E. Dispute Resolution Mechanisms

NBE should consider, jointly with other stakeholders such as NBE—AIl Direc-torates, High Medium Term
the TCCPA and the FCA, and implement, an appropriate FCA, and TCCPA

institutional arrangement to provide adequate, efficient, and

effective external complaints handling for financial consumers

(alternatives, are discussed in the report below, including what

seems the most practical way forward).

NBE should initially extend the existing IDR requirements for NBE Banking and MFI High Short Term
agent and mobile banking to all banks, MFls and PSPs, before Supervision and Payment

implementing more extensive regulatory requirements in and Settlement System

relation to this issue (as well as monitoring the application of Directorates

such requirements).

NBE in consultation with FCA, should introduce more specific NBE Banking and MFI Medium Medium Term
requirements, not only obliging institutions to have internal IDR Supervision and Payment

procedures, but also establishing minimum standards for such and Settlement System

procedures. Directorates, FCA

NBE should introduce a formal requirement for insurers to NBE Insurance Super- High Short Term

have an adequate IDR process. vision Directorate
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CONTEXT FOR FINANCIAL
CONSUMER PROTECTION IN
ETHIOPIA

Internationally, there is an increased focus on consumer protection in the financial sector.
As shown by the World Bank’s 2013 Global Survey on Financial Consumer Protection? a legal
framework for financial consumer protection exists in 112 out of the 114 countries surveyed. The
most common approach is to have a financial sector—specific consumer protection regulatory
framework (as exists in 103 countries). The Global Survey also showed that the number of regu-
latory agencies with specific responsibility for financial consumer protection increased from 74
in 2010 to 97 in 2013.3 Additionally, the overall trend shows that more and more economies,
developed and developing, are moving towards having either a separate financial consumer
protection regulator® or having a separate financial consumer protection unit within the financial
sector regulator(s).®

Financial consumer protection also contributes to overall financial stability. A sound finan-
cial consumer protection framework and overall macroeconomic and financial stability are both
necessary preconditions for protecting consumer interests. Prudential requirements are
intended to ensure that the financial system remains sound and stable, while the financial
promises made by financial institutions are met. Effective financial consumer protection mea-
sures also contribute to financial stability by ensuring that consumers are offered products
which respond to their needs and are sound, promoting continued uptake and sector confi-
dence, and products (e.g. loans) that they can afford, reducing the risk of default (and thus loss
to financial institutions) as a result of over-indebtedness.

Moreover, the need for an appropriate and effective legal and regulatory consumer pro-
tection framework is more urgent when countries have specific financial inclusion targets
aimed at bringing more people into the formal financial sector. An important element in
promoting financial inclusion is having rules to safeguard the interests of more vulnerable
low-income, low-literacy consumers which are often not familiar with formal financial services.
Consumer protection also contributes directly in helping increasing access to and usage of
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financial services, and the quality of those financial services, by promoting trust in the regulated
financial sector and thus encouraging participation. Box 1 below provides a general overview
of the financial sector in Ethiopia and current consumer participation in the sector.

Ethiopia has recently launched a national financial inclusion strategy (NFIS), with ambitious
financial inclusion targets. The stated overall vision of the NFIS is to ensure "access and use
of a range of suitable (quality and affordable) products and services . . .”.¢ Consistent with this
vision is the need for effective financial consumer protection measures to ensure that products
and services offered are suitable in terms of both quality and affordability.

Financial consumer protection is also important where rapid innovation in financial ser-
vices and their delivery channels is occurring. While the use of new delivery channels for
financial services can help fulfil important financial inclusion objectives, it can result in addi-
tional complexity and risks for consumers with low levels of financial literacy who may lack
understanding of the features and risks associated with such channels—for example, where
payment services are bundled with air-time/telecommunications products. In Ethiopia, while
electronic delivery of financial services is not yet as developed as in other countries in the
region, it is expanding rapidly (for example, there has been significant expansion of mobile
banking / payment services). There is therefore a need to ensure that appropriate financial
consumer protection measures are in place that take into consideration issues raised by such
new developments and are sufficiently flexible to address potential future developments. For
example, disclosure requirements should be adaptable to digital sale and usage of retail finan-
cial products (such as ensuring that, where a requirement to provide a paper contract is not
feasible, requirements allow for this to be done electronically, while still ensuring that consum-
ers receive the necessary information).

BOX 1

Ethiopia's financial sector is relatively small, comprising 2 percent of GDP, and main
regulated financial institutions operating in the country include banks, MFls, and
insurance companies. Currently there are 18 banks (of which 15 are private and 3 are
state-owned with one development bank), 17 insurance companies, 35 microfinance
institutions (MFI), and 5 capital goods finance companies operated in Ethiopia. In line
with international trends, there is a growing though still nascent mobile money industry.
According to the Federal Cooperative Agency there are approximately 19,000 Savings
and Credit Cooperatives (SACCOs) spread throughout the country (mostly in rural set-
tings). Capital markets are at a nascent stage mainly transacting treasury bills and gov-
ernment bonds. Leasing is beginning to develop and receiving significant support from
the Government of Ethiopia. Although the share of privately owned institutions has
grown, the majority of access points to the financial sector remain concentrated with
state owned Commercial Bank of Ethiopia.

9
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This report reflects a diagnostic review conducted against the latest draft of the 2017
Edition World Bank’'s Good Practices for Financial Consumer Protection (Good Prac-
tices).” In various instances the report includes a high level summary of international good
practices to give some background to the analysis and recommendations that it contains.
However, for more detail, it is advised to consult the latest published version of the Good
Practices.

NOTES

2. Available at http://responsiblefinance.worldbank.org/~/media/GIAWB/FL/Documents/Publications/CPFL-Global-
Survey-114econ-Oversight-2014.pdf. An update to the survey was published after this report was prepared.

3. Note that this number takes into consideration all possible institutional arrangements: general consumer protection
agency, specialized financial consumer protection agency, joint prudential and consumer protection agency (with or
without a separate department).

. Such as the United States, Australia, South Africa, etc.

. Such as Armenia, Peru, Mozambique, Malaysia, Morocco, etc.
. Ethiopia, National Financial Inclusion Strategy, 2016, at 17.

. Available at http://hdl.handle.net/10986/28996
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KEY CROSS SECTORAL ISSUES AND
RECOMMENDATIONS

A) LEGAL, REGULATORY AND SUPERVISORY FRAMEWORK

Context

Good practice suggests that either a standalone legal framework for financial consumer
protection, or financial consumer protection-specific provisions in the general legal frame-
work, are necessary to effectively address consumer protection issues specific to the finan-
cial sector. Although there is no one-size-fits-all approach, and some countries continue to
adopt only a general consumer protection law, a standalone financial consumer protection
legal framework or specific financial consumer protection provisions in broader laws allow
greater flexibility to address issues that are unique to, or affected differently in, the financial
sector. This approach also facilitates complementarity with other regulatory measures that typ-
ically apply to the financial sector, such as prudential regulation.

Additionally, institutional arrangements should facilitate the enforcement of financial con-
sumer protection laws and regulations across all financial institutions in a consistent, effi-
cient and effective manner. Although in some countries the responsibility for financial consumer
protection rests with a general consumer protection agency, this is not a recommended approach.
Such agencies, with responsibility for supervising compliance with general legal requirements
applying to all types of goods and services, tend to lack the necessary resources, skills and
expertise to be able to focus effectively on the financial sector.

The mandate of the relevant authority should be clear and there should not be any over-
laps or inconsistencies between institutional mandates. Regardless of the institutional
arrangements, it is crucial that a financial consumer protection supervisory authority has a legally
clear mandate to supervise financial consumer protection without conflict or overlap with the
mandates of other authorities. A legally clear mandate is essential to ensure, for example, that
the relevant regulator has power to undertake supervisory and enforcement action, and issue

r
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relevant legal instruments, effectively (e.g. without being subject to legal challenge for lack of
authority). Avoiding overlaps of authority with other agencies also ensures that it is clear to
industry, consumers and government agencies themselves which agency has not only power,
but also responsibility, to address financial consumer protection actions. It also avoids potential
resource-consuming conflict between agencies.

Good practice suggests that it is important to have either a specialized agency for financial
consumer protection or a specialized unit within the overall financial industry supervisor.
Regardless of the model chosen, it is important that such unit/agency is independent from the
relevant prudential supervision unit/agency, while at the same time ensuring coordination of
consumer protection and prudential activities. The need for independence is driven by concerns
related to a potential conflict of interests between prudential and market conduct/financial con-
sumer protection oversight. Such a conflict may arise, for example, where measures to protect
financial consumers may be detrimental to the profit of a financial institution or could potentially
indirectly affect its soundness.

Key findings

In Ethiopia there is no single standalone law that deals with financial consumer protection.
Some key consumer protection provisions have been included in a general consumer protec-
tion proclamation and others can be found in various financial sector-specific proclamations
and regulations (the latter are discussed in sector-specific sections of the report).

The Civil Code of Ethiopia,® by incorporating basic civil law principles, includes some pro-
visions that can have a consumer protection effect. These rules range from basic protections
such as prohibitions against fraud,” and false statements'® to more specific protections aimed at
addressing certain legal imbalances of general application, like article 1710 which invalidates a
contract where one party took advantage of the manifest business inexperience of the other.”
However, the Code does not appear to have been updated recently to reflect enhancements to
equivalent provisions in other civil law systems, its provisions are worded very generally (rather
than being tailored in any way to the financial sector) and there does not appear to be significant
awareness of, or reliance on, it for the purposes of financial consumer protection.

In addition to the general provisions included in the Civil Code, Ethiopia also has a general
financial consumer protection proclamation, the TPCPP,'? which appears to apply to finan-
cial services and products. The TPCPP contains a number of consumer protection provisions
that do not refer specifically to financial products and services but the proclamation is specified
to “apply to all persons carrying on commercial activities and to any transaction in goods and
services . .. "."* The TCCPA, the institution established to supervise and enforce compliance with
the TPCPP, confirmed that in its view the proclamation does apply to financial services and prod-
ucts and noted that, at least from a competition perspective, there have previously been actions
taken under it affecting the financial sector.

While some of the provisions included in the TPCPP, given their focus or wording, are unlikely
to be applicable or relevant to financial services and products, others could potentially pro-
vide some protections for financial consumers. The proclamation specifies a list of “Right[s] of
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Consumer]s]"" which include rights to receive sufficient and accurate information in relation to
goods and services they purchase, to not be subjected to pressure selling or misleading and
abusive practices, and to be able to submit complaints to the TCCPA. The proclamation also
prohibits any person from committing misleading and unfair acts in the course of trade (it refers
to these as acts of ‘unfair competition’) as well as prohibiting a range of specific acts that are
deemed to be misleading or unfair (although several of these are focused on practices that are
unlikely to be relevant to financial services or products).” It further imposes an obligation on busi-
nesses to display conspicuously at their premises or on relevant items the price of their goods and
services.' The proclamation also renders void any clause that seeks to waive obligations imposed
on a business by the proclamation or limit other legal rights the consumer may have."’

From a supervisory perspective, the jurisdiction of the general consumer protection
agency, the TCCPA, potentially covers financial services providers given the general appli-
cation of the TPCPP (as noted above). The TCCPA acknowledged this but indicated that it
has not engaged in financial sector consumer protection. The TPCPP contemplates that the
TCCPA would both supervise compliance with the TPCPP and establish a tribunal to hear cases
relating to alleged breaches of the TPCPP. Within these mandates the TCCPA has broad pow-
ers'® which include: taking any appropriate measures to increase market transparency, ban
advertisements which are inconsistent with the proclamation, protect consumers from unfair
activities, undertake investigations, impose administrative and civil sanctions (including fines and
remedial action) or order payment of compensation to deal with violations, etc. It can also
receive and deal with complaints through its tribunal function.'” The proclamation does not cur-
rently give the TCCPA authority to issue more detailed consumer protection regulations or other
types of rules. Importantly, while the TCCPA has power to inspect any institution’s, including any
financial institution’s, activities to ascertain whether they comply with consumer protection
requirements under the TPCPP, the agency has not undertaken such supervision and internally
does not have any financial sector-specific expertise, or dedicated resources, to do so.

Financial institutions are neither licensed/registered nor supervised by the TCCPA regard-
ing consumer protection issues, but they require licensing by their respective financial
sector regulator. At present all financial institutions (banks, micro-finance institutions, leasing
companies, insurance companies, foreign exchange dealers), with the exception of SACCOs,
need to be licensed by NBE. Federal SACCOs need to be licensed by the FCA and local SAC-
COs are authorized by their respective local authorities (for specific mandates and relevant
licensing requirements see sections lll, IV, and V of the report).

NBE’s mandate under its establishing legislation arguably provides an implicit financial
consumer protection supervision mandate (although it would be important to make it
more explicit) and specific sectorial legislation may to some extent also have this effect.
While the proclamation does not expressly refer to consumer protection, it refers to NBE's role
and responsibilities as including fostering a healthy financial system, licensing and supervising
banks, insurers, and other financial institutions, and, importantly, creating favorable conditions for
the expansion of banking, insurance and other financial services.?® Financial consumer protection
is arguably an integral part of this role, and thus implicit in NBE's generally worded mandate (for
example, the implementation of effective financial consumer protection rules is necessary to
build confidence and trust in the system and support sound growth and stability). The Banking
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Business Proclamation also contemplates NBE supervising relevant financial institutions in ways
that could potentially also take into account consumer protection issues?' (although this is not
expressly stated in that proclamation). NBE indicated that it does view its mandate as comprising
consumer protection issues and (as discussed in sector-specific sections of this report) has already
been dealing with issues relating to financial consumer protection both in terms of supervision
and rule-making. However, especially if NBE or the Government of Ethiopia have any doubts in
this regard, it is recommended that NBE's mandate to supervise and regulate financial consumer
protection be clarified further as soon as practical to ensure that the basis for its supervision and
rule-making is not open to any challenge. The FCA considers that its overall legal supervisory
powers over cooperatives would encompass it supervising SACCOs with regard to financial con-
sumer protection matters, though without reference to specific provisions it was relying on for this
purpose. Therefore, if there are any doubts in this regard, it is also recommended that the FCA's
mandate to supervise and regulate financial consumer protection be clarified as soon as practical.

Currently there is no dedicated financial consumer protection supervision and regulation
team within NBE. There are separate directorates dedicated to supervising the various cate-
gories of financial institutions for which it is responsible (see sections lll, IV, and V of the report).
When undertaking supervisory inspections and visits these directorates will, to various extents,
also focus on selected financial consumer protection issues. However, the directorates currently
do not comprise supervisors that specialize in or focus primarily on financial consumer protec-
tion matters, nor have a consistent approach to consumer protection supervision.

Recommendations

In the short term, taking advantage of the fact that the TPCPP is currently undergoing
revision, it is recommended that the proclamation be amended to allocate responsibility
to NBE, rather than the TCCPA, for supervising compliance with its consumer protection
provisions when applying to financial services and products. This would ensure that, as the
regulator already responsible for the financial sector and with sector-specific expertise, NBE
can cover compliance by financial institutions with the various general consumer protection
obligations noted above as part of its supervision activities. A similar approach should be taken
for the FCA with regard to SACCOs. The amendments should make it clear that the TCCPA will
no longer have supervisory responsibilities (i.e. a mandate) in this regard. However, TCCPA
should retain responsibility for competition matters as also applicable to the financial sector.

Alternatively, the TPCPP could be amended to exclude financial services and products
from its application, and consumer protections currently provided under that proclama-
tion could be replicated (with appropriate adjustment for financial sector issues) in finan-
cial sector-specific legislation, such as a Directive issued by NBE (see the recommendation
later in this report for a new Directive in this regard to also address existing consumer
protection gaps). In the long term this approach may be clearer from a legislative drafting
perspective as well as avoiding potential confusion with regard to the TCCPA's and NBE's roles.
However, if this approach is taken it will be important to avoid a timing gap between excluding
financial institutions from the application of the general consumer protection requirements
under the TPCPP and the introduction of equivalent requirements specific to the financial sec-
tor under the financial sector-specific legislation.
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It is also recommended that an MoU be implemented between NBE, the FCA and the
TCCPA to establish formal cooperation and coordination arrangements with regard to
financial consumer protection matters. To the extent necessary, it should also ensure clar-
ity with regard to financial consumer protection responsibility as between their respective
operations, explicitly recognizing the scope and nature of the mandate of each authority
in this regard. Arrangements under the MoU should facilitate cooperation in the event that
there are matters affecting both the consumer protection and competition mandates of the
respective regulators (e.g. joint investigations by NBE and TCCPA), as well as coordination in
order to ensure consistency in consumer protection approaches in the financial sector as a
whole (e.g. where NBE and the FCA develop regulations for their respective institutions that
relate to the same subject matter or issues, such as disclosure). There should also be arrange-
ments for each regulator to alert the other regulators to matters relevant to their purview (e.g.
investigations, re-directing complaints etc.).

In the short term NBE should undertake consumer protection-specific capacity building
within its directorates. While some supervisory teams within NBE indicated they have greater
familiarity and comfort than others in dealing with financial consumer protection issues, it is
important that all teams/directorates have sufficient levels of capacity to adequately supervise
and enforce compliance with financial consumer protection obligations. It is therefore recom-
mended that each supervision directorate designate selected new or existing staff members to
have more extensive or exclusive responsibility for consumer protection supervision and
enforcement. NBE should ensure that these staff members undertake appropriate training and
other capacity building activities so that they have sufficient familiarity with key consumer pro-
tection issues and industry practices for which they are responsible. NBE’s internal methodolo-
gies (e.g. for offsite and onsite supervision) should also be enhanced to ensure that they cover
financial consumer protection issues adequately and systematically, requirements recom-
mended for introduction in the sector-specific sections of the report.

In the medium to long term, NBE should review its current structure and consider imple-
menting a separate financial consumer protection supervision unit/directorate (or consider
as an interim measure a dedicated financial consumer protection unit within each director-
ate, with appropriate internal coordination). NBE should begin considering the most appro-
priate medium to long term institutional arrangements to ensure that financial consumer
protection issues are adequately supervised (e.g., decide whether a separate team responsible
for consumer protection supervision should be created within each of the current directorates or
whether a separate consumer protection directorate should be established to supervise all finan-
cial consumer protection issues across the financial sector). Regardless of the initial approach
undertaken, it is recommended that in the long term a separate department is created to avoid
potential conflicts of interests (e.g. with the existing prudential focus of the existing directorates)
and also to assist with internal coordination. The FCA should also assess carefully what addi-
tional resources (in terms of specialized staff and other infrastructure) it will need to ensure that
it is able to undertake adequate supervision of SACCOs in relation to financial consumer protec-
tion measures.

Lastly, in the medium to long term, once capacity is built and institutional arrangements
are in place, NBE should design and gradually implement a comprehensive strategy for

15



16

Ethiopia: Diagnostic Review of Financial Consumer Protection

financial consumer protection supervision. Once issues affecting adequacy of institutional
arrangements are settled, NBE should develop a more comprehensive strategy (i.e. supervision
program with supporting tools) for financial consumer protection supervision and enhance
enforcement of existing and forthcoming requirements. The strategy should, for example:

a) provide for a transition period from current supervision activities (to the extent they overlap)
during which existing supervision activities should not be delayed until implementation of a
new approach;

b) set out the supervisory approach, which as far as practicable should be risk-based (i.e. to
place greater focus on institutions and areas of greater risk) in order to efficiently allocate
supervisory resources and focus the supervision process. This can be evaluated regularly and
adjusted appropriately;

c) establish a supervision action plan that comprises the financial institutions that should be
supervised within a certain period, considering risk factors and resources available;

d) detail supervisory tools that will be used, such as market monitoring, thematic reviews, insti-
tution-based assessments, onsite activities, etc.;

e) detail consumer protection supervision-related guides, manuals and worksheets to be devel-
oped or enhanced for relevant supervisors, so that they can act in a standardized and con-
sistent way;

f) describe how communication and cooperation between relevant teams in NBE, as well as
with any other relevant entities (e.g. the FCA, and any relevant dispute resolution body)
would work to assist supervision and enforcement;

g) include a training plan for supervisors in consumer protection/market conduct supervision,
including with regard to the content of regulations and the tools and methods to be used.

B) DISCLOSURE AND TRANSPARENCY
Context

Disclosure requirements can help foster a more informed consumer marketplace, enable
product comparisons, and encourage competition. Disclosure requirements should focus
both on individual provision of appropriate information at the pre-contractual, contractual
and post-contractual stages of a financial institution’s dealings with a consumer and also on
a financial institution’s provision of information to the public, such as through general adver-
tising. Good practices relating to the former are addressed in more detail in the sector-spe-
cific sections of this report. It is also important that disclosure requirements are proportionate
to the relevant policy aims and reflect the risks of the relevant activity, the literacy/capability
level of the relevant consumers, and do not impose compliance costs that outweigh their
intended benefits.

One of the key objectives of disclosure and transparency requirements is to address infor-
mation asymmetry. Without consumer protection rules addressing the provision and distribu-
tion of adequate information to consumers, information asymmetries will tend to exist between
consumers and financial services providers, driven by factors such as the differences in the
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expertise and skill levels, and understanding of financial products and services, between pro-
viders and consumers. Such imbalances can be particularly pronounced in the case of low-
resource or low-literacy consumers.

The lack of such requirements can make consumers particularly vulnerable at the pre-
contractual stage. While consumers may receive information about financial products and
services at several stages in their dealings with financial institutions, access to and understand-
ing of information (including through advertising) at the comparison shopping and pre-contrac-
tual stages is crucial in informing their decision-making process when first selecting a product
or service.

Adequate pre-contractual disclosure rules, including in relation to advertising, can also
have a positive impact on competition. If all participants are required to be accurate in their
advertising and other disclosure, and financial products and services can be compared effec-
tively by consumers, financial institutions can be more confident of competing on the actual
merits of their offerings.

Key Findings

While sectorial proclamations and other instruments contain various provisions relating to
individual disclosure and transparency issues (discussed in the sector-specific sections of this
report) advertising for all products and services is currently subject to separate standalone
regulation.?? The Advertisement Proclamation regulates advertising both through provisions on
the licensing and regulation® of advertisement businesses and provisions regulating advertising
more generally. It applies to any form of commercial advertisement for goods or services?* and
imposes obligations such as prohibiting advertising from containing misleading or unfair state-
ments? (the proclamation also deems a range of content as being misleading)?®* and requiring
advertising to be truthful with regard to the nature, use and quality of products and services.
Beyond financial consumer protection issues, the proclamation also regulates other aspects of
advertising—for example, it limits the amount of advertising content in magazines, newspapers,
and on TV and it requires government approval for certain types of advertisements. In addition
to the proclamation, there are some specific sectorial requirements such as for pre-approval of
advertising material relating to new products (for more details see sections lll, IV, and V).

Despite the existence of the Advertisement Proclamation industry advertising practices
may be lacking. While it was not possible to undertake an extensive review of advertising,
discussions with institutions suggested that providers are tending to emphasize the benefits of
products while not necessarily balancing this with disclosures of costs and risks (more details on
disclosures are provided in each of the sections that follow).

Recommendations

In the short term it is recommended that NBE and the FCA liaise with relevant authorities
to amend the Advertising Proclamation and clarify their mandates. The Advertising Procla-
mation should be amended to remove its application to financial products and services partic-
ularly with regard to matters such as prohibitions on misleading advertising and similar consumer
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protection issues, with these matters being addressed by NBE and FCA in the Directives they
supervise. This would also allow for requirements to be tailored to financial sector advertising,
addressing additional sector-specific requirements such as obligations on all providers to dis-
close their regulatory status (e.g. type of license/authorization, name of regulator) in advertising
and make other relevant market-facing statements. An alternative would be to amend the
Adbvertising Proclamation to give responsibility for financial product advertising to NBE and
FCA, although this make lead to greater legislative complexity and, importantly, the current
requirements are not tailored to financial sector advertising.

(See specific sectorial sections of the report further below for additional recommendations on
product disclosure).

C) FAIR TREATMENT AND BUSINESS CONDUCT

(See specific sectorial sections of the report further below for key findings and recommenda-
tions on fair treatment and business conduct).

D) PRIVACY AND DATA PROTECTION

Financial institutions are major collectors and users of personal information that should be
appropriately protected. Financial institutions collect a variety of personal information about
consumers and related parties, such as contact details, dates of birth and other identifiers,
transaction details etc., which can be of particularly sensitivity. It is critical that such information
be safeguarded and used and disclosed for purposes, and in circumstances, about which the
consumer is aware and, where relevant, to which they have agreed or which are otherwise
appropriately permitted by law. Financial institutions should therefore be subject to restrictions
and requirements in this regard and have policies and procedures in place to protect personal
information, with internal accountability for compliance.

Key findings

Ethiopia does not currently have any proclamations dedicated specifically to privacy and
data protection. While some sectorial regulations cover aspects of privacy and data protection
(discussed in the sector-specific sections of the report), there is currently no comprehensive
regime regulating the collection, retention, use and sharing of customers’ data. There is also no
dedicated privacy/data protection regulator. To the extent that data privacy issues are included
in sectorial regulations supervised by NBE, the relevant directorate is responsible for monitor-
ing their application to covered institutions.

Financial services providers collect a significant amount of personal data which is fre-
quently shared without users’ consent. Financial services providers currently collect substan-
tial amounts of data about consumers in the context of, for example, credit applications or
ongoing administration of financial services and products. It appears that such data is fre-
quently shared informally (e.g. between banks for credit assessment purposes, or between
micro-finance institutions and local authorities for debt collection purposes) without the con-
sent or awareness of consumers.
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Recommendations

In the short term it is recommended that more robust financial sector-specific privacy and
data protection provisions be implemented. These could be included in either sectorial
directives or a general financial consumer protection directive (see section Ill of the report) and
would include, for example, requiring consumer consent and/or notification in circumstances
involving data sharing for commercial purposes.

In the medium to long term, the Government of Ethiopia should consider the feasibility of
adopting a general data protection proclamation (i.e. not necessarily limited to the financial
sector). Financial services providers already collect a range of sensitive consumer information
and this range is likely to grow as the market expands and industry’s data-centric activities
become more sophisticated. It is therefore critical that such data is collected, used and disclosed
appropriately and, with some exceptions, for purposes disclosed to the consumer at the time
the information was provided by the consumer, and that it is kept safe and unaltered. However,
other sectors are also likely to involve significant collection, use and disclosure of consumer
information. The proclamation should cover matters such as: (i) obligations and limitations relat-
ing to providers’ (and other relevant data controllers’) collection, use and disclosure of personal
data; (i) requirements for policies and procedures to protect personal data; (iii) rules on sharing
data of with other entities. The introduction of such new requirements should also take the
opportunity to ensure that issues relating to potential future uses of data are addressed, striking
a balance between not stifling innovation unnecessarily and ensuring adequate protection.

Ethiopian authorities should also decide on the most adequate institutional arrangements
for the supervision and enforcement of such a proclamation. It will need to be decided
whether a standalone data privacy authority should be created or whether this responsibility
could rest with any existing authorities.

E) DISPUTE RESOLUTION MECHANISMS

Context

Effective consumer redress through internal dispute resolution (IDR) and external dispute
resolution (EDR) is an essential element of an effective financial consumer protection
framework. Effective redress assists in ensuring that substantive consumer protection mea-
sures are effective in practice (such as by resulting in appropriate mitigation, including compen-
sation, to address individual consumer harm as well as bringing about changes in provider
behaviour and industry practice). Once financial institutions’ IDR processes mature, and with
the positive effects of a well-functioning mandatory EDR scheme, ideally most financial con-
sumer complaints should be successfully resolved through the internal complaint handling pro-
cesses of financial services providers and not require external intervention. However, effective
engagement by financial services providers with complainants should also comprise ensuring
that any complaints that are not resolved by IDR processes are escalated to an appropriate EDR
scheme. Hence, it is important to address both IDR and EDR as interrelated elements of an
effective end-to-end dispute resolution framework for financial consumer complaints (in this
report IDR processes are addressed in sector-specific sections given that existing IDR require-
ments vary from sector to sector).
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Key Findings

While there is no formal EDR mechanism in Ethiopia that is dedicated to financial services
consumer complaints, there are some potential alternatives to taking court action. How-
ever, they seem unlikely to provide a financial consumer with practical, speedy and easily
accessible dispute resolution. The Civil Code permits parties to resolve disputes by compro-
mise, conciliation or arbitration, and parties can agree to solve a dispute through alternative
means either before such a dispute arises (e.g., at the signing of the contract) or through mutual
agreement after the dispute has arisen.?” However, to avail themselves of these alternatives the
parties to a dispute would need to agree, on a voluntary basis, on the framework within which
their dispute will be resolved and on the alternative dispute resolution entity that will act as the
conciliator/mediator or arbitrator, which is not necessarily feasible in a financial consumer con-
text. The TPCPP provides for the TCCPA to be able to solve disputes between consumers and
commercial businesses and it is possible that it could do so in the context of a financial con-
sumer dispute but the TCCPA has so far not offered such a specialized conciliation or mediation
service. While, in accordance with the TPCPP, the TCCPA has created a tribunal to hear cases
relating to the application of the TPCPP, at present the Tribunal primarily deals with competi-
tion-related issues, rather than consumer protection disputes under the TPCPP (although it also
has jurisdiction to deal with the latter). Importantly, to date the Tribunal has not dealt with any
financial consumer protection-related cases.

In addition to the TCCPA, at least two other general ADR bodies exist in Ethiopia; how-
ever financial consumers’ disputes have not previously been dealt with by either of these
bodies. At present, two bodies in Ethiopia offer ADR services: the Ethiopian Arbitration and
Conciliation Center (EACC) and the Addis Ababa Chamber of Commerce and Sectoral Associ-
ations. However, neither of these bodies has dealt with financial consumer protection disputes
in the past, nor seems to be equipped to do so in terms of resources, specialized knowledge
and accessibility to ordinary financial consumers. In Ethiopia there are also small claims courts
(Kebele) with varying levels of jurisdiction. For example, in Addis Ababa they can solve civil
disputes involving up to 400 USD in value while in the Amhara regional state the jurisdictional
cap is lower (up to 120 USD).?® While financial consumers could institute proceedings against
financial institutions through such courts, the courts do not specialize in financial sector issues
and would generally adhere to formal court processes and approaches.

The TCCPA Tribunal could potentially offer a specialized EDR scheme for financial ser-
vices consumer complaints, but this would require significant changes to its current
structure and procedures. The TCCPA Tribunal has powers to adopt its own customized
procedures (e.g. legally it could adopt less formal procedures consistent with international
good practice for EDR schemes) but currently it follows the standard judicial procedures
specified in the Code of Civil Procedure and thus operates akin to a court, albeit with some
streamlining of timeframes. However, financial consumer complaints will frequently involve
small sums and, importantly, consumers are often likely to lack the resources and sophistica-
tion necessary to enforce their rights against financial institutions effectively in the context of
formal, often lengthy, judicial processes. Therefore, the cost of legal representation and the
time and complexity involved in court-like process are likely to mean that the TCCPA Tribunal
is currently unsuited to offering easily accessible and effective resolution of most financial
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consumer complaints. In addition, the TCCPA Tribunal does not currently comprise Tribunal
members that specialize in financial sector-related issues (although the relevant Minister
would have authority to implement a specialized unit/division for this purpose). An important
aspect of an effective EDR mechanism dedicated to financial sector-related complaints is that
the relevant “adjudicators” have specialized knowledge of often unique or complex issues
pertaining to financial services and products, which assists with optimal and efficient resolu-
tion of such complaints.

Different departments within NBE also deal with consumer complaints, using somewhat
different approaches. However, NBE does not currently have specific complaint handling
powers, such as to compel financial services providers to pay compensation or undertake
other remedial conduct. NBE’s directorates receive financial consumer complaints but there
is currently no internally uniform approach to how they should be dealt with. For example,
the Insurance Supervision Directorate proactively attempts to solve complaints by “mediat-
ing” between the consumer and the insurance company; on the other hand, the directorates
dealing with banking and credit institutions appear to take a more ad hoc approach and will
frequently direct consumers to the court system. NBE's directorates will frequently use moral
suasion, or leverage NBE's general authority over the financial institution’s affairs as its regu-
lator, as a means of persuading a financial institution to address an individual complaint.
Regardless of the approach currently taken by each directorate, and despite their best efforts,
NBE currently lacks the processes, and clear and specific legal powers, such as the specific
power to compel an institution to pay compensation or take other corrective action, neces-
sary to be able to provide a fully effective EDR mechanism (although, for example, in the case
of PSPs it could possibly rely on its general powers to ‘supervise’ and ‘regulate’ the payment
system to order a PSP to take remedial action). In addition, leveraging of informal mecha-
nisms to resolve complaints in the absence of binding authority could potentially leave the
regulator vulnerable to judicial review and may not always be effective.

Lastly, NBE lacks the capacity and resources to effectively handle the intake, mediation,
investigation, analysis, and stakeholder outreach functions typical of an effective EDR
scheme as well as the attendant administrative load. There is currently no funding within
NBE allocated to each of its directorates for handling financial consumer complaints, and this
is done on an ad hoc basis by individual supervisors, posing resource constraint issues. Simi-
larly, complaints handling requires a set of skills which current supervisors may not always have
(and which is not necessarily required for their usual functions).

For completeness, the FCA currently does not offer EDR services relating to financial con-
sumer complaints against SACCOs. There is currently no formal, independent non-judicial
mechanism for dealing with any individual consumer protection complaints by members/cus-
tomers of financial co-operatives. This is likely to become more essential as new consumer
protection obligations are imposed on such co-operatives.

(For findings on issues relating to internal dispute resolution see the sector-specific sections of
the report further below).
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Recommendations

NBE should consider, jointly with other key stakeholders such as the TCCPA and the FCA,
the most appropriate institutional arrangement to provide adequate, efficient, and effec-
tive external financial consumer complaints handling. Good practice highlights the impor-

tance of having a mechanism with adequate resources, personnel skilled in financial consumer

complaint issues, and appropriate streamlined procedures, as well as the required legal pow-

ers, to be able to provide speedy and suitable outcomes to consumers. It is also important to

avoid overlapping mandates between different mechanisms with regard to complaints han-
dling and ensure that consumers have clarity on which mechanism they should access.

Based on the findings of the diagnostic review, possible institutional arrangements for
EDR in the financial sector in Ethiopia could include the following:

a) A separate complaints-handling unit within NBE: If NBE is minded to continue to deal with
financial consumer complaints at least in the short to medium term, the following changes

and enhancements are recommended:

Firstly, the NBE Proclamation and individual sectorial proclamations should be reviewed
and revised to give NBE clear powers to deal with financial consumer complaints, includ-
ing to undertake individual complaint investigations and to compel institutions to pay
compensation and take other remedial action. Terms of reference and procedures should
be adopted to ensure that NBE's complaints handling processes are in line with interna-
tional principles and guidance on EDR, including with regard to accessibility, efficiency,
effectiveness, fairness, transparency and accountability.

ii. A unit/directorate that is separate from the existing directorates should be established to

deal with complaints. This will assist in avoiding potential conflicts between the prudential
focus of existing directorates, as well as assisting to some extent with the resource allocation
concerns discussed above with regard to having an EDR mechanism separate from NBE.
This unit/directorate should co-ordinate effectively with other parts of NBE (including for the
purposes of sharing complaints data and assisting to focus supervisory activities).

i. Additionally, to support effective complaints handling, it is important that NBE ensure

that relevant staff have appropriate customer care, mediation and investigation skills.
Therefore, dedicated adequately trained and qualified staff should be assigned to this new
unit and capacity building exercises should be undertaken to address any capacity gaps.

. In the long term, consideration may be given to exploring options for the establishment

of an external body that is legally separate from NBE (although it could be hosted by
NBE), dedicated to dealing with financial consumer protection complaints. This would
assist in ensuring there is adequate resourcing dedicated to this function, while freeing up
NBE's resources for supervisory activities, and also assist with a clear delineation between
the regulator/supervisor and the complaint handling mechanism.

b) Separate unit/division within the TCCPA Tribunal: For the reasons discussed above, the
Tribunal currently is not able to offer an effective external dispute resolution mechanism to

deal with financial consumer complaints. Key changes that would be necessary if the inten-
tion is for the Tribunal to provide such a mechanism in the future, in line with international
standards,? include the following:
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The Ministry of Commerce, the TCCPA and NBE should then develop adequate rules of
procedures/terms of reference for financial consumer complaints handling. The TPCPP
allows the TCCPA to adopt customized procedures through an order of the Ministry of
Commerce. These should be in line with international principles and guidance on EDR,

including with regard to accessibility, efficiency, effectiveness, fairness, transparency and

accountability, and should take into consideration the nature of complaints to be resolved

(including relevant financial sector issues).

ii. It would also be important that a separate specialized unit/division within the TCCPA
Tribunal be created for this purpose with responsibility for financial sector consumer
complaints. Such a unit/division would need to be adequately resourced and staffed by
Tribunal members, and support staff, that have a sufficiently strong understanding of the

BOX 2

The following are three key examples of alter-
native dispute resolution schemes that have
been implemented in other jurisdictions:

® Financial ombudsman established by financial

services association: Decisions by such an
ombudsman may or may not be made binding
under legislation but, if they are not, to be effec-
tive their findings will be followed by financial
institutions as a part of a self-regulation model,
such as by financial institutions committing con-
tractually to be bound. In countries such as Ger-
many an industry-based ombudsman structure
for each part of the financial sector has proven
effective. If taking this approach, where the
ombudsman structure is established by the
industry, attention should be paid to ensuring
that potential conflicts of interest are addressed,
as well as providing the scheme with effective
powers. Also, risks of consumer mistrust or skep-
ticism regarding impartiality and fairness need
to be addressed (in substance, as well as through
appropriate information dissemination).

Statutory independent financial ombudsman:
Such an ombudsman would have functions
and powers, such as to make binding deci-
sions, established under laws and its member-
ship would be appointed by a relevant
government authority. For example, the UK

enacted legislation establishing an indepen-
dent ombudsman institution, while Armenia
legally requires financial institutions to join a
central bank-approved ombudsman scheme
with binding rules for all member institutions.
A single statutory ombudsman would make it
easier for consumers to identify to which
agency they should submit their inquiries and
complaints. While this model could have the
advantage of allowing clearly defined objec-
tives and legal mandate, it would require the
investment of sufficient public resources.

Complaints handling structures established
within the regulatory/supervisory agency: A
third model is the establishment of a complaints
handling structure within a regulatory and super-
visory agency. For example in the case of Spain
there are complaints departments in the three
financial sector regulators. While this model has
the advantage of leveraging existing institutional
arrangements, the challenge is to ensure inde-
pendence of the function within such a structure,
avoid conflicts of interest and allocate sufficient
resources (without taking resources away from
other supervisory functions, including with regard
to consumer protection) and ensuring that the
function has sufficient and appropriate powers to
deal with individual complaints effectively.
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practical and technical issues relevant to financial sector complaints and financial services
and products. They should of course also have a good understanding of conciliation,
mediation, and arbitration principles.

The Tribunal’s powers should be reviewed to ensure that the relevant unit/division is
able to make not only a range of remedial orders but also inquiries that may be neces-
sary to bring about the resolution of complaints.

c) Third party mechanism: If the Ethiopian authorities are minded to instead establish a com-
pletely new third party mechanism to handle financial consumer complaints (i.e. separately

from NBE or the TCCPA Tribunal), various options could be explored, such as having a new
statutory body (i.e., established directly through a proclamation) or an industry-based mech-

anism developed in line with requirements and guidelines issued by, for example, NBE.

Regardless of its institutional set-up such a mechanism should also be established in line with

the international principles and guidance on EDR referred to above.

Based on discussions with NBE, and given that it is already undertaking ad hoc complaints han-
dling function and that other alternatives may require greater effort, the most practical initial way

forward seems to be alternative a) above (i.e. establishing a separate complaints handling unit /
function within NBE).

Regardless of the EDR arrangements that are ultimately implemented, their functions
should also comprise appropriate capture, analysis and publication of complaints data.

This is to both inform NBE's supervision activities and also to alert industry to key complaints-re-

lated issues and outcomes.
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See for example, INFO Network, Effective Approaches; see also World Bank, Good Practices for Financial Consumer
Protection; see also, World Bank, D. Thomas and F. Frizon, Resolving Disputes between Consumers and Financial
Businesses: Fundamentals for a Financial Ombudsman.
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KEY ISSUES AND RECOMMENDATIONS—
BANKING AND NBFIS

A) LEGAL, REGULATORY AND SUPERVISORY FRAMEWORK

Context

Regardless of the legal framework, institutions offering consumer banking products and
services should be required to meet certain minimum common consumer protection stan-
dards. All financial services providers (banks, NBFls, as well as non-financial firms) providing
banking products and services (e.g., credit, current accounts, and deposit services including
savings) should be subject to legal requirements that establish appropriate minimum standards
of protection for consumers (specific standards are discussed in more detail further below).
Where protections for consumers of banking products and services are found in multiple laws
(e.g. covering different sub-sectors) regulators should ensure they are comprehensive enough
to cover all relevant consumer protection issues (as discussed in this section) and harmonize
their provisions to the greatest extent possible so that consumers using different types of finan-
cial services providers are protected on the basis of similar consumer protection principles as
far as appropriate.

It is also important for screening and supervisory purposes that all relevant institutions are
adequately licensed or authorized. While in most jurisdictions banks must now obtain a
license from a prudential regulatory authority prior to commencing operations, in some jurisdic-
tions NBFls (and non-financial firms) providing retail banking products and services are not
required to obtain a license or authorization from any authority. Where this is the case, good
practice indicates that they should still at least be required to register with the financial con-
sumer protection authority (which may be the same authority). Depending on the risk profile,
the NBFls may need to be required to go through licensing procedures that permit a fuller
analysis compared to a mere registration. Such procedures (whether for banks or NBFls) should
allow for appropriate screening of prospective entrants into the financial sector, as well as infor-
mation gathering to assisting ongoing supervision, as appropriate.
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Key Findings

As discussed in the previous section of the report, in Ethiopia there is no single standalone
financial consumer protection proclamation but some consumer protection provisions
have been included in its general consumer protection proclamation and others can be
found in various financial sector-specific proclamations and regulations. The Banking® and
Microfinance Proclamations,®' which regulate the provision of financial services and products
(including deposits, credit, funds transfer services etc. and, in the case of micro-financing busi-
ness, also micro-insurance) by the respective types of institutions, contain some limited require-
ments pertaining to financial consumer protection. In addition, the Directive issued by NBE
with regard to mobile and agent banking® (discussed in more detail in section V), contains
some more extensive financial consumer protection requirements. However, it applies only
when relevant products and services are delivered either via mobile device or via an agent. As
a result, existing proclamations currently lack provisions specifying over-arching consumer pro-
tection rights/obligations covering banks’ and NBFls' activities comprehensively.

The Banking and Microfinance Proclamations require any bank or microfinance institution
to obtain a license from the regulator, NBE, to undertake, respectively, banking business
and micro-finance business. The proclamations make it a criminal offence for any person to
transact banking business or to engage in microfinance business without having previously
obtained a license.** While the licensing conditions imposed by NBE do not contain any finan-
cial consumer specific requirements, there is a requirement for senior management to meet
general fit and proper requirements to be further specified by NBE.** Such requirements have
not yet been implemented, but the draft Corporate Governance Directive would, if imple-
mented as currently drafted, specify that the responsibilities of a financial institution’s Board
include ensuring there is a comprehensive risk-management framework and setting up ade-
quate policies to avoid conflicts of interests.® This could also address some consumer protec-
tion-centric issues (such as operational risks of causing consumer harm, risks of non-compliance
with consumer protection requirements, and allowing conflicts of interest that may have an
adverse impact on consumers). A similar responsibility to avoid conflicts of interests would also
apply to senior management. The two proclamations also specify circumstances in which NBE
can revoke a license to undertake banking or microfinancing business. Although these circum-
stances do not make specific reference to consumer protection, they include non-compliance
with applicable proclamations and directives (thus including consumer protection-related leg-
islation), engaging in practices detrimental to the interests of depositors or having serious
weaknesses in its corporate governance. |deally, going forward both licensing conditions and
the grounds for revoking (or suspending) licenses should be amended to recognize more
explicitly engaging in conduct that is detrimental to consumers, and not just depositors, of a
financial institution.

Leasing activities are regulated by a separate proclamation in Ethiopia, but it contains only
a few specific consumer protection measures.* This proclamation governs the provision of
operating and finance leases and hire purchase agreements for capital goods (being goods
acquired for the purposes of production of goods or provision of services) in Ethiopia. It requires
providers of finance leases and hire purchase agreements to be licensed by NBE (although
licensed micro-finance institutions do not require a separate license to do so). The proclamation
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also specifies certain clauses which must be included in all leasing contracts (discussed in more
detail below).

There is no separate proclamation specific to SACCOs and these are currently regulated
only by the general proclamation on cooperatives.*” This proclamation requires cooperatives
operating in more than one region to be registered with FCA and cooperatives operating at the
local level to be registered with the competent local authority. Additionally, all cooperatives are
subject to an annual audit to be conducted by the relevant competent authority. The FCA has
developed standard by-laws for use by cooperatives and has the implicit power to issue regu-
lations for cooperatives within its jurisdiction. Further, the FCA is currently in the process of
drafting a revised Cooperatives Proclamation and subsequent regulations which are expected
to explicitly mention that the FCA has the power to issue directives.®®

NBE supervises banks, including state-owned, private and development banks, as well as
MFIs and finance leasing companies. However, SACCOs fall within the remit of the FCA
and NBE does not have responsibility for their activities. NBE has a Directorate with respon-
sibility for supervising all banks and another with responsibility for supervising MFls and leasing
companies. Within FCA there is a Financial Cooperative Development Directorate responsible
at the federal level for SACCOs but, in terms of supervision of locally authorized cooperatives,
FCA has to rely on arrangements with the respective regional cooperative agencies, which are
affected by varying levels of human and financial resources and numbers of cooperatives (finan-
cial and non-financial) that may be supervised by each authority. Audits of cooperatives are
undertaken by a separate Cooperative Audit Directorate within FCA as well as the auditors of
the respective regional cooperative agencies.

There is no dedicated financial consumer protection directorate within NBE but some
selected consumer protection issues are reviewed during supervisory inspections by the
Directorates responsible for banks and MFls/leasing companies. NBE does not currently
have a Directorate (or teams/units within existing Directorates) dedicated to supervision of
compliance with financial consumer protection obligations. Both the Banking and the MFI
Directorates indicated that under their operational risks supervision they review compliance
with selected financial consumer protection issues, such as whether institutions have under-
taken loan affordability assessments, and consider issues such as evidenced by individual loan
files, consumer complaints as registered by each institution, potential fraud against consumers
and compliance with requirements to protect customer data (the latter reviewed by supervisors
specializing in IT security). However, there are currently no internal standard policies and proce-
dures regarding how compliance with financial consumer protection issues should be super-
vised and therefore practices vary between the Directorates and potentially between individual
supervisors and supervisory visit teams.

The FCA and regional cooperative agencies supervising SACCOs review matters that have
relevance to consumer protection to a very limited extent. All SACCOs are subject to a
mandatory annual audit which includes reviewing whether they have complied with their by-laws
and have correctly completed pass-books for their credit and savings products. Due to the lim-
ited capacity of many SACCOs, during such audits the FCA and regional agencies may also
assist them in calculating in a batch interest accrued for each member on their savings accounts.
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At present neither NBE nor FCA appear to publish any substantial information targeted at
assisting consumers. NBE regularly sets compulsory minimum interest rate requirements on
savings products, which are gazetted and published. However, neither NBE nor FCA appear to
collect or publish information on product pricing by individual institutions, or other information
which could assist consumers in comparison shopping, or in understanding key aspects of finan-
cial services and products and their core rights in relation to these.

Recommendations

In the short term, NBE should issue a new Directive to provide for key general financial
consumer protection principles applying to banks and NBFls. The new Directive should
specify key principles of financial consumer protection that would provide for basic standards
of conduct, reflecting international good practices, when financial institutions deal with con-
sumers. These principles would allow NBE to enforce such standards sooner, at least in deal-
ings between institutions and consumers of most concern, while over time it also develops
more detailed conduct requirements addressing specific issues as discussed later in this sec-
tion. They would also allow financial services providers to familiarize themselves with such basic
requirements before more prescriptive obligations, reflecting these standards in more detail,
are put into place. Such general obligations should cover:

a) Disclosure and transparency (addressing the need for financial services providers and their
representatives to be transparent in the way they communicate with financial consumers
about their products and services);

b) Fair treatment of customers and product suitability (addressing the need for financial ser-
vices providers and their representatives to treat financial consumers fairly and respectfully
at all stages of their engagement, and to recommend financial products and services only
when suitable for the financial consumer);

c) Data protection (addressing the need for all financial services providers to protect, and han-
dle appropriately, financial consumer personal information); and

d) Internal complaints handling (addressing, until more detailed requirements are developed,
the need for all financial services providers to have in place internal dispute resolution pro-
cesses that are readily available and accessible, easily initiated etc.—see the more detailed
discussion below in this regard).

The Directive should provide further definition and detail in relation to each conduct princi-
ple consistent with international good practices. Such standards could of course also be
included in the several existing sectoral proclamations by amendment, but as this would
require a longer and more complex process, to introduce such standards as quickly as possi-
ble it is recommended that this be done by NBE using its Directive-making powers. As dis-
cussed further below, the new Directive would also be a vehicle for addressing, at least in the
short term until a further consolidation exercise is undertaken, more specific consumer pro-
tection issues and gaps.



Key Issues and Recommendations—Banking and NBFls

A similar instrument should be issued by the FCA for SACCOs. A high level financial consumer
protection regulation, with similar high level principles, should be issued for SACCOs. In developing
such a regulation FCA should take into consideration the more limited capacity of many, if not most,
such cooperatives but also balance the need to foster appropriate standards of conduct in the sec-
tor, particularly as it continues to grow, as does the size of individual cooperatives. FCA and NBE
should coordinate to ensure that the approaches taken in their respective rules are consistent as far
as appropriate. This is to ensure that consumers, as far as practicable, have equivalent levels of
protection regardless of the type of institution that they deal with.

In the medium to long term NBE should consider consolidating all existing financial consumer
protection provisions, and new provisions developed as recommended in this report, into one
Directive (or into one single comprehensive proclamation if feasible) and ensuring that there
is a consistent approach across all financial institutions except when differences are appropri-
ate. The FCA should consider an equivalent approach for SACCOs. As already discussed, cur-
rently various obligations relating to financial consumer protection issues are found in a number of
proclamations and directives. There are also differing levels of protections depending on the sec-
tor and also on when the provisions were developed. Including all financial consumer protection
provisions in a single piece of legislation for all institutions supervised by NBE would avoid frag-
mentation, lack of clarity, potential inconsistencies and would assist efficiency of supervision, indus-
try compliance and consumer awareness by ensuring that relevant requirements can be found
more easily and, as far as practicable, as consistent across the industry. The FCA should also seek
to include consumer protection obligations applying to SACCOs in due course in one set of regu-
lations for similar reasons. In the long term, NBE and the FCA should also consider the feasibility
of developing a single consumer protection proclamation that would apply to institutions super-
vised by each (while taking into account practical differences).

From a supervisory perspective, NBE's and the FCA's responsibility for consumer protection
supervision with regard to banks and SACCOs should be clarified and each should develop
an adequate supervisory strategy. The report discussed in section |l the need for clarification
of, and a suggested approach for, supervisory responsibilities, and for capacity building and
internal organization of consumer protection supervision within NBE and FCA. This obviously
includes supervision of banks, MFls and SACCOs respectively for this purpose. Complementary
to this is the need for NBE and the FCA to develop an appropriate internal supervisory strategy
focusing on higher impact consumer protection issues of the kinds discussed in this section.
Following implementation of the consumer protection provisions discussed in this section, NBE
and the FCA should undertake monitoring of industry practices to initially establish what its pri-
orities should be and what issues require more immediate attention. They should also aim to
make public statistics on, and summaries of, supervisory findings and, in due course, enforce-
ment actions relating to consumer protection (e.g. of emerging consumer protection issues in
the financial sector or of systemic concerns). Such information should be tailored to be of prac-
tical use to consumers, as well as industry. This would help NBE and the FCA to increase aware-
ness of such issues among financial institutions, as well as consumers, and pose a deterrent
effect for institutions.
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BOX 3

Dissemination should be undertaken at least through the authority’s institutional
website but other channels should also be used as appropriate (e.g., newspapers).
The range, depth, and complexity of information to be published, and the channels and
materials used, will depend on the resources available to the authority. For the sake of
accountability, the financial consumer protection authority should publish annual reports
with a summary of its regulatory, supervisory, and enforcement work. The Banking Con-
duct Supervision Department of the Bank of Portugal publishes bi-annual reports on
conduct supervision, reports on market monitoring, and even has impact evaluation
reports on some key regulatory measures. Annual reports may also highlight the perfor-
mance of financial services providers in complying with the legal and regulatory frame-
work for financial consumer protection.

Resources and data availability permitting, the financial consumer protection author-
ity should also consider publishing additional items that can assist consumers and
industry, such as statistics about consumer complaints against financial institutions; ana-
lytical sectoral reports; tips for choosing between different products and services; fees and
charges calculators; warnings about recent scams against consumers; and comparative
information on fees and prices on key products. Examples of tools to facilitate consumer
choice and other general descriptions of consumer rights can be found in the web portals
of Peru’s Superintendence of Banks, Insurance and Pension Funds,* the Malta Financial
Services Authority,* the Bank of Portugal,*' and many other supervisory authorities.

Key Findings

In addition to the proclamation on advertising discussed in section |, there are some lim-
ited obligations relating to consumer disclosure and transparency. Sectoral proclamations
(e.g. dealing with mobile payments and leasing) contain some disclosure requirements but
these are limited, leaving significant gaps, and industry practices vary substantially among pro-
viders. In addition, some requirements, such as the requirement in the TPCPP to provide
receipts for each transaction, to a large extent are currently not complied with.

The content, format and manner of delivery of pre-contractual information can be crucial
in assisting consumers to understand the financial services and products they are consid-
ering acquiring. However, pre-contractual information provided to financial consumers in
Ethiopia frequently seems insufficient to achieve this goal. Pre-contractual disclosure prac-
tices vary substantially, not only between sectors of the financial system, but also between insti-
tutions in the same sector. While some institutions make available relatively clear up-front
information to consumers, in general, the information provided by banks, MFls, and SACCOs
seems to focus primarily on how to apply for a product, and sometimes also on some positive
characteristics, rather than providing comprehensive coverage of all key costs, obligations and



Key Issues and Recommendations—Banking and NBFls

risks, in addition to features and benefits. It is also not common to make available copies of
product terms and conditions in advance (as discussed in section IV, an exception is terms and
conditions for mobile payments). Further, many institutions are not providing documents in a
local language which is understood by consumers (e.g. in addition to English and Amharic)

There are no requirements to provide standardized pre-contractual information to con-
sumers nor is there an industry practice to do so. Some banks and MFlIs (for example, as a
result of choosing to adhere to international standards like the SmartCampaign) provide a gen-
eral pre-information sheet or similar explaining the various conditions of the product being
offered and containing total cost indicators and re-payment schedules for credit products. How-
ever, for credit products most banks and MFls provide only a checklist containing information on
which documents a borrower needs to provide and conditions they need to meet to apply
finance. For transaction and savings products consumers tend to be provided information on
fees and charges only orally (e.g. by referring them generally to the applicable of fees and
charges and noting that information about them is available at branches or online).

Practices relating to provision of written terms and conditions for credit vary substantially,
with some institutions not providing a copy to the consumer even following the contract
signing. There are generally no written terms and conditions for savings and transaction
products. Financial institutions generally have standard written contracts for credit products.
However, it is not common practice to provide copies of these to a prospective consumer when
they are inquiring about, or even applying for, a credit product. While most institutions indicated
that they provide a copy of the completed written contract to the consumer following approval,
there is no standard timeframe within which this is done, with some institutions only providing
the copy at the time of signing and thus not necessarily allowing the consumer sufficient time to
consider it. Some institutions indicated that they do not even provide a copy of the written con-
tract for the consumer to keep after the signing. With regard to transaction and savings prod-
ucts, most institutions do not have standard written terms and conditions for such products
(other than information relating to fees and charges). The exception is mobile payments prod-
ucts, discussed later in the report.

There are currently few requirements regarding the content of product terms and condi-
tions. The proclamation that governs leasing specifies certain clauses which must be included in
all leasing contracts, discussed in more detail below, such as the type of lease (e.g. finance lease
or hire purchase), the full price of the goods and the total lease rent payable, various repayment
details and a right to terminate the lease in the event that the goods are defective. However, the
proclamation does not specify when and how the contract (or related information) should be
provided to the prospective lessee, nor seek to limit or prohibit the inclusion of unfair clauses in
such contracts.*? It also mandates certain features for each lease type such as, for finance leases,
that they are not cancelable and require a full pay-out (without contemplating exceptions other
than as noted above) and, for hire purchase agreements, that ownership is transferred periodi-
cally in proportion to payments made and that the agreement should provide how ownership
rights are settled in the case of an early termination. In addition, in the case of defaults by the
lessee, the proclamation provides that the lessor must provide them with 30 days to remedy it
and may then rescind the agreement, repossess the goods and claim related damages, compris-
ing unpaid rent and interest. It does not appear to contemplate that the current value/recovered
resale price of the goods should be taken into account in calculating such damages. Importantly,
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there are no similar requirements for more mainstream consumer credit contracts or contracts
relating to transactional or savings deposit products. In addition, while advertising and sales
materials are usually in the local language(s) in each relevant region, only a few financial services
providers confirmed that they provide contracts in all local languages. Most providers only give
contracts either in Amharic or the main local language of the relevant region.

The current lack of rules requiring clear upfront disclosure of all costs/fees and charges
may make credit consumers more vulnerable to unfair competition practices and limit their
ability to make effective choices in relation to financial products. Some institutions charge
interest on a flat basis rather than on a declining balance, without making clear to the consumer
the method of calculation. This can mean that consumers do not necessarily understand the real
cost of the credit (even if it has the same nominal rate) and may not be able to compare effec-
tively offerings from different institutions and different product alternatives. Additionally, some
institutions charge significant upfront fees (payable in advance or on loan disbursement) which
may not be understood by consumers given that they do not appear to be clearly and promi-
nently disclosed prior to entering into the contract with the provider. While most credit providers
give a repayment schedule to borrowers, only some providers clearly indicate the principal, the
interest charges, and other fees associated with each repayment, making it easier for the con-
sumer to understand the total cost. Even fewer institutions provide additional details such as
separate details on principal vs amount disbursed and on total cost of credit.

There are no requirements to disclose standardized overall cost indicators. Annual percent-
age rates/effective interest rates or equivalents are generally not disclosed to consumers. While
credit products currently do not usually include ongoing fees, industry practice in this regard
could change in the future. Further, some credit providers charge some upfront fees in relation
to loan establishment or for bundled/compulsory insurance. In such instances, disclosure of
nominal interest rate alone is not sufficient to indicate the real periodic cost of credit.

Providing account statements seems to be a widespread practice. Generally, all financial
institutions provide statements either free of charge or subject to a small fee and this is done
either automatically or upon request for all types of products. For savings and deposit accounts
each transaction is recorded in the consumer’s passbook and statements are provided only
upon request, with some institutions charging a fee for this service. This means that fees which
are not transaction related (e.g. chargeable as a result of balances being below certain level, or
on dormant accounts) will not be known to the consumer until they next attend a branch to
update their passbook. For credit products, industry practices are more varied, with only a small
number of institutions providing a statement indicating all relevant information in detail (e.g.,
remaining outstanding balance, principal repaid, interest paid, etc.). Although not a full state-
ment, institutions seem to generally provide a receipt for a repayment, but only some include
the outstanding balance in such a receipt.

Some financial institutions include in their credit contracts unilateral rights to modify terms
and conditions generally, or to modify certain aspects—e.g. the interest rate—but disclo-
sure practices relating to changes made in reliance of such rights differ substantially. Gen-
erally, institutions retain rights to change terms and conditions (some indicated that this was a
right to make any changes while others that it was a right to make specified types of changes).
Only a limited number of institutions communicate changes to affected consumers on an indi-
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vidual basis. In the case of transaction and savings deposit products, as noted above, the prac-
tice is generally not to have written terms and conditions and thus no unilateral right to vary
aspects of the terms and conditions is expressly reserved. However, when financial institutions
do make changes—e.g. increasing the amount of a transaction fee or introducing a new fee—
they also generally do not provide individual disclosure of such changes. Such a change may be
indicated in branches or the consumer becomes aware of the change only once they undertake
a transaction attracting the changed or new fee.

Recommendations

In the short term, basic standard disclosure and transparency requirements should be
introduced, with the recommended new NBE Directive on consumer protection discussed
above (and the FCA's equivalent regulations as also recommended above) being the most
logical vehicle for this purpose. To facilitate a speedy introduction and implementation by
industry (while more detailed requirements for specific product types are developed) these
requirements should be relatively high level while addressing some key internationally rec-
ognised goals for disclosure, including:

a) a requirement to provide a clearly worded and legible written contract to all consumers for
all financial products and services, including savings and transaction accounts as well as
credit products (other key requirements, such as for provision in a suitable local language,
should also be covered);

b) a requirement to disclose clearly all upfront, ongoing and contingent fees and charges asso-
ciated with a financial product or service;

¢) requiring not only that marketing material not be misleading but also that it refer to key
aspects, such as costs or risks, particularly where these qualify more positive aspects referred
to in the advertisement;

d) disclosure of interest costs (e.g. principal vs total interest charges) in a way that allows con-
sumers to understand the total cost and make relevant comparisons.

In the short term NBE should begin monitoring advertising materials and establish whether
existing requirements are being complied with and whether they suffice at least with
regard to preventing misleading marketing. Having adequate advertising and marketing
material is important given the influence it can have on both provider and product choice by
consumers. NBE should monitor whether advertising has potentially been misleading consum-
ers and also what impact the lack of inclusion of information about risks and costs of a product
or service may be having. While at present basic requirements exist in the general proclamation
(and NBE's supervision Directorates request all marketing material for new products to be sub-
mitted to them) NBE should generally begin monitoring whether these are applied and whether
they suffice in preventing consumers from being misled.

In the medium term NBE should issue more sophisticated standardized pre-contractual
disclosure requirements for credit products. In the medium term NBE (in consultation with
the FCA so as to ensure uniform approach) should also consider standardizing, for disclosure
purposes, terminology for the most common fees and charges. Standardized disclosures (in the
form of standalone 'key facts statements’ or similar) would allow for greater comparability of
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BOX 4

A 'key facts statement’ (KFS) refers to a standardized typically one to two-page
document written in easy-to-read print and plain language, that describes key
aspects of a financial product. A KFS does not replace the terms and conditions for a
financial product or service, but rather is required to be given to a consumer prior to
starting a contractual relationship with a financial institution (e.g. opening an account or
signing a loan agreement). A KFS should aim to help consumers better understand the
key features, terms and conditions of the product or service, and to provide them with
useful information in the process of acquiring a financial product, and during the life of
the financial product. The standardization of the KFS across providers allows for compa-
rability of offers from different providers of the same type of financial product.

The KFS should clearly indicate all, or at least key, fees and charges related to a
financial product, and also inform consumers about their basic rights, including the
resolution mechanisms available in the event of a complaint. For example, for con-
sumer term loans a KFS should include: (1) the total amount of the loan; (2) the amounts
of monthly payments; (3) the final maturity of the loan; (4) the total amount of payments
to be made; (5) fees, including prepayment and overdue penalty fees, possible taxes for
remittances, and any other charges that could be incurred; (6) any required deposits or
advance payments; (7) if the interest rate is variable, the basis on which the rate varies; (8)
any additional insurance that is required (such as personal mortgage insurance); (9) any
prepayment penalty; and (10) if the credit is used to finance a product, the cash price of
the product without financing charges.

In a jurisdiction lacking such disclosure, KFSs could first be established for basic
retail financial products such as personal loans and basic savings accounts, and later
for more complex ones like mortgage loans, life insurance policies, and collective
investment funds. Development of KFSs should include appropriate consultation and
testing with industry and consumer stakeholders. It is also important that KFSs be avail-
able at least in the language(s) most spoken in the location where the financial product is
offered. Finally, it is important that adequate supervisory mechanisms (e.g., targeted vis-
its, ad-hoc or systematic reviews, mystery shopping) are established to ensure that pro-
viders give and explain KFS to their customers at required stages. Several countries have
already implemented KFSs and equivalent documents, such as Ghana’s “Pre-Agreement
Truth in Lending Disclosure Statement” and Peru’s “Hoja Resumen” (Summary Sheet) for
consumer loans; South Africa’s “Pre-Agreement Disclosure” for consumer credit prod-
ucts; Hong Kong's “Product Key Facts Statement” for unit trusts and mutual funds, invest-
ment-linked assurance schemes and unlisted structured investment products, and
summary disclosure documents required within the European Union.
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financial services and products and support better understanding by consumers. Such standard-
ized disclosures could include standardized repayment schedules and standardized disclosures
of key terms and conditions and fees and charges, as well as inclusion of information about
issues such as dispute resolution mechanisms and important risks to the consumer. It would be
prudent to first implement such requirements for products where a lack of consumer under-
standing could have the greatest impact or where potential issues of consumer harm have
already been identified—in the case of Ethiopia this would mean focusing first on credit prod-
ucts. In addition, standard disclosure elements should be mandated for written contracts, such
as standardized costs and repayment disclosures.

In the longer term NBE, in consultation with FCA, should also consider introducing a stan-
dardized summary sheet or similar for the most common transaction and savings products.
This will become particularly important for financial inclusion purposes and as such products
become more complex, include additional features (institutions indicated that the pace of prod-
uct development is increasing) and as fee structures correspondingly also gain in complexity.

C) FAIR TREATMENT AND BUSINESS CONDUCT

Key Findings

Some potentially unfair industry practices have been identified during this diagnostic review
but the lack of systematic supervision or reporting on consumer issues and complaints anal-
ysis means that others may remain undetected. Examples of potentially unfair practices at the
sales and product administration stages that have been identified include the following: some
financial institutions require borrowers to automatically take up personal credit insurance with
some loans, and bundle the charge for that insurance in the fees payable on entry into the loan;
many institutions reserve potentially unfettered rights to make changes to the terms and condi-
tions of a product generally, or to at least make changes to the interest or fees payable in con-
nection with that product; some credit providers charge the full cost of a loan regardless of the
extent of any early repayment; it seems that potentially some institutions charge the maximum
default rate on not only overdue amounts but on the whole balance outstanding; potentially
unfair or harsh debt collection approaches (discussed separately below) were also identified.
However, the lack of systematic supervision of, or reporting on, consumer issues and analysis of
consumer complaints, means that other unfair practices may already be prevalent but were not
yet identifiable for the purposes of this report. Further, as the market continues to grow, new
products are offered and potentially competition increases, new circumstances may arise that
increase the propensity for unfair treatment by some institutions at the various stages of their
dealings with consumers. Currently there are few legal restrictions on such unfair practices (other
than, for example, general obligations under the generic consumer protection proclamation
which is not supervised by NBE or the FCA).

There are no formal requirements to ensure product suitability, although some financial
institutions appear to conduct an affordability assessment before approving a loan. Some
credit providers, in particular some SACCOs and MFls, indicated that they assess clients’ needs
as well financial capability when assessing an application for a loan (it should be noted, however,
that for commercial and demand-related reasons currently MFls, as well as most banks, provide
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much or all of their lending for business/trade purposes rather than for personal/domestic pur-
poses and so do not yet have extensive experience in considering suitability in the latter con-
text). Some of these institutions also indicated that they provide training to their borrowers on
over-indebtedness. It was also noted by some SACCOs and MFls that they tend to have some
informal awareness and understanding of a borrower’s circumstances as a result of their local
reach and contacts with the local community. However, there are currently no mandated mini-
mum responsible lending requirements from a consumer protection perspective (e.g. mandat-
ing an individualized analysis of needs and objectives as well as affordability) rather than from a
prudential portfolio-based perspective. In addition, MFls and SACCOs are not currently part of
the formal credit bureau arrangements administered by NBE (MFIs participate in an industry
arrangement), which limits their ability to assess debtors’ credit history and current position. It
also does not seem to be the practice to undertake any kind of suitability analysis when offering
non-credit products. This may be less of a concern for the relatively simple savings and transac-
tion products that currently tend to be offered through financial institutions. However, this is
likely to become a more significant issue as product ranges, and features associated with rele-
vant products, expand (and several institutions indicated that their medium-to-long term strate-
gies include such expansion).

While customer mobility for savings and transaction products does not generally appear
to be impaired, some institutions charge high early repayment penalties for loan products.
Despite the lack of legal prohibition on anti-competitive fees and charges, account holders gen-
erally appear to be able to close accounts or switch among providers relatively easily. On the
other hand, many institutions charge high early repayment fees for credit products, and some do
not provide any reduction in interest charges if loans are repaid early, insisting on payment of
interest calculated on the full term (thus potentially acting as significant discouragement to loan
switching or re-financing).

Lastly, beyond the proclamation regulating foreclosure of mortgages and pledge proper-
ties,*® there are no general common standards on recovery processes and procedures, which
results in substantially differing practices, ranging from ones that are relatively benign to
others that seem unfair or harsh. Other than a proclamation on enforcement of mortgages, and
the Civil Code, there are currently no mandated minimum standards on recovery processes. The
lack of more substantive protections means that some market providers engage in potentially
unfair or harsh practices. Financial institutions indicated that they comply with the requirements
to provide the demand notices mandated by Article 3 of the Proclamation on foreclosure. They
also indicated that they will generally seek to engage constructively with borrowers in arrears.
However, there appear to be varying practices with regard to follow up on-debts that remain
outstanding, including visits to borrowers’ premises, phone contact etc. Some financial institu-
tions, particularly some MFIs (although it is not possible to conclude that such practices are lim-
ited to MFIs) engage in practices that are unfair or excessively harsh, including by relying on
public authorities to exert pressure on borrowers in arrears (e.g. when they attend authorities’
offices to request business licenses they will be pressured to repay their loan), public display of
defaulting borrowers’ names in branches, having representatives of the credit provider publicly
shame a defaulting borrower when visiting their village/local community etc.
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Recommendations

As an immediate next step, the NBE directive and FCA regulations recommended above
to include key general financial consumer protection principles should be introduced and
relied on by NBE and the FCA to improve dealing with consumers throughout the product
life cycle. Although initially these obligations will be principles-based and relatively general,
NBE and the FCA should aim to draft them to promote fair treatment at all stages of the con-
sumer relationship, from product sale through to default. Such general fair treatment principles
should then be relied on by NBE and FCA, through supervision and industry guidance, to foster
improvement with regard to practices adverse to consumers.

In the medium term, NBE should introduce specific and detailed regulatory requirements
to address major unfair treatment concerns. NBE should develop more detailed regulatory
provisions (and supporting industry guidance) targeting inappropriate conduct at pre-sales and
post-sale stages, including requiring appropriate product suitability assessments and prohibiting
terms or conditions that are unfair (e.g. by being excessively unbalanced, inappropriately exclud-
ing or restricting legal requirements or liability applicable to a financial institution, allowing a
financial institution an unreasonable right to make changes to contracts etc.).

NBE should also develop more stringent standards on recovery practices. NBE should pro-
hibit inappropriate debt collection practices and provide for minimum conduct standards when
dealing with borrowers in default (going beyond merely mandating the provision of default
notices). Such legal requirements are likely to need to be complemented by practical industry
guidance. Such standards would include, but not necessarily be limited to: a prohibition on
public shaming (e.g., no public display/publication of debtors’ identities photos in local newspa-
pers or at the points of sale) and a prohibition on undue intervention by public authorities (e.g.,
without a court order, without the required authority to do so).

D) PRIVACY AND DATA PROTECTION

Key Findings

While it was indicated by NBE that banks are subject to a legal confidentiality duty in rela-
tion to their customers’ information and banks generally have systems in place to comply
with this, some institutions share information informally outside of bureau arrangements
administered by NBE. It appears financial institutions generally have systems and processes in
place intended to protect their customers’ information. However, anecdotal evidence suggests
that banks share information among each other informally, potentially inconsistently with exist-
ing obligations.

MFIs have developed an industry-based bureau arrangement because they currently do
not have access to the credit reporting arrangements administered by NBE but they also
share data with public authorities without any apparent legal basis. MFls currently do not
have access to a regulated credit bureau and no specific confidentiality requirement; hence,
institutions in certain regions have developed informal bureaus. The MFI Proclamation also does
not seem to impose an equivalent confidentiality obligation to that imposed on the banks. Fur-
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ther, some MFIs share data with regional public authorities on delinquent borrowers without any
apparent legal basis for doing so, in order to support some of the potentially unfair or excessive
recovery practices noted above.

Recommendations

Implementing (and supervising effectively) data protection requirements recommended in
Section Il d) of this report could address these concerns. While at present inappropriate data
sharing appears sporadic, as the market develops this could increase and such protections, if
properly supervised, should reduce that risk.

E) DISPUTE RESOLUTION MECHANISMS

Key Findings

With the exception of institutions authorized by NBE to engage in mobile and agent-bank-
ing activities, at present there is no requirement for banks or MFls to have in place a for-
mal internal dispute resolution mechanism, resulting in significant variations and potential
deficiencies in how complaints are handled. At present, there is no requirement for financial
institutions to have in place a formal mechanism to handle consumer complaints, except for
complaints in connection with mobile payments and agent banking (as explained in section IV
e) of the report, internal dispute resolution requirements for this purpose are in a dedicated
directive, although this has not resulted in a uniformly effective approach to dealing with com-
plaints). A number of institutions indicated a genuine concern with dealing with consumer
concerns effectively, including by allowing them to escalate their matter up to the managing
director of the organization. However, the lack of legal requirements regarding internal com-
plaints handling seems to have contributed to significant variations in how consumers can make
complaints. These range from making available ‘suggestion boxes’ in branches and offices (not
necessarily in a visible or prominent location) to providing customers with the availability to
speak directly to a branch manager or dedicated branch staff and providing written complaint
forms and dedicated contact numbers. Institutions also provide a range of internal escalation
processes and procedures if a complaint is not dealt with to a consumer’s satisfaction at first
instance. However, these processes sometimes appear to lack clear internal standards (includ-
ing in terms of timeframes, required acknowledgments and final responses). They could poten-
tially also be overwhelming for an ordinary consumer, given that they sometimes require them
to pursue their complaint with very senior management at head office.

Given their nature and structure, SACCOs appear to have more formal mechanisms for
members to raise their grievances. In the model by-laws developed by the FCA the coopera-
tive structure includes a committee for members to bring grievances. While these mechanisms
are not entirely formal and are not necessarily in line with international standards on financial
consumer complaints handling, they seem to be more developed and sophisticated than those
offered by some banks and MFls.

Overall, regardless of the mechanisms in place, it does not appear that consumers are
encouraged to raise their grievances. Despite the fact that many banks and MFls have in place
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some form of dispute resolution process, financial institutions generally do not seem to encour-
age consumers to raise complaints. In discussions with industry comments were repeatedly
made along the lines that in Ethiopia there is no ‘complaints culture’. However, a lack of com-
plaints may in fact result at least in part from a lack of awareness by consumers regarding their
rights in connection with financial products and services, as well as how to seek redress when
those rights are infringed. This not only poses a problem for consumers, but also can mean that
financial institutions are not aware of problems their consumers face when dealing with them
and thus do not have an opportunity to address them and improve their practices. In the long
term, this could also have an impact on financial inclusion, by undermining trust in the formal
financial sector and limiting consumers’ propensity to take up financial products and services.

Recommendations

While existing IDR requirements in connection with banking agent and mobile banking activ-
ities are fairly general, as a first step (given that some institution are already familiar with
them) NBE should extend equivalent requirements to all banks and MFls, before implement-
ing more extensive regulatory requirements in relation to this issue. NBE should include a
provision in the new general consumer protection directive recommended above that extends
equivalent requirements to all banks and MFls. This would begin to ensure that mechanisms for
consumers to bring complaints directly to institutions are mandated consistently across the indus-
try. FCA should consider, to the extent feasible, imposing similar requirements on cooperatives
where the usual approach to dealing with member grievances may not be as effective.

In the medium term, NBE should introduce more specific requirements, not only obliging
institutions to have internal IDR procedures, but also establishing more detailed minimum
standards for such procedures. In the medium term, NBE should issue minimum requirements
regarding processes and procedures for IDR schemes. These requirements should follow inter-
national best practices on key aspects of IDR processes, while taking into consideration capacity
constraints and the fact that they should be applicable to all institutions offering retail banking
products and services. NBE and FCA should consult on adapting these requirements to
SACCOs.
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KEY ISSUES AND
RECOMMENDATIONS—PAYMENTS

A) LEGAL, REGULATORY AND SUPERVISORY FRAMEWORK

Context

A well-founded legal framework that is clear, transparent and enforceable is an important
element in ensuring a sound and efficient payments system. Apart from including explicit
provisions for the central bank’s involvement in the payments system and in implementa-
tion of laws supporting the payment system’s operation, the legal framework should also
include measures to ensure that consumers using payment services are adequately pro-
tected. Financial consumer protection aspects with regard to payment instruments include, for
example: transparency of terms and conditions, effective disclosures of relevant aspects of
payment instruments, protection of users’ data and appropriate liability allocation for consumer
loss due to fraud and unauthorized transactions.

Key Findings

Consistent with international good practice, Ethiopia has a specific law that governs the
national payments system, the NPS Proclamation.* The proclamation sets out the role of
NBE as the overseer of the NPS and authority responsible for authorizing persons to operate
payment systems and issue relevant payment instruments. The proclamation makes specific
reference to "interests of consumers and terms and conditions governing their relationship with
operators” as one of the conditions taken into account when issuing authorization for a system.
However, financial consumer protection measures to ensure that users of payment instruments
are protected from inappropriate conduct by PSP are limited and clear legal provisions in sup-
port of the use of such instruments are yet to be adopted by NBE.*
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The NPS Proclamation empowers NBE to authorize PSPs,* as well as specify conditions for
their participation in the payments system. This mandate is further reinforced in the NBE
Proclamation, which specifies NBE's statutory authority to authorize and oversee all interbank
systems and retail payment instruments.*’ Further the NBE Proclamation also gives NBE gen-
eral powers to establish, regulate, and supervise the payment system, as well as to prohibit
PSPs from undertaking certain detrimental conduct.*®

Authorization applications also deal with some issues relating to financial consumer pro-
tection. An entity applying to be a payment system operator must meet various conditions,
some of which have relevance to financial consumer protection, such as adequate systems to
manage risks, protect users’ data, etc. When considering whether or not to grant approval, NBE
needs to consider, among other things, the “interests of consumers, including the terms and
conditions governing their relationship with operators”.** The NPS Proclamation also gives NBE
power to suspend® or revoke®' an authorization for various reasons, including violation of laws,
regulations and participation conditions or failure to commence operations or where a PSP is
declared insolvent. Further implementing these requirements, NBE has issued a directive requir-
ing banks, which are the main payment service providers, to “adopt policies and procedures to
detect, mitigate, and report fraud and fraud attempts”,*? providing some measure of protection
to consumers against loss resulting from such circumstances.

NBE has not issued financial consumer protection provisions of general application to pay-
ments products and services under the NPS Proclamation but it has issued a directive
implementing a regulatory regime for agent and mobile banking services that in part
seeks to address some consumer protection issues.>® The directive provides that only finan-
cial institutions that are licensed by NBE are permitted to provide agent and mobile banking
services.* Applications for licenses contemplate the need for risk-management procedures,*
which should cover some of the issues noted above.The directive also sets out several require-
ments seeking to address some consumer protection issues, ranging from mandatory disclosure
of terms and conditions to complaints handling mechanism.* However, these are merely listed
as minimum requirements that should be addressed in the provision of agent and mobile bank-
ing services and are not as detailed as they should be to ensure effective consumer protection.
In addition, the wording of some of the provisions is unclear and could result in significantly
different levels of consumer protection between different providers depending on their interpre-
tation. Specific provisions are discussed further below.

Turning to institutional and supervisory arrangements, the NPS Proclamation gives NBE a
clear mandate to supervise payment systems within Ethiopia. As noted above, NBE has a
mandate as the overseer of the NPS and the regulator responsible for authorizing payment
instrument issuers and system operators. The NPS Proclamation also gives NBE a specific man-
date to issue rules on financial consumer protection issues (it also establishes that the Govern-
ment of Ethiopia may create a National Payment Council which shall have an advisory role to
NBE with regard to the NPS).>” Such a Council could facilitate dialogue on relevant cross-cutting
and cross-institutional issues regarding the NPS and payments instruments, including consumer
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protection issues, as well as facilitate cooperation on such issues amongst various stakeholders
and regulators such as the TCCPA and the telecommunications regulator. However, such a
Council has not yet been established.

Despite its specific mandate with regard to financial consumer protection for payment
instruments, NBE at present does not appear to be undertaking any significant supervi-
sion of consumer protection requirements in connection with payments. As discussed in
sections |l and Il a) of this report, NBE does not have a dedicated financial consumer protection
supervision department or similar unit. Additionally, it seems that NBE's Payment and Settlement
System Directorate does not currently review, in any systematic manner, financial consumer pro-
tection issues, including ensuring compliance with existing (albeit limited) consumer protection
requirements noted above. Further, NBE lacks adequate oversight capacity both in terms of
staffing, technical, and financial resources.

Recommendations

In the short term NBE should aim at addressing the consumer protection gaps in the cur-
rent framework by extending consumer protection requirements currently in the Agent
and Mobile Banking Directives to all payment services to consumers. It should also ensure
that the key general financial consumer protection principles recommended in section Ill a) of
this report apply to payment services. This could be done by including relevant provisions
either through a new standalone directive covering all PSPs or within the suggested general
consumer protection directive discussed in sub-section Il a) (which from a legislative clarity and
consistency perspective may be the better option). This directive should apply to institutions
offering any kind of payment functionality or services, whether standalone or in connection with
any transaction accounts and store-value products.

In the medium term NBE should also consider developing more detailed financial con-
sumer protection provisions, including with regard to specific payment instruments where
relevant. While NBE further develops the regime pertaining to payment instruments, it should
consider including within the relevant regulatory instruments specific consumer protection pro-
visions applicable to the regulated payment instrument. It should also be specified and clarified
that NBE has responsibility to ensure that the rights of payment systems users are protected.

Additionally, as mentioned in sub-section Ill a), in the medium to long term NBE should
consider consolidating all existing financial consumer protection provisions into one direc-
tive which should also cover payments and ensuring that there is a consistent approach
across all financial institutions and other service providers except when differences are
appropriate. Currently, as already discussed, various obligations relating to financial consumer
protection issues are found in the NPS Proclamation and in the Agent and Mobile Banking
Directives.

From a supervisory perspective, the policy and organizational approaches recommended
in sub-section Il a) of this report would extend to payments-related consumer protection.
With regard to PSPs and payment instruments, NBE already possesses a clear mandate to super-
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vise financial consumer protection issues. For example, as with supervision relating to other
financial products and services, NBE needs to decide whether its financial consumer protection
function in connection with payments should be addressed through a standalone unit or within
each Directorate, including the Payment and Settlement System Directorate.

In the immediate term it is recommended that the oversight staff within the Payment and
Settlement System Directorate commence reviewing and enforcing compliance by rele-
vant institutions with existing specific consumer protection requirements. While, as noted
above, it is recommended that NBE take various additional regulatory and organizational steps
to strengthen consumer protection in the payments space, in the meantime it should not delay
enforcement of existing requirements. Further, NBE's capacity should be enhanced (e.g. through
additional resourcing, training etc.) as needed to support effective supervision for this purpose.

(For recommendations relating to coordination with the TCCPA, the application of the TPCPP to
all consumer financial products and services, including payments, and NBE’s overall financial
consumer protection supervision, see the discussion in sections Il a) and lll a). The same consid-
erations apply with regard to payment products and services).

B) DISCLOSURE AND SALES PRACTICES

Context

The principles regarding effective consumer disclosure discussed in section Il b) of this
report with regard to banking and NBFI products and services also apply to the provi-
sion of payment products and services to consumers. Some of the issues faced by consum-
ers when selecting or using a payment product or service will differ from other products (e.g.
because of their features, or in some instances one-off nature). Nevertheless it remains
important for consumers to, for example, be well informed regarding the costs and risks, as
well benefits, associated with a particular payment product or service, both to assist choice
and effective use. Such information needs to be provided in a clear, comparable and easy to
understand manner.

Although the same principles should apply, potential differences in the nature and method
of delivery of payment products and services from some other financial products should
also be taken into account in developing disclosure requirements. For example, there should
be flexibility within the regulatory requirements regarding provision of disclosure to avoid inflex-
ible requirements impacting on the feasibility of delivering a given product or service electroni-
cally (although, given the move towards delivery of all financial products and services electronically,
this should ultimately be a universal concern. For example, requiring physical interaction and a
physically signed acknowledgement of terms and conditions to take up a relevant product or
service could be unnecessarily onerous and impair adoption. Disclosure requirements should
allow for delivery through a variety of potential face-to-face and non-face-to-face channels
(whether by PSPs using mobile communications, their website, call centres, ATMs) while also
ensuring that necessary information is still made available to consumers effectively.

43



44

Ethiopia: Diagnostic Review of Financial Consumer Protection

Key Findings

Unlike for most other consumer banking products and services, some basic disclosure
requirements exist for retail payments, although they contain limited details regarding the
content, format and manner of disclosure. There is a general obligation in the NPS Proclama-
tion on all authorized PSPs to prepare a standard document containing terms and conditions
for transfers services and stored value products. Such a document should be made available to
consumers for their review prior to entry into their contract with the provider and NBE can pre-
scribe a standardized format and content.® However, NBE has not yet prescribed any such
requirements. Similarly, agent and mobile financial services providers have an obligation to
disclose terms and conditions, display a list of the products and services they offer and a list of
their agents, and be transparent in terms of pricing of products and services.* The lack of more
specific obligations has meant, for example, that certain PSPs provide contracts and other doc-
uments, like receipts or personal identification number (PIN) guidelines, only in English (not
even in Amharic) while other institutions provide them only in Amharic (and not also in other
languages more prevalent in certain regions). Additionally, the format of disclosures varies sig-
nificantly with certain contracts appearing to be long and likely to be difficult for consumers to
understand.

The NPS Proclamation addresses electronic disclosures to some extent. The proclamation
allows for electronic disclosure, permitted by law or regulation, to replace written documents. It
also specifies that such disclosure should be provided or made available in an electronic form
accessible so as to be usable for subsequent reference.®® The law also allows a PSP to opt for
electronic disclosures even if this is inconsistent with existing legal requirements, but only with
prior consent from the user and if various other requirements regarding the delivery of such
disclosure are met.¢!

PSPs, in line with these requirements, seem to have generally prepared standard terms
and conditions but practices regarding their form, content and delivery vary substantially.
For example, some PSPs are not providing a copy of these to individual consumers prior to or
on entry into the relevant contract. Others, for example, may make them available only on the
internet and not at their points of sale. Additionally, the lack of form and content requirements,
and lack of uniform industry practice relating to such issues, means there could be limited com-
parability of different providers’ terms and conditions. For example, there are no standardized
fee and key conditions disclosure requirements and the industry does not seem to have adopted
any practice of providing information about these in a summarized manner. Secondly, terms and
conditions tend to be long and to use language that seems difficult for ordinary consumers to
understand. Lastly, terms and conditions can vary substantially among providers. In fact, even
where a technology provider for mobile wallets issued by multiple financial institutions devel-
oped a set of standard terms and conditions for the product, financial institutions offering such
a service remained free to, and have made, changes to those terms to some extent limiting
comparability as between them.

In line with legal requirements, PSPs disclose costs at their points of sale but no other
information regarding costs seems to be provided before a transaction is authorized.
Additionally, consumers are not prompted with the costs of a specific transaction (even if those
costs have increased since they acquired the product) before such a transaction is confirmed. For
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example, before effecting a transfer via their mobile phone, or before withdrawing at an ATM,
consumers are not advised of the cost of the relevant transaction. This is only done after autho-
rization through the transaction receipt/confirmation. Therefore, although transaction costs may
increase from time to time, consumers would become aware of such increases only after a rele-
vant transaction has been approved.

The Agent and Mobile Banking Directives apply some more stringent requirements but
variability in compliance exists. While there is a requirement to issue a standardized paper
receipt for each transaction,®? providers appear to have adopted different receipt formats and
contents depending on whether the transaction is an over-the-counter transaction or not. Fur-
ther, for example, some receipts are only provided in English and in others the telephone num-
ber for the relevant complaint services is not clearly visible.

PSP advertisements and sales materials do not appear to clearly refer to fees and charges
even where these may be a key aspect of what is being advertised. While the requirements
under the Advertisement Proclamation discussed in section Il b) of this report would apply, there
are no specific requirements with regard to advertisements relating to payment products and
services. PSPs, in particular those providing mobile financial services, seem to rely heavily on
advertisements and sales material but these do not appear to mention fees and charges while
emphasizing the benefits of the relevant product or service.

Recommendations

In the short term NBE should specify more detailed requirements, addressing clarity, avail-
ability and minimum essential information, with regard to content, format and manner of
disclosure of terms and conditions. It should also specify more detailed requirements regard-
ing pre-contractual disclosures of fees, risks and key conditions at least with regard to mobile
banking pursuant to its existing directive in this regard. Such requirements should address the
concerns noted in the findings above. In the short to medium term it should extend such
requirements to all payments products and services (whether through the general consumer
protection directive suggested in section Ill or a payments-specific directive in this regard).

In addition to strengthening disclosure requirements, NBE should immediately begin mon-
itoring and enforcing existing obligations. This includes, for example, the obligation on PSPs
under the NPS Proclamation to provide consumers with a copy of the terms and condlitions prior
to entry into their contract, to ensure this is being done effectively.

In the medium term, NBE should consider requiring PSPs to provide a standardized disclo-
sure for basic store of value products covering costs and other relevant key aspects. For
example, in the European Union at the pre-contractual stage payment service providers are now
required to give to consumers a “fee information document” on paper or another durable
medium containing standardized terms for the most representative services linked to a payment
account. Such a document can be a means to provide short, clear, comparable information
about such aspects of the product.
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In the medium to long term, NBE should consider introducing stricter requirements on
pre-disclosure of costs relating to payment transactions more generally and on the format
of receipts. NBE should introduce requirements obliging PSPs to clearly disclose upfront infor-
mation with regard to transaction costs before a transaction is conducted (including taking into
account what other information a consumer may have previously received to ensure that they
were aware of such costs and any increases). It is also important for consumers to have a clear
record of their transaction; hence, pursuant to existing provisions, NBE should further specify
content and format requirements for receipts including, for example, to clearly display the tele-
phone number to call in relation to transaction error, any mistake or problem with the relevant
transaction.

C) FAIR TREATMENT AND BUSINESS CONDUCT

Equivalent fair treatment and business conduct concerns to those discussed in section llI
b) of this report relevant to non-credit products should also be addressed with regard to
the provision of payment products and services to consumers. These include, for example,
preventing PSPs from including unfair terms in their contracts, such as potentially unfettered
rights to make changes to the terms and conditions of a payment product.

With regard to payment services and products, competition and interoperability are also
important and have clear direct impact on financial consumer protection. Fostering interop-
erability is in general a key policy action of payment systems overseers. This stems from the
positive impact interoperability has on efficiency for the overall national payments system and
also for consumers. Achieving interoperability requires several different elements to be in place:
an effective payment system infrastructure in which interested PSPs can participate; appropriate
pricing and business rules to make it commercially viable for the participants to participate; and,
effective oversight arrangements to ensure that the payment system infrastructure remains safe,
reliable, and efficient.

A crucial consumer protection issue for payment products and services is ensuring that
there are fair rules for dealing with mistaken and unauthorized transactions. Good practice
in this context includes requiring PSPs to disclose effectively the circumstances of, and limita-
tions on, a consumer's liability for losses resulting from unauthorized and mistaken transactions
(e.g. a consumer's liability for losses from unauthorized transactions, if any, should generally be
limited to an amount specified by law, except for instances of consumer fraud and gross negli-
gence), as well as an appropriate allocation of risk and responsibility to providers, including
their agents.

Key Findings

Although there are provisions in the legal framework applying to payments that deal with
some fair treatment and business conduct issues, as is the case with other financial prod-
ucts and services there are no provisions limiting or prohibiting unfair clauses and other
potentially harmful practices. For example, neither the NPS Proclamation nor the Agent and
Mobile Banking Directives, contain provisions dealing with mis-selling. They also do not seem
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to place any limitations on unfair contractual terms. As a result, while there is an obligation on
a PSP to provide a copy of their standard consumer contract to NBE, NBE cannot review such
contracts and take action to limit or prohibit unfair clauses.

The Agent and Mobile Banking Directives contain specific provisions regarding authenti-
cation procedures and interoperability of systems. Providers not only are obliged to address
customer identification procedures®® but they are also required to use a technology which
ensures user awareness of information security, including how to secure PIN.%* Mobile banking
providers are also required to have an interoperable system.®

The NPS Proclamation and the Agent and Mobile Banking Directives provide some direct
and indirect protections to consumers dealing with agents. All PSPs are required to meet
various requirements intended to ensure agent integrity when engaging agents and must notify
NBE when they begin using an agent. If NBE is not satisfied with aspects of the arrangement it
can require that the agency relationship be discontinued.®® Agents are also subject to fit and
proper requirements.®” The mobile banking directives specify the minimum conditions to be
included in an agency contract which include, for example, a prohibition to charge customer
fees.®® An institution can also terminate a contract if the agent is found to charge customers a fee
and/or violates any of the provisions of the directives (which would include consumer protec-
tion-related provisions).*’

However, there is currently no regime dealing with mistaken or unauthorised transactions
(whether undertaken through an agent or directly with a PSP). Potentially as a result of a lack
of such provisions,” providers do not have clear and uniform processes, enforceable by a con-
sumer, for dealing with mistaken or unauthorized transactions (including providing reimburse-
ments or other remedies where appropriate), even when such transactions have resulted from
the conduct of the agent or the provider. There are even material differences in approach even
between providers of the same mobile wallet product. Policies regarding mistaken and unautho-
rized transactions vary among different financial institutions offering mobile banking products,
even when offered through the same platform, under the same brand name, and supported by
the same customer call centre and technology provider. In line with the powers granted by the
NPS Proclamation, NBE's Payment and Settlement System Directorate indicated that it is in the
process of issuing minimum criteria for the approval of systems rules that would require them to
have certain minimum standards with regard to handling mistaken and unauthorized transac-
tions. These requirements should be applied as soon as possible to existing mobile banking
offerings, to address existing gaps, as noted above.

Lastly, given the typical business model in the market, and the lack of any requirements to
inform consumers on liability and responsibility issues, there is a risk that consumers may
understand the nature of their relationship with the service provider. At present, the Agent
and Mobile Banking Directives provide that only licensed financial services providers in partner-
ship with a telecommunication and technology provider can offer mobile banking services. This
implies that while the consumer may receive the service through the telecommunications com-
pany and while the technology provider may offer additional services such as systems to pro-
tect clients’ data, call centres, etc., the client-provider relationship is only between the relevant
consumer and the licensed financial services provider. The fact that there are no rules on prop-
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erly disclosing who is “the owner of the client” and with whom the client has such a relationship
results in overall lack of awareness for consumers. Consumers may, for example, believe that
instead of, or in addition, to, having a relationship with the relevant financial services provider
(a bank for example) they have a relationship with the payment service provider that co-brands
the service.

Recommendations

In the short term, NBE should introduce requirements imposing general fair treatment
obligations as recommended in section lll. The new general consumer fair treatment obliga-
tions recommended in section lll ¢) of this report should apply equally to the provision of pay-
ments products and services.

In the short term, NBE should also actively supervise PSPs' compliance with existing fair
treatment provisions. NBE should begin actively assessing current market practices against
such provisions (e.g. on authentication procedures, providers taking effective responsibility for
agents) and provide guidance and take enforcement action to address compliance gaps.

In the medium term, NBE should introduce the requirements recommended in section lll
targeting unfair practices that are not yet addressed in current payments-specific require-
ments or general legal provisions. This includes, for example, prohibitions on unfair clauses in
terms and conditions.

In the medium term NBE should also develop rules to deal with mistaken and unautho-
rized transactions and fraud. Such rules should, in line with international good practices, set
out a liability and responsibility regime (addressing the roles of providers, and their agents and
service providers, as well as consumers) for each of these circumstances, including industry stan-
dards on procedures for dealing with affected transactions, limits on consumers’ liability except
where they have contributed to losses, clear disclosure to consumers of these matters etc.

Given the important role that agents play for agent and mobile banking services, in the
medium to long term NBE should issue stricter rules on agent training and provider
responsibility. While the current regime specifies some minimal requirements on training agents
in relation to applicable legal requirements, in the medium to long term it is advisable that NBE
issues more rigorous requirements with regard to training of agents in relation to consumer pro-
tection matters as well as any qualifications that they must hold.

Lastly, NBE in the medium term should consider whether the liability regime applying to
PSPs (including their service providers that deal with consumers or that co-brand prod-
ucts) requires adjustment to ensure appropriate consumer redress, as well as requiring
disclosures to the consumer that clarify relevant relationships. Given the potential risk to
consumers (e.g. with regard to funds held, or other contractual rights, in case of breakdown of
joint-venture models offering mobile banking services) NBE should assess whether responsibility
of different participants in payments arrangement has been allocated adequately or requires
allocation of specific liability through additional provisions. Within the disclosure requirements
discussed in section Il of this report NBE should also impose clear disclosure requirements to



Key Issues and Recommendations—Payments

inform consumers of the legal relationship with providers vs other third parties that may be
involved in providing a payment product.

D) PRIVACY AND DATA PROTECTION

Payments data can include a significant amount of personal information about consumers
which can be open to misuse. In addition to financial data on the underlying transaction, a
payment transaction can also generate information on the location and time of the transaction,
as well as indicate information about a consumer’s relationships with various entities and,
depending on the nature of the transaction (such as the type of product or service being paid
for), about their personal circumstances more generally. Furthermore, with the increasing linkage
of payment and data systems with other channels and systems (e.g. social networks), the type of
data that can be juxtaposed with payment data in order to derive additional personal informa-
tion about individuals continues to increase. It is therefore critical (as with other financial informa-
tion discussed in section lll) that such information is safeguarded and used and disclosed for
purposes and in circumstances about which the consumer is aware and, as relevant, to which
they have agreed, or as otherwise appropriately permitted by law. PSPs should therefore be
required to have policies and procedures in place to protect personal information, with appro-
priate accountability for compliance within those institutions.

Key Findings

Only very limited requirements with regard to data protection are in place. Agents and
mobile banking providers are required to have in place systems dealing with various risks, such
as user risks, infrastructure and software application risks, and communication media risks, that
include matters relating to data handling and storage.”” While providers reported that they
have systems and measures in place to ensure consumers’ data is protected, they are not sub-
ject to more specific legal obligations relating to appropriate collection, use, disclosure and
handling of personal data. Interestingly, some providers noted that they would like to see more
detailed regulatory rules and guidance on what is expected of them to protect such data.

Recommendations

In addition to the data protection-related recommendations in section Il d), which should
apply to payment products and services, NBE should issue further guidance on data pro-
tection requirements for PSPs. While NBE has so far not detected misuses of, or data breaches
involving, payments-related data, it is important that PSPs and their agents receive adequate
guidance on practical ways in which the risk of such occurrences should be mitigated consis-
tently with legal requirements. Such guidance should focus both on misuse-related issues, such
inappropriate uses of data on consumers’ payment transactions and disclosure to third parties
for extraneous purposes, and on ensuring data integrity and protection. Although PSPs in par-
ticular have indicated an interest in such practical guidance, NBE should assess whether it
would ultimately be useful to provide such guidance to financial institutions more generally,
rather than confining it to PSPs or to payments data.
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E) DISPUTE RESOLUTION MECHANISMS

Key Findings

PSPs and financial institutions offering agent and mobile banking services are subject to
IDR requirements, although these obligations are relatively high level. The NPS Proclama-
tion specifies that a PSP must have internal complaints handling procedures which need to be
communicated to consumers for electronic transfer services and store of value products and
explicitly gives the power to NBE to issue more detailed requirements in relation to such pro-
cedures.”? The Agent and Mobile Banking Directives require institutions to both operate a help
desk and a customer care line as well as recording and registering complaints and establishing
a reasonable timeframe to address them. Such a timeframe should not exceed 30 days.”?

Due to the lack of more prescriptive requirements, current IDR practices nevertheless dif-
fer significantly. While all institutions offering mobile and agent banking services have call
centres and processes and procedures in place to handle complaints, even complaints handling
relating to the same product type, supported by the same technology provider, differs depend-
ing on the financial institution that ultimately provides the product to consumers. (See section |
e) for a discussion of the general disparity in IDR approaches). This is the case even were financial
institutions share one call centre managed by the same technology provider, which must then
follow different processes for each institution when dealing with their consumers even if they are
making the same complaint.

Recommendations

In the medium term, NBE should introduce more specific IDR requirements. The more
detailed requirements recommended in section Il e) should apply to PSPs (supplementing and
replacing existing more general payments-related requirements).
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KEY ISSUES AND RECOMMENDATIONS—
INSURANCE

A) LEGAL, REGULATORY AND SUPERVISORY FRAMEWORK

Key Findings

There are some isolated provisions implemented pursuant to the Insurance Proclamation
of relevance to consumer protection. The provision of insurance products is regulated by the
Insurance Proclamation.”* A range of directives issued under this proclamation elaborate on
some areas of potential relevance to consumer protection, although their intended application
to consumer protection issues, as opposed to other supervisory objectives, is not always clear.

The Insurance Proclamation gives NBE a clear mandate with regard to consumer protec-
tion in relation to insurance. The Insurance Proclamation gives NBE both a regulatory and
supervisory mandate, providing it with power to issue relevant directives and regulations, with
an explicit mandate for such directives to cover market conduct-related issues, including spe-
cific reference to many consumer protection elements. Despite the clarity of the mandate, no
single, consumer protection-focused directive has been issued so far,”®> and many consumer
protection aspects relating to insurance products and services remain unregulated. Good prac-
tice tends to favour a dedicated consumer protection directive as it ensures that thought is
given by policymakers to the full range of consumer protection issues, and that they are subse-
quently supervised comprehensively.

Insurance contracts are subject to a dedicated regime. Good practice suggests that the
legal framework should include specific provisions relating to insurance contracts. Even though
they are not covered in the specific framework regulating insurance business, in Ethiopia insur-
ance contracts are covered by dedicated provisions in the Commercial Code.”® The Commer-
cial Code provides some minimum standards for general and life insurance contracts and
addresses certain key consumer protection issues such as lapse, non-forfeiture and surrender.
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The Commercial Code provisions are, however, many years old and are not in line with mod-
ern standards.”’

While the Commercial Code regulates insurance contracts separately, it does not contain
many consumer protection measures. Although the Code provides for minimum contract
requirements’® and regulates when insurance contracts enter into force,’® as well as providing
for some general obligations and basic responsibilities on insurers (as well as the insured)® it
does not, for example, address consumer protection-issues relating to how disputes should be
resolved, how a claim should be paid out etc.

Risk is a key component of insurance contracts and disclosure of material facts relevant to
risk should be properly regulated. Given that risk is a key fundamental component of insur-
ance contracts, legal provisions should address the consequences of material and non-material
disclosures (or failures to disclose). The Commercial Code covers facts concealed and false
statements,®! without, however, addressing such issues in sufficient detail, and tends to be less
severe on disclosures by insurers than non-disclosure by clients.

The legal framework regulating insurance business includes specific rules on licensing and
on directors and senior management selection and roles. The Commercial Code specifically
states that conditions for the carrying out of the insurance business should be set by law.t? The
Insurance Proclamation prohibits any unlicensed person or business from carrying out insur-
ance business.®® In line with good practice, the licensing process introduces minimum require-
ments for the directors, chief executive officer and senior executive officers of such a business.?
These include an obligation to act with honesty, integrity, diligence and reputation to the satis-
faction of NBE.* While the proclamation also specifies that NBE has the power to issue further
requirements, most of the directives make only occasional references to relevant risks, without
linking these effectively to consumer protection objectives. For example, a governance direc-
tive includes requirements on boards to develop policies on conflicts of interest but is not
specific on treatment of consumers with regard to such conflicts and the requirement is merely
one of a lengthy list of obligations on boards. Product information is needed to be provided for
licensing purposes but it is not clear that the assessment should consider both prudential and
consumer objectives. It would also be good practice for boards to be made ultimately respon-
sible for the fair treatment of their customers and to develop and oversee policies and practices
that deliver such outcomes to the extent practicable.

Micro-insurance businesses are subject to similar requirements to full service insurance
businesses and their own set of directives. Persons wishing to undertake insurance business
have the option of a dedicated micro-insurance license rather than a full service insurance
license. MFls are also permitted to conduct micro-insurance under their law but are transition-
ing to a requirement to hold an insurance-specific license.® There is a requirement for persons
of significant interest connected with such business to act with integrity®” and they are subject
to ongoing fitness and propriety tests.®

Consistently with international good practice NBE has also introduced requirements for
insurance agents and brokers to be licensed.?? Insurance agents and brokers are subject to
honesty, integrity and diligence requirements.” The directives regulating the licensing of
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insurance agents and brokers also impose specific duties and responsibilities such as repre-
senting the client with reasonable professional skills, doing everything possible to satisfy the
insurance requirements of the client, clearly explaining costs and the difference between
insurances to the client and, in the case of brokers, to offer a particular risk to at least three
insurers.”” These directives also require ongoing training to NBE approved standards. Lastly,
NBE has also issued a code of conduct for insurance brokers.?? The purpose of such a code
of conduct is to guide insurance brokers and to establish a recognized standard of profes-
sional conduct.

Despite these regulations regarding agents and brokers, the majority of insurance is sold
through direct sales offices rather than these licensed intermediaries, which makes them
less effective in safeguarding consumers. Although the majority of insurance policies in Ethi-
opia are sold directly through sales offices, rather than via intermediaries, there are no corre-
sponding rules for employed staff.

There is also no regulatory framework specifically addressing distribution of insurance
through mobile platforms. Mobile networks and mobile money operators are in the early
stages of providing an insurance product through their platforms but this can be expected to
expand in future given, for example, the success it has had in other countries in Africa. Experi-
ence in these jurisdictions has highlighted that there is a need for specific attention to be given
to the consumer protection needs whilst also recognising the benefits of expanding access to
financial services including insurance through these channels. The International Association of
Insurance Supervisors is currently developing further guidance in this important area.

While the various directives identified above to some extent touch on consumer protec-
tion issues, it is not clear that NBE's current insurance-related supervision is focusing suffi-
ciently on consumer protection rather than prudential aspects. For example, product
approval obligations require submission of written product information. These could be
reviewed by NBE for clarity and to avoid unnecessarily penal clauses (an example of a con-
sumer protection focus) and, in addition or alternatively, to ensure that the benefits as stated
are consistent with those in premium calculations. Within NBE, different staff may well bring a
different focus to such reviews and there is no consumer protection dedicated team nor dedi-
cated staff members in charge of financial consumer protection. From discussions with insurers
they are also not able to articulate the practical consumer protection purposes, as applicable
to their activities, of some of these requirements.

Recommendations

In the short term NBE should develop and issue directives introducing basic financial con-
sumer protection principles. These could be combined with the Directive recommended in
section Il (covering other types of financial institutions), with appropriate adjustments for insur-
ance where relevant, or be a separate instrument. Despite the Insurance Proclamation giving
NBE a clear mandate to cover consumer protection matters, no such directive is in place. This
could also immediately address, to the extent feasible, issues that are currently not given any
specific attention such as, for example, mobile distribution, claims handling processes, or sales
through an insurer’s own staff.
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Taking advantage of the current revision of the Commercial Code, insurance contracts
requirements should be reviewed and updated as appropriate. Given that a revision of the
Commercial Code is under way, it is recommended that such a revision include a modernisation
of the insurance contract requirements. Examples of the issues to be considered include: estab-
lishing clear coverage expectations, minimum levels of protection and standard terms, cover-
ages, procedures and conditions. The treatment of claim avoidance due to non-disclosures or
due to suicide, and for the insurance of minor children, could also be updated to impose more
modern standards.”

In the medium to long term, from a supervisory perspective, NBE should take the relevant
policy and organizational decisions mentioned in sub-section lll above, and decide whether
financial consumer protection should rest either in a standalone unit within NBE or within
each Directorate. With regard to insurance businesses, products, and services NBE possesses
a clear and unquestionable mandate to cover financial consumer protection issues but it is a
matter of deciding how the mandate will be discharged in terms of organizational structure and
internal responsibilities and capacity.

Lastly, in the immediate short term the Insurance Directorate should be provided with
any necessary support and capacity building to focus more extensively on consumer
protection concerns. Regardless of organizational decisions undertaken in the longer term,
NBE should ensure that the Insurance Directorate supervises compliance with existing con-
sumer protection requirements more extensively, with supervisory activities systematically
monitoring insurance businesses specifically from a market conduct/consumer protection
perspective having regard to the matters discussed above. NBE should undertake, to the
extent necessary to support this focus, capacity building as recommended in section Il a) of
this report.

(For recommendations also applicable to insurance relating to coordination with the TCCPA
and the application of the TPCPP to financial products and services generally, and relating to
NBE's overall financial consumer protection supervision strategy and capacity building, see
sub-section Il a).

B) DISCLOSURE AND SALES PRACTICES

Key Findings

Insurance policy documents and insurance-related sales materials and other documenta-
tion are not subject to any detailed regulation in Ethiopia and relevant industry practices
vary substantially between insurers. Insurance-related advertising is subject to the gen-
eral Proclamation discussed in sub-section II- b) of this report. Probably at least in part due
to this regulatory gap, insurance companies acknowledge that the vast majority of consumer
complaints arise from denied claims and that, in turn, this is as a consequence of misunder-
standing contract terms. Some insurers are more advanced in their efforts to address such
lack of understanding than others, having developed explanatory flyers and educational
material for clients to receive at the pre-sale stage. Given that insurance contracts are in
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English, and the difficulty in translating some concepts into local languages, it is a particular
challenge to provide material that is understood by the mass market and which would require
brochures in local languages. Those insurers that put more emphasis and effort into these
disclosures do appear to be more successful in achieving better consumer outcomes. Docu-
mentation for micro-insurance provided by MFls is similarly weak. The use of mobile phone
distribution is not widespread as yet.

The lack of requirements relating to content and form of insurance disclosures manifests
itself, for example, in a standing market practice to provide policy documents for the vast
majority of insurance products only in English. It has also resulted in some aspects of cov-
erage being inconsistent with local legislation relevant to some risks. Given that particular
policy wording is reflective of a long history of common usage in English-speaking jurisdictions
insurers are reluctant to move away from them, by translating them into other languages, for
fear of the uncertainty that may be created by untested legal interpretations resulting from such
translation. They also report that some insurance terms do not have local terms. In addition,
some insurance product policy wordings are out of line with insurable risks in Ethiopia where
local legislation may define obligations and liabilities but insurance products were developed
inconsistently from the local legislation.

Beyond some general requirements for distribution networks, there are no specific disclo-
sure rules with regard to pre-contractual disclosures and the disclosure of terms and con-
ditions. There are no regulatory specifications with regard to insurance-related pre-contractual
and contractual disclosures, other than narrowly focused requirements such as the requirement
that, before doing any work which would involve a charge, brokers must disclose any amount
they propose to charge in relation to such a work in addition to any premium payable to the
insurer.

Product-level approval, involving a review of policy documentation, is usually part of a
licensing application, but there is little focus on consumer protection in this context. Gen-
erally NBE conducts some kind of product-level review and approval as part of its assessment of
a licensing application. Although this includes a review of policy wording and related material,
policy documents tend to show very little innovation in the sector and little if any variation. When
combined with the other supervisory objectives of the licensing assessment, there is limited
focus on financial consumer protection issues in the consideration of such documentation.

Sales processes are addressed to some extent through regulation of distributors but oth-
erwise are largely unregulated and current practices suggest potential for concern. As
discussed above, sales practices are regulated to some extent when occurring through third
party distributions channels, but the majority of sales are not conducted through such channels.
There are therefore some potential areas of concern, such as with regard to bundling of insur-
ance with microcredit or other services.

Despite the lack of regulation, sales practices with regard to life insurance products do not
currently appear to give rise to overtly inappropriate practices. As life insurance products
tend to be risk protection oriented and sold through “group plans”, the level of concern raised
by typical sales practices seen in other unregulated jurisdictions has been less evident in Ethio-
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pia. Both NBE and insurers interviewed confirmed that complaint levels regarding mis-selling
were low at this point in the development of the sector.

Recommendations

In the short term, disclosure requirements should be enhanced as part of the proposed
new consumer protection directive (see section V a) above). In particular, basic disclosure-re-
lated consumer protection objectives at insurance pre-sale, sale and post-sale stages consis-
tent with international good practice (as discussed in section Il with regard to other financial
products) should be addressed.

Disclosure requirements should also address the lack of policy documentation in
Ambharic or other main local languages. The development and provision of retail consumer
insurance contracts in main local languages should initially be encouraged and assisted by
NBE and ultimately mandated (perhaps first for retail consumer insurance products being
introduced to the market for the first time and then for all insurance products), given its
importance to supporting consumer understanding of their insurance products. Current typ-
ical clauses that cannot be readily translated from English, and technical insurance terminol-
ogy, should be subject to particular review for this purpose. Further, NBE should mandate
the usage of plain, simple phrasing and terminology which can be understood by average
consumers. This is likely to require active coordination and cooperation between NBE and
industry.

In the medium term, NBE should work with industry to develop a standardized KFS (infor-
mation sheet) to provide consumers with adequate information about common retail
insurance products. Such a KFS should provide consumers with summary and comparable key
information on the most common retail insurance products and services. It should be devel-
oped in close consultation with the industry to establish which are the most commonly used
products and their key features as well as be subject to consumer testing to ensure that con-
sumers receive the information they need most and in a form they understand.

Sales practices requirements should be elaborated as part of the proposed new consumer
directive. This directive should apply consistently to all current and potential future sales chan-
nels (with variation only where relevant to different channel characteristics) and not be limited
to agents and brokers as is the case for current requirements. The directive should focus on key
consumer issues such as inappropriate product bundling/forced selling. Further the directive
should include a specific requirement for Boards to approve policies for ensuring appropriate
internal oversight of sales practices by staff, brokers, agents and other intermediaries, as well
as ensuring adequate training.

In the medium term, NBE should build its capacity to ensure it supervises such disclosure
requirements. Targeted and risk-based supervisory efforts can be used to make the supervi-
sion of effective disclosure and sales practices more visible to insurers and others involved in
insurance service delivery.
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C) FAIR TREATMENT AND BUSINESS CONDUCT

Key Findings

NBE has introduced some insurance-related requirements for the fair treatment of cus-
tomers including, for example, a code of conduct for distribution; however the impact of
such rules is limited. As noted, these requirements do not apply to all distribution channels, in
particular they do not apply to the most commonly used channels. Other conduct requirements
are less focused on consumer protection aspects such as general obligations on the profession-
alism of directors and senior managers at insurance companies.

There are no requirements or specific guidance issued for product administration and ser-
vicing processes that affect consumers. The most critical of these processes in the current
Ethiopian context is claims management. Claims handling and outcomes from this process are
reported to be the most significant source of consumer complaints. Interviews with insurers
indicated that processes did vary and that not all insurers had wholly robust procedures for the
careful review and finalisation of claims that were to be denied or subject to material revision
due to the application of exclusions, incomplete procedural requirements, or “average”
clauses. In contrast, other insurers had developed better practices with better corresponding
outcomes.

There are some basic obligations with regard to product suitability and disclosure of con-
flicts of interests, but they apply only to brokers and agents, which are currently not the
main means of insurance distribution. There are obligations on brokers to act fairly, to be
competent and to clearly explain to the client what in their opinion may best suit their needs.
They are also required to disclose any conflicts of interests and any payment or commission
they may receive to the arrangement of a contract of insurance.” However, no equivalent
requirements apply to insurers when distributing insurance directly.

Recommendations

In the short term, NBE should issue more specific requirements on claims management
within the above mentioned new consumer protection directive. Considering that claims
management problems are the source of most complaints, both at industry and NBE level,
consumers and also industry are likely to benefit from more specific minimum requirements for
processes and procedures and guidance on their implementation. This should also be an
important supervisory priority as it will be directly targeting the main source of complaints and
of potential adverse impact to general consumer trust the insurance sector.

Explicit obligations on boards and managers regarding fair business conduct should be
included as part of the new directive. NBE should impose minimum requirements on boards
and managers to ensure that consumers are treated fairly. Such requirements should include for
example, overseeing implementation of policies to ensure appropriate disclosure and handling
of conflicts of interests, claims management, product development etc.
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D) PRIVACY AND DATA PROTECTION

Findings

Insurance-related consumer information is likely to comprise very sensitive data, including
health information, which is not currently subject to regulatory protection. Good practice
internationally has seen jurisdictions developing disclosure codes, standards or regulatory
requirements (including to the extent general privacy laws were insufficient) on the proper han-
dling of personal information associated with insurance, including health information. Such
protections are also important to the level of trust in the insurance sector.

Recommendations

Implementing (and supervising effectively) data protection requirements recommended in
Section Il d) of this report could address this gap. Such data protection requirements should
include enhanced protections, including enhanced restrictions on use and disclosure, of infor-
mation of particularly sensitivity, such as health information.

E) DISPUTE RESOLUTION MECHANISMS

Key Findings

Complaints appeared to be given significant attention by both NBE and the insurance
industry. Complaints are perceived to be a principal issue of concern when discussing financial
consumer protection with insurers and other stakeholders in the insurance sector in Ethiopia.
Although only one facet of a properly functional financial consumer protection framework,
effective complaints handling (particularly with regard to claims management and outcomes) is
key to consumer trust in insurance more generally.

The most significant source of complaints is claims management. Complaints tend to be
generated by claim denials but may in part be traced back to other root causes that gave rise
to misunderstanding of policy terms and conditions, covered and excluded risks and perils, and
treatment of obligations on insurers and insured parties.

Thanks to this heightened attention being paid to complaints, most insurers have IDR
mechanisms, with some having enhanced complaints management systems. However
basic standardization of processes and procedures is still lacking. Perhaps positively, as a
result of the focus of attention, many insurers do have a complaint handling process and some
have upgraded and enhanced it in recent years in an effort to align it with good practices.
Experience in these improved practices is, however, limited given that they are relatively new.
Additionally, practices vary amongst providers and there are no minimum standards applying
to insurers in how they are obliged to deal with complaints.

NBE also functions as an EDR mechanism, without however having formal processes nor
powers to undertake such task effectively. In recognition of the importance of public trust to
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the viability of the insurance market, NBE currently actively handles a number of complaints
within the Insurance Directorate as part of its operations. These complaints vary in their source
from retail clients to more sophisticated commercial clients. For most cases, there is no other
external dispute resolution system specific for insurance other than taking matters to courts.
Despite this role, NBE does not have formal processes and procedures nor dedicated staff.

Recommendations

In the short term, in the above-mentioned new consumer protection directive, NBE should
introduce a formal requirement for insurers’ to have in place adequate IDR processes. In partic-
ular, such processes should give particular attention to claims disputes, without limiting it more
generally to other forms of complaints. Additionally the directive should introduce basic require-
ments on processes and procedures to be included in the approved policies (e.g., answers
should always be in writing, maximum time to respond to a complaint).

(For recommendations relating to EDR including coordination with the TCCPA see sub-section
Il'e)).

NOTES

74. Proclamation No.746/2012, A proclamation to Provide for Insurance Business.

75. Clause 44 states “"Market Conduct: The manner of conduct of business by insurers, their responsibilities towards
policyholders and insurance auxiliaries, their complaint handling procedures and such other similar matters shall be
prescribed by directive.”.

76. Ethiopian Commercial Code, Art. 654 and following provisions.

77. For example, suicide is a deniable claim with no refund of premiums throughout a life insurance contract. There is no
provision covering age mis-statement. Denial of claim due to misstatement entitles the insurer to retain all premiums
paid. Insurable interest is not covered in modern terms. Minimum requirements regarding lapse and surrender
protection for contracts with a savings component are quite penal to consumers compared to more modern norms. etc.

78. Ethiopian Commercial Code, Art. 658.

79. Ethiopian Commercial Code, Art. 659.

80. See generally, all Title and specifically Art. 665 and Art. 666.

81. Ethiopian Commercial Code, Art. 668.

82. Ethiopian Commercial Code, Art. 656.

83. Proclamation No.746/2012, A proclamation to Provide for Insurance Business, Art. 3.

84. Proclamation No.746/2012, A proclamation to Provide for Insurance Business, Art. 4.

85. Proclamation No.746/2012, A proclamation to Provide for Insurance Business, 15.

86. Directives No. SMIB/1/2015, For Microinsurance Providers, Art. 5.

87. Directives No. SMIB/1/2015, For Microinsurance Providers, Art. 5.

88. Directives No. SMIB/1/2015, For Microinsurance Providers, Art. 5.

89. Directive No. SIB/31/2010, Licensing of Insurance Broker.

90. Directive No. SIB/31/2010, Licensing of Insurance Broker, Art. 4.

91. Directive No. SIB/31/2010, Licensing of Insurance Broker, Art. 7.

92. Directive No. SIB/9/1995, Insurance Brokers Code of Conduct.

93. For example, the Commercial Code allows a life insurer to avoid a claim altogether in the event of suicide. Many
jurisdictions restrict this avoidance to an initial duration in which taking out the contract might be premeditated
regarding suicide (for example via a requirement that the claim is not avoided if the policy has had the second year's
premium paid for renewal).

94. Directive No. SIB/9/1995, Insurance Brokers Code of Conduct.
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ANNEX |

TABLE 2: Key Laws Relevant to Consumer Protection

SECTOR

NAME OF THE LAW

RESPONSIBLE
INSTITUTION

Banking and Microfinance

* Proclamation No. 592/2008, A proclamation to Provide for
Banking Business

¢ Proclamation No. 626/2009, Micro Financing Business Proclamation

* Proclamation No. 103/1998, Capital Goods Leasing Business
Proclamation as amended by the Capital Goods Leasing Business
(Amendment) Proclamation No. 807/2013

NBE

e Proclamation No 147/1998, A Proclamation to Provide for the
Establishment of Cooperative Societies.

FCA

Insurance

* Proclamation No.746/2012, A proclamation to Provide for
Insurance Business

¢ Directives No. SMIB/1/2015, For Microinsurance Providers
e Directive No. SIB/31/2010, Licensing of Insurance Broker
e Directive No. SIB/9/1995, Insurance Brokers Code of Conduct

NBE

* Ethiopian Commercial Code

N/A

Payments

¢ Directives No. FIS/01/2012, Regulation of Mobile and Agent
Banking Services

* Proclamation No. 718/2011, A Proclamation to provide for National
Payment System

NBE

All

e Ethiopian Civil Code

N/A

e Proclamation No. 685/2010, Trade Practice and Consumers’
Proclamation

TCCPA

e Proclamation No. 759/2012, Proclamation on Advertisement

N/A

® Proclamation No. 591/2008, A Proclamation to Amend the National
Bank of Ethiopia Establishment Proclamation

* Draft Corporate Governance Directives No.../.../2014

NBE
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ANNEX Il

TABLE 3: List of Institutions Met

GOVERNMENT INSTITUTIONS

Financial Cooperatives Authority

National Bank of Ethiopia—Banking Supervision Directorate

National Bank of Ethiopia—Insurance Supervision Directorate

National Bank of Ethiopia—Legal Directorate

National Bank of Ethiopia—Non-bank Financial Institutions Supervision Directorate
National Bank of Ethiopia—Payment System Directorate

Trade Competition and Consumer Protection Authority

Trade Competition and Consumer Protection Tribunal

FINANCIAL SERVICES PROVIDERS

Addis CGF

ADeCSlI

AWACH Saving and Credit Cooperative
Awash International Bank
Commercial Bank of Ethiopia
Cooperative Bank of Oromia
Dashen Bank

Development Bank of Ethiopia
EIC

Ethio Life and General insurance
Lion Bank

Nyala Insurance

OCSSCO

oIC

Oromia leasing

TECHNOLOGY PROVIDERS

Kifya
MOSS/M-Birr

INDUSTRY ASSOCIATIONS

Ethiopia Insurer Association
Ethiopia Insurance Brokers Association

OTHER INSTITUTIONS

Addis Ababa Arbitration and Reconciliation Center

DEVELOPMENT PARTNERS

Embassy of the Kingdom of the Netherlands
UNCDF
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