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Abstract

Financial inclusion has emerged as a powerful tool for driving economic development and
improving household food security. This study investigates the causal link between financial
inclusion, women'’s economic empowerment, and household food security in Ethiopia using
an explanatory sequential mixed-method design. Quantitative analysis of the Ethiopia Socio-
economic Survey (Wave 5) was conducted using principal component analysis and a
structural equation model with three-stage least squares (3SLS) estimation. The results
reveal that financial inclusion significantly enhances women’s economic empowerment (8 =
0.215) and improves household dietary diversity through both direct (8 = 0.014) and indirect
(8 = 0.016) pathways. Furthermore, financial inclusion reduces food insecurity directly (5=-
0.417) and indirectly (£=-0.301) via women’s economic empowerment. The study’s findings
also reveal that despite progress in physical access and account ownership, the current
state of financial inclusion in Ethiopia reflects a dual reality of emerging progress
constrained by persistent utilisation gaps. Qualitative findings suggest that achieving
transformative impact depends on moving beyond mere physical availability and towards a
‘credit-plus’ strategy, and on the provision of affordable, tailored financial products that drive
active utilisation by the wider population. Ultimately, the robust positive impact of financial
inclusion on both women’s economic empowerment and household food security mandates
its formal integration within broader national economic empowerment initiatives and food
security programmes, as part of a core dual-purpose strategy.
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1 Introduction

1.1 Background

Enhanced access to finance and a well-functioning financial system are considered to be
fundamental drivers of economic development and food security (World Bank, 2024).
Beyond their monetary functions, financial services, such as credit, savings, and insurance,
serve as a powerful tool for empowerment (World Bank, 2018; UNCTAD, 2021). Countries
worldwide have invested significant effort in expanding financial services. In 2024, about
79% of adults worldwide had financial accounts, a major jump from 51% in 2011 (Klapper et
al., 2025). The proliferation of mobile phones, enhanced digital connectivity, increased
internet access, and the expansion of the financial technology (fintech) industry have been
the major drivers of this progress.

The concept of financial inclusion transcends access and encompasses the use of a wide
range of financial services. These services include saving, borrowing, using digital payment,
and accessing insurance services. Access to these services enables marginalised groups,
particularly women, to gain financial independence and improve their living conditions (Arora
et al., 2013). By contrast, a lack of financial access compels low-income individuals and
households to rely on their meagre resources to improve their livelihoods. Financial

inclusion and greater access to finance provide opportunities for individuals and households
to channel funds towards their most productive uses, thereby unlocking optimal investments
(Kamalakumari and Pahala, 2015).

Financial inclusion strengthens women'’s economic participation and acts as a catalyst for
their empowerment. By providing women with the financial resources and tools they need,
financial inclusion fosters economic stability and strengthens women'’s decision-making
power within households (Mulili, 2020). The benefits are spread through various pathways,
impacting various aspects of life, including women’s empowerment and household food
security. The ultimate impact extends not only to individual women and their families but
also to communities. Existing evidence demonstrates that, beyond the direct benefits of
increased access to finance, households can also benefit from the indirect effects of a well-
developed financial system. For instance, such a system improves overall market efficiency,
promotes growth, and contributes to job creation and higher wages (Demirgli¢c-Kunt et al.,
2008).

Over the past few decades, financial sector reforms that promote financial inclusion and
broader access to financial services have been a central pillar of the global development
agenda, particularly in the developing world (World Bank, 2024). While these reforms have
increasingly transitioned from gender-neutral approaches towards intentional, gender-
sensitive frameworks, significant systemic barriers persist, and implementation remains
only partially realised (Bin-Humam, Braunmiller, & Elsaman, 2023). Despite the notable
progress over the recent decades, deepening financial inclusion remains a formidable
challenge for many countries (Baborska, Hernandez, Magrini, & Morales-Opazo, 2020). An
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estimated 1.3 billion adults worldwide did not have financial accounts in 2024, and a
significant proportion of those with accounts had no formal savings and/or did not engage
in borrowing (Klapper et al., 2025).

In Ethiopia, strides have been made in expanding access to finance, driven by the expansion
of financial service providers. Account ownership in financial institutions has more than
doubled since 2014, increasing from just 22% to 49% in 2024. However, this progress still
lags considerably behind the global average of 79% and the average for low- and middle-
income economies of 75%. Furthermore, significant gender disparities persist and have even
widened over time. In 2014, the gender gap in financial account ownership was a modest 2%
(21% for women vs. 23% for men); yet in 2022, this gap had widened to an alarming 17%
(38% for women vs. 55% for men) (UNCDF, 2023). This disparity disproportionately affects
women, who face persistent challenges in accessing financial services, hindering their
economic empowerment and potentially undermining the broader efforts to improve food
security and sustainable development in Ethiopia.

The global policy agenda has shifted towards building more inclusive financial systems
(World Bank, 2024), but this needs to be supported by robust data analysis and empirical
evidence. While some studies link financial inclusion with development outcomes, much
more remains to be learned. Furthermore, the heterogeneity of the findings of past research
underscores the need for rigorous research that considers local contexts. This is especially
true for Ethiopia, where the pathways from financial inclusion to women’s empowerment
and food security have been understudied. Previous studies either examined these issues in
isolation or were limited in geographical scope, leaving a critical gap in regard to
understanding the interconnectedness of financial inclusion, women’s economic
empowerment, and household food security (Sileshi & Elias, 2023; Abreham & Lamessa,
2023; Mohammed & Mustafe, 2023; Mossie, 2022) This research aims to fill this gap by
providing evidence from a comprehensive household survey, the Ethiopian Socio-Economic
Survey — Wave 5 (ESS-5).

1.2 Research objectives

The overall objective of this study is to investigate the impact of financial inclusion on
women'’s economic empowerment and household food security in Ethiopia. The study aims
to address the following specific objectives:

1. To assess the state and determinants of financial inclusion in Ethiopia.

To analyse the extent to which financial inclusion empowers women in Ethiopia.

To explore the impact of financial inclusion on household food security in Ethiopia.

»> LN

To uncover stakeholders’ perspectives on ways to improve the effectiveness of financial
inclusion in Ethiopia.
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1.3 Research questions and hypotheses
The study’s research questions are as follows:

e What is the current state of financial inclusion in Ethiopia?

e Isthe limited access to finance in Ethiopia primarily driven by demand-side or supply-
side factors?

e Do households and individual adults in Ethiopia access finance primarily from formal or
informal sources?

e What is the impact of financial inclusion on women’s economic empowerment in
Ethiopia?

e To what extent does women'’s financial inclusion contribute to improved household food
security in Ethiopia?

The hypotheses tested in the study are:

1. H1=Increased financial inclusion will lead to greater women’s economic empowerment
in Ethiopia.

2. H1= Greater women’s economic empowerment will positively impact household food
security in Ethiopia.

3. H1=Increased women'’s financial inclusion will positively impact household food
security in Ethiopia.

© Data & Evidence to End Extreme Poverty
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2 Literature review

2.1 Access to finance in Ethiopia

Ethiopia has made notable progress in expanding access to finance. Over the past decade,
the number of bank branches has more than quadrupled, growing from around 3,000 in 2012
to 12,278 by the end of the 2023/24 fiscal year (NBE, 2024). The country’s financial sector
comprised 32 banks, 18 insurance companies, and 48 microfinance institutions in the same
year. New financial institutions, including money transfer and fintech firms, have entered the
industry. As part of this process, a financial inclusion strategy has been launched, and it has
been implemented since 2014 (Lakew & Azadi, 2020).

This achievement has been driven by a combination of factors, including technology and
policy reforms (World Bank, 2024). The rapid transformation has contributed to the
expansion of financial services for the wider populace. The percentage of adults with an
account at a financial institution has increased significantly, from 22% in 2011 to 49% by
2024, while the percentage of adults saving in a financial institution reached 26% in 2024
(Klapper et al., 2025).

Notwithstanding the above progress, a substantial portion of the population remains
unbanked. Private commercial banks are disproportionately concentrated in urban areas,
with nearly one-third of bank branches located in the capital city, Addis Ababa, in 2023
(NBE, 2024). Moreover, while the opening of accounts with financial institutions has
increased, utilisation remains very limited. Access to formal credit is still a significant
challenge, with many individuals relying on informal sources like friends and family for
borrowing (Kiros & Meshesha, 2022; Waje, 2020; Mossie, 2022). A persistent gender gap is
another major hurdle. According to the Global Findex report, the gap has grown faster and
wider in Ethiopia than in the rest of the continent (World Bank, 2024). Women make up only
22% of the user base across all forms of digital financial services (mobile money, mobile
banking, internet banking, etc); and rural and poor women constitute the largest proportion
of the unbanked population. Overall, limited expansion of financial service providers,
geographic and infrastructure-related barriers, gender and socioeconomic gaps, policy and
regulatory hurdles, and limited financial literacy are among the major challenges to financial
inclusion in Ethiopia (Lakew & Azadi, 2020; Yu & Zhao, 2024).

Despite persistent challenges, a promising trend regarding expanding financial access is
emerging in Ethiopia. This trend is driven by several key factors: network expansion and the
licensing of new mobile network operators; the expansion of mobile money transfer services
(such as Telebirr by Ethio Telecom and M-PESA by Safaricom); the rapid growth of fintech;
and continued progress in policy and regulatory issues, such as the liberalisation of financial
markets (UNCDF, 2023; Fielding & Regasa, 2024).

© Data & Evidence to End Extreme Poverty 4
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2.2 The link between financial inclusion and food security

The concepts of financial inclusion and food security are highly intertwined, although they
are often discussed separately. Financial inclusion is recognised as a crucial tool for
ensuring economic development and household food security (World Bank, 2021). It
contributes significantly to the eradication of extreme poverty and advances multiple
Sustainable Development Goals, including women’s empowerment (UNCTAD, 2021).
According to Lewis et al. (2017), access to affordable financial services contributes to
broader policy goals, such as improved financial health, economic growth, and food security.
It helps households promote income and leads to economic growth and overall social
welfare gains (Asli & Leora, 2012; UNCTAD, 2021).

The link between financial inclusion and food security is well-established in the literature.
This link is not just a simple correlation: it is a causal relationship, with several key
mechanisms at play. Previous studies identified several pathways for this impact. Improved
agricultural investment, increased technology adoption, improved agricultural productivity,
and increased income are some of these pathways (Wezi, Laston Petro, Levison S., &
Gowokani, 2023; Ayodeji & Mary, 2020). Notwithstanding this reality, the scale and
magnitude of the impact of financial inclusion depend on several factors, including the
credit conditions, interest rates, collateral requirements, bureaucratic efficiency, and the
degree of financial literacy (Romanus, Ngozi, & Tyrone, 2020; Ayodeji & Mary, 2020).

Despite the established link between financial inclusion and food security, significant
challenges remain. A significant number of people in developing countries, particularly in
rural areas, have little access to formal financial services. Due to a lack of collateral and
unstable incomes, traditional banks often consider them to be high-risk clients. The
unavailability of financial service providers, high interest rates, extended waiting periods,
bureaucratic processes for obtaining a loan, inflexible loan terms, and a lack of tailored
financial products present significant hurdles (Maurice, 2022; Andy, 2022; Richard, 2015;
Teye & Quarshie, 2021). This results in high exclusion rates of the rural population, where up
to 68% of the adult population in some countries remains outside the formal financial
system (Antonella, Amirreza, Stefano, & Alicia, 2021).

In recent decades, the rise of financial technologies has dramatically reshaped the global
financial landscape. Innovations like mobile banking, fintech, and innovative financing tools,
such as the implementation of credit information systems, have helped to overcome some
of the traditional barriers to financial inclusion (Kabiru & Wan, 2023). However, despite these
advancements, a significant gap remains, as the vast majority of people in developing
countries continue to lag behind in accessing and utilising financial services (Richard, 2015;
UNCTAD, 2021; World Bank, 2021).

2.3 The mediating role of women’s economic empowerment

The concept of women'’s empowerment was brought to the global agenda at the 1995
Fourth World Conference on Women in Beijing, where its importance was formally included
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in the Beijing Declaration (Quisumbing, et al., 2023). The resulting Beijing Declaration and
Platform for Action identified women’s empowerment as central to achieving gender
equality. This marked a turning point, embedding empowerment in international
development discourse. It is now one of the core elements of Sustainable Development Goal
5.

Recent conceptualisations of women’s empowerment build upon Naila Kabeer's (1999)
definition of women’s empowerment as a process that expands a person'’s strategic life
choices, especially for those who have been historically denied such opportunities
(Martinez-Restrepo, Ramos-Jaimes, Espino, Valdivia, & Cueva, 2017). This definition
conceptualises empowerment as the exercise of choice over three dimensions: resources,
agency (such as autonomy in decision-making), and achievements. The contemporary
emphasis placed on women’'s empowerment is translated into development programmes,
particularly targeting women in developing countries, with the ultimate goal of increasing
their economic empowerment (Sonia, Kate, Ecem, & Tingting, 2020).

Women’s economic empowerment can serve as a mediating factor in regard to achieving
household food security (Bougema, 2023). When women gain access to financial services,
such as credit, they can invest in their livelihoods. This investment may take various forms,
including purchasing agricultural inputs, starting better businesses, and earning income.
This financial independence enables them to make independent economic and household-
related decisions, giving them a voice and agency within their households and communities
(Sarker, Roy, Yeasmin, & Asaduzzaman, 2024). This empowerment then plays a crucial
mediating role in improving household food security. Several studies have asserted that
when women gain decision-making power and control over resources, they allocate a
significant proportion of those resources to household welfare, including food security
(Quisumbing, et al., 2023; Haque, Salman, Hasan, & Prithi, 2024). Empowering women can
bring substantial benefits to society in terms of improved income, agricultural productivity,
food security, and environmental benefits (Njuki, et al., 2021). Overall, while access to
finance provides individuals and households with the necessary means to invest in
productive assets, its impact on food security is often magnified through various pathways,
including women’s empowerment (Aziz, Ren, Rong, & Zhou, 2024; Essilfie, Sebu, & Baako-
Amponsah, 2024).

2.4 Barriers to women'’s financial inclusion

Globally, women encounter systemic, multi-layered challenges to achieving full financial
inclusion that extend far beyond simple access to banking. In a systematic review, Saluja et
al. (2023) identified prominent barriers, including patriarchal structures, psychological
factors, low income levels, limited financial literacy, and poor accessibility of services. In
many societies, patriarchal systems dictate that men remain the primary financial decision
makers, effectively marginalising women'’s autonomy over household assets. This is
compounded by what Pomerai and Mangwende (2024) identify as ‘time poverty’ and the
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burden of unpaid care work. Because women disproportionately shoulder domestic labour
they are often left with little time to engage in formal employment, pursue financial
networking, or attend the educational workshops necessary to navigate complex systems
(Pomerai & Mangwende, 2024).

Economic constraints further solidify these barriers. Women are frequently trapped in a
cycle of low income and a persistent gendered wage gap (Loaba & Maiga, 2024). This
financial instability often prohibits them from accessing formal credit products, for which
proof of a stable income or traditional collateral are required. Even when financial services
are physically available, low financial literacy and a lack of confidence in regard to
negotiating with formal institutions or fully understanding the terms of financial products
remain significant hurdles (Saluja, Singh, & Kumar, 2023; Loaba & Maiga, 2024).

Finally, as the financial world shifts towards digital platforms, the digital divide creates a
new layer of exclusion (Kulkarni & Ghosh, 2021). These challenges create intersecting layers
of discrimination that make inclusion even more difficult, particularly for marginalised
women in developing nations. Overall, the economic, socio-cultural, and digital disparities
create a discriminatory landscape that limits women’s agency and control over economic
resources, mobility, and decision-making, particularly in rural and developing contexts.

2.5 Empirical evidence

An extensive body of empirical research has examined the impact of financial inclusion on
various development outcomes across global, regional, and sub-national scales. Most of
these studies focus on the access dimension, using a uni-dimensional measure, often
proxied by having a financial account or access to credit services. The findings from these
studies, however, present a mixed picture, partly attributed to differences in research scope,
methodology, and data use. Wezi et al. (2023), for instance, examined the impact of access
to either formal or informal credit on household food security in Malawi. Their findings
indicate that while access to formal credit improves household food security, access to
informal credit has a detrimental effect. A similar study by Bedru and Opeyemi (2024)
indicated that households with access to formal financial services were less likely to
experience severe food insecurity and more likely to consume diverse food items. Also in
Kenya, Thuita et al. (2013) found that women’s access to microfinance credit led to
improved household food security.

Conversely, some previous studies have shown that access to finance, as measured by
different indicators, has no effect — or a negative effect — on food security or related
outcome variables. Baborska et al. (2020) examined the effect of various financial services
- saving, credit, and payments — on rural food security across 88 low- and middle-income
countries. Their findings showed mixed effects depending on the type of financial services.
Using formal saving accounts decreased the probability of experiencing food insecurity,
while the use of formal credit services increased it. Use of payment services showed no
significant effect. Similarly, a study by Banerjee and Glennerster (2015) found that access to
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microcredit programmes did not significantly improve consumption or other human
development outcomes in Hyderabad, India.

The ineffectiveness of various financial services is often attributed to several factors. These
include high interest rates and short repayment periods for informal credit (Nepal & Neupane,
2022); inefficient services, poor competition, and low service quality (Chester, 2020); and a
lack of financial literacy (Carman & Zamarro, 2016). Such shortcomings can result in
increased debt, financial stress, and poor spending decisions (Hasan & Hoque, 2021; Van
Nguyen, Ha, Nguyen, Doan, & Phan, 2022).

Similarly, numerous empirical studies have analysed the impact of financial inclusion on
various dimensions of women’s empowerment, yet findings remain largely inconclusive.
This stems primarily from the inconsistent use of proxy metrics for both variables, as well as
significant variations in the scale and scope of interventions. Maruta et al. (2023), for
instance, identified a positive impact of financial inclusion on women’s empowerment
across 42 African countries, using the Women’s Human Development Index as a proxy
indicator. Comparable studies in India (Pal, Gupta, & Joshi, 2021), Ghana (Zelu, Iranzo, &
Perez-Laborda, 2024), Pakistan (Sadiq, lhsan, & Khattak, 2023), and Indonesia (Afrida, et al.,
2024) also reported that elements such as access to, quality of, and utilisation of financial
services bolster economic empowerment, proxied by indicators such as employment,
income, decision-making power, and agency.

Conversely, Duvendack and Mader (2019), in their systematic review of financial inclusion in
low-and middle-income countries, revealed that while the impacts of financial inclusion are
more likely to be positive than negative, the effects vary and may not always be
transformative in scope or scale. A similar study by Cabeza et al. (2019) demonstrated that
greater female financial inclusion — specifically access to bank accounts and credit cards -
positively impacts economic development, whereas bank loans show no significant effect.
Overall, the impacts of financial inclusion on women’s empowerment are generally positive
but remain highly context-dependent and sensitive to programme design features.

In Ethiopia, previous studies have examined the issue of access to finance and its impact on
various development outcomes. Mohammed and Mustafe (2023), assessed the impact of
access to finance, proxied by access to a formal financial institution, on a set of household
welfare indicators. Their findings revealed a positive impact on a set of household welfare
indicators, such as utility spending, asset ownership, and membership in social groups. A
similar study by Abreham and Lamessa (2023) investigated the relationship between
financial inclusion, proxied by account ownership in a formal financial institution, and
women'’s economic empowerment. They found that financially included women were
approximately 7.7% more likely to be economically empowered compared to those who
were not financially included.

Overall, empirical findings show mixed evidence, implying that the effect of access to
finance on development outcomes is ultimately an empirical question, and depends on the
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local context. Moreover, the intertwined nature of financial inclusion, women’s economic
empowerment, and household food security warrants further empirical investigation.
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3 Conceptual framework

This study is guided by a conceptual framework that posits a multifaceted relationship
between financial inclusion, women’s economic empowerment, and household food
security. This relationship is not a simple linear cause-and-effect relationship, but a complex
and multidimensional process operating through various pathways. Building on Sen’s
Capability Approach and Kabeer’s definition of empowerment, this framework integrates
elements of resource-based theory, empowerment theory, and gender pathways to
development perspectives. Kabeer's framework interrelates the three main components
characterising choice: resource, agency, and achievements or decision outcomes (Kabeer,
1999). Resources serve as the preconditions enabling choice, while agency represents a
woman'’s capacity to define and act on her goals. Achievements (or decision outcomes)
constitute a particular manifestation of that capacity for choice. The concept is best
conceptualised as women needing both resources and a sense of agency to achieve their
livelihood outcomes independently (Kamalakumari et al, 2015; Sharaunga et al., 2018).

This framework posits that the availability of financial service providers, coupled with
various socioeconomic and demographic factors, influences women'’s financial inclusion.
The degree of financial inclusion, in turn, can directly affect food security by increasing
resources, or it can indirectly improve food security by fostering women’s empowerment, as
a critical pathway. Overall, this framework acknowledges the complex and interwoven nature
of financial inclusion, women’s economic empowerment, and household food security,
thereby guiding the investigation of the specific pathways of their interconnections in the
Ethiopian context (see Figure 1).

Figure 1: Conceptual framework
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Source: Own construction. Note: HDDS = Household Dietary Diversity Score; NFE = non-farm enterprise.
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4 Methodology

4.1 Study design

This study employed a mixed-method approach; specifically, an explanatory sequential
design. The quantitative data were analysed first to establish key findings. This was
followed by qualitative data analysis to provide context, nuance, and depth to the major
findings. The quantitative analysis included both descriptive and econometric models.
Descriptive analysis was conducted to characterise the sample and analyse the state of key
variables, such as financial account ownership, and savings and credit experiences. On the
other hand, regression analysis and a structural equation model were employed to examine
how financial inclusion impacts women'’s economic empowerment and household food
security in Ethiopia. This sequential approach allows for a comprehensive understanding of
the complex relationships between these factors, combining the strengths of both
quantitative and qualitative research methods.

4.2 Data sources and collection methods

The quantitative data analysis was conducted using the 2021-2022 Ethiopian
Socioeconomic Survey wave 5 (ESS-5) dataset, which offers a sample of 4,999 households
that are representative at the national level and across rural and urban areas. This survey
provides micro-level insights into various socioeconomic issues, including access to and
utilisation of financial services and household food security, and is publicly available.! To
provide deeper context and understanding for the study, qualitative data were also gathered
through key informant interviews (KlIs) and in-depth interviews. A total of 21 interviews were
conducted: six in-depth interviews with beneficiaries and 15 KllIs with financial service
providers, encompassing both public (Commercial Bank of Ethiopia) and private commercial
banks. These interviewees were drawn from banks located in the regional capitals of six
regions (Amhara, Oromia, Tigray, Sidama, Benishangul-Gumuz, and Somalia), and the Addis
Ababa City Administration. This qualitative component sought to explore the current state of
financial inclusion in Ethiopia, detail the specific challenges women face in accessing
finance, and identify potential interventions to make financial inclusion efforts more
effective.

4.3 Data analysis method

The study employed a variety of data analysis methods to address each research question.
For the analysis of quantitative data, descriptive and econometric models were used,
including regression analysis and structural equation models. The qualitative data were
analysed using thematic analysis based on key identified themes.

1 Ethiopia - Socio-Economic Panel Survey 2021-2022
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For the variable selection, financial inclusion was measured using principal component
analysis through a composite index comprising five indicators: i) ownership of a financial
account; ii) savings; iii) access to loans/credit; iv) access to insurance services; and v)
digital payments. To measure food and nutrition security, two main indicators were used:
Household Dietary Diversity Score and the Household Food Insecurity and Access Scale
(HFIAS).

On the other hand, measuring women'’s economic empowerment was a complex task due to
the multifaceted nature of the concept. Building on Kabeer’s definition, previous studies
have utilised a vast array of proxies, from measuring resource empowerment to measuring
agency and outcomes (Sonia, Kate, Ecem, & Tingting, 2020). This study used resource
empowerment, specifically women’s ownership of household assets, as a proxy variable. In
ESS-5, each sample household was asked whether they owned a list of household assets
(#37), followed by whether the women owned the assets. Given that empowerment is
fundamentally a latent construct, factor analysis was employed to estimate a composite
index representing women’'s empowerment using asset ownership. The factor analysis was
designed to uncover the directly unobservable empowerment factor in the sample
households.

The impact of financial inclusion on women’s economic empowerment and household food
security was analysed using a Structural Equation Model (SEM) with a three-stage least
squares (3SLS) estimation technique. The structural equation model framework was chosen
specifically to capture the direct effects of financial inclusion, as well as its hypothesised
indirect effect on food security mediated by women'’s economic empowerment.
Concurrently, the 3SLS estimator was utilised to simultaneously address the potential
endogeneity arising from factors such as omitted variable bias, reverse causality, and
measurement error, and to ensure consistent and efficient parameter estimates.

4.3.1 Specification of the structural equation model

The model specification for the structural equation model analysis consisted of two main
structural equations for the mediator (women’s economic empowerment (WEE)) and the
outcome indicator (household food security (HFS)). The model is specified as follows:

WEE = 8y + OFI + u, (1)

Where

8, stands for the intercept,

0 represents the direct effects of financial inclusion (Fl) on WEE, and

U, represents the error term for the WEE equation
The second equation for the outcome indicator, HFS is given below:

HFS = By + ByFI + BoWEE + 258X, + 1y (2)

Where
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B, represents the intercept for the second equation

B, stands for the direct effect of Fl on HFS

B, stands for the mediation effect of WEE on HFS

B; represent the effects of the control variables on HFS
U, represents the error term for the HFS equation

The 3SLS estimator takes into account all the vectors of structural parameters stacked into
a single system. These include the vector of all dependent variables (WEE and HFS), the
matrix of all explanatory variables (X;), the instrumental projection matrix (the exogenous
variables in the system as instruments), and the covariance matrix of the structural errors.
Finally, the total effect of FI on HFS is estimated by adding the direct effects of Fl on HFS
and the indirect/ mediation effects of WEE on HFS, as indicated below:

Total effect= g, + (6XB;) (3)
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5 Findings

5.1 The state of financial inclusion in Ethiopia

As the fundamental entry point for financial inclusion, access to finance is often proxied by
account ownership in a regulated institution, such as a bank, credit union, microfinance
institution, or a mobile money service provider that provides services relating to storing,
sending, and receiving money. The descriptive statistics in this study indicate that 65.4% of
the sample households (42% of rural and 85.3% of urban) reported having an account at a
formal financial institution (see Table 1). However, when accounting for the total adult
population (18+ years old) in these households, only 54.5% (30.5% rural and 75.6% urban) of
adults own formal financial accounts. Major reasons for not owning an account at a
financial institution included ‘I do not feel that my money is enough’ (38.6% rural and 45.2%
urban), and ‘financial institutions are too far away’ (19.6% rural and 12% urban) (see Table 1).

Moving beyond the physical access and account ownership to look at the utilisation aspect
of financial inclusion in Ethiopia, the study finds a moderate proportion of households
engage in saving, totalling 46.9% (with higher rates in rural areas at 56.4% compared to
urban areas at 35.8%). This overall saving rate drops to 35.9% when considering only the
adult population, revealing a stark gap between urban adults (45.3%) and rural adults
(25.2%). Furthermore, the findings reveal a high reliance on informal saving methods (69.7%
rural and 40.2% urban) such as keeping cash at home, with friends and family, and in local
associations like Equb, a traditional rotating saving and credit association. A notable
difference is also observed between contexts: the majority of rural households reported
using informal saving methods (69.7%), compared to a slightly lower usage of formal
methods (68.3%). Conversely, urban households overwhelmingly utilise formal savings
(93.2%) over informal methods (40.2%) (see Table 1). It should be noted that while urban
households exhibit a lower overall saving rate, those who save predominantly rely on formal
financial institutions, unlike rural households, where informal mechanisms dominate.

Another critical element of utilisation is use of borrowing services. The results indicate that
only one-fifth of the sampled households (20.2%) reported borrowing money from either
formal or informal sources, with similar proportions across urban and rural households
(19.5% rural and 20.9% urban). Among those who borrow, the overwhelming majority (86%)
rely on informal sources (82.5% rural and 88.9% urban). Formal financial institutions provide
credit to a mere 14% of sampled households (17.5% rural and 11.1% urban) (see Table 1).

Beyond saving and borrowing, utilisation also extends to payment services, particularly the
use of digital payment systems, which serve as critical enablers of financial access. The
descriptive statistics in this study show that more than one-fourth (30.1%) of sampled
households reported using digital payments, with a stark difference between rural (11.5%)
and urban (45.9%) households. Most critically, rural women experience a double burden of
digital exclusion, reflected in their meagre usage rate of 6.1%. This rate lags significantly
behind both their rural male counterparts (13.3%) and urban female counterparts (29.2%).
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Overall, while the recent advancements in and expansion of digital payments in Ethiopia
have been encouraging, substantial effort is still needed to catch up with the averages of
global and developing economies. According to the Global Findex report (2022), the share of
adults making a digital payment reached 64% globally and 57% in developing economies in
2021.

Figure 2: Gender disparities in account ownership and digital payment adoption

Source: Author’s calculations using ESS-5 survey data.

Account Ownership (HH, %) HH Digital Payment (%)
78.5 gs53 29 5
34.4
Rural Urban Total Rural Urban Total

B Male ®Female Total aMale mFemale =Total

Table 1: Demographic and financial inclusion profile of sampled households

Rural (N=2,285) Urban (N=2,674)

Mean SD Min Max Mean SD Min Max

Age of HH head 46.59 14.9 18 97 4415 14.25 18 100
Family size 5.12 2.37 1 13 411 2.2 1 13
Rural Urban Total
Education of HH head: N=2,084 % N=2,134 % N=4,218 %
llliterate 1,680 80.61 1,299 60.87 2,979 70.6
Non-formal educ. 159 7.6 361 16.92 520 12.3
Primary 198 9.5 228 10.68 426 10.1
Secondary 41 1.97 224 10.5 265 6.3
Above secondary 6 0.29 22 1.03 28 0.7
Marital status: N=2,285 % N=2,674 % N=4,999 %
Single 72 3.15 268 10.02 340 6.8
Married 1,836 80.35 1,809 67.65 3,645 72.9
Widow/separ./ divor. 377 16.5 597 22.33 1,014 20.3
Sex of HH head: N=2,285 % N=2,674 % N=4,959
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Male 1,714 75.0 1,702 63.7 3,416 68.9
Female 571 24.9 972 36.4 1,543 31.1
Formal account (>=18 yrs N=5,764 % N=6,546 % N=12,310 %
Yes 1,760 30.5 4,947 75.6 6,707 54.5
No 4,004 69.5 1,599 24.4 5,603 45.5
HH formal account N=2,281 % N=2,668 % N=4,949 %
Yes 960 42.1 2,277 85.3 3,237 65.4
No 1,321 57.91 391 14.7 1,712 34.6
Private bank 286 29.8 1,271 55.8 1,557 48.1
Public bank 657 68.4 2,015 88.5 2,672 82.6
Microfinance institution 132 13.8 142 6.2 274 8.5
SACCO 179 18.7 204 8.9 383 11.8
Fintech 54 5.6 103 4.5 157 4.9
Tele birr S 0.5 124 5.2 129 3.9
HH saving 816 35.8 1,506 56.4 2,322 46.9
HH formal saving 557 68.3 1,404 93.2 1,961 84.5
HH informal saving 569 69.7 606 40.2 1,175 50.6
Adult pop. (yes) 1,453 25.2 2,966 45.3 4,419 35.9
HH borrowing 445 19.5 558 20.9 1,003 20.2

Borrowing from formal

financial Institutions ’8 175 62 s 140 14.0
Informal borrowing 367 82.5 496 88.9 863 86.0
HH insurance 211 9.3 308 11.5 519 10.5
HH digital payment 263 11.5 1,227 45.9 1,490 30.1

Source: Author’s calculations using ESS-5 survey data. Note: HH = household.

The reasons for not owning an account at a financial institution are diverse, but the primary
obstacle cited was ‘a lack of sufficient income’. This was reported by nearly half of the urban
sample (45.2%) and a significant portion of the rural sample (38.6%) (see Table 2). The
supply-side constraint of physical accessibility is particularly pronounced in rural areas,
where 19.6% of the sample cited institutions being ‘too far away’ as a significant barrier.
Furthermore, the data revealed that voluntary exclusion due to an awareness gap remains a
critical challenge. More than one-fifth of the sample (22.7% rural; 22.9% urban) who were
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excluded specifically cited either ‘I don’t have a reason’ (12.0% rural; 17.0% urban) or ‘I don’t
understand the benefits’ (10.7% rural; 5.9% urban) (see Table 2).

Table 2: Reasons for not owning an account at a financial institution

Reasons Rural (%) Urban (%)
| do not feel that my money is enough 38.6 45.2
Financial institutions are too far away 19.6 12
I don’t have a reason 12 17
| don’t understand the benefits 10.7 5.9
I don't know where or how to open an account 5.7 2.8
The procedure is too complex 3.8 4.1
Refer to informal services 2.8 2.1
Accounts are too expensive to use 2.7 2.3
Religious reasons 0.6 1.3
Others 3.5 7.3

Source: Author’s calculations using ESS-5 survey data

5.2 The determinants of financial inclusion in Ethiopia

One of the core issues in studying financial inclusion is the issue of endogeneity, which can
result in inconsistent estimates of the coefficients. To address the issue of endogeneity and
to obtain a consistent estimate of the coefficients, a two-stage least squares (2SLS) method
using an instrumental variables approach was employed in this study. A potential
endogenous variable in the proposed model was engagement in a non-farm enterprise, while
market access (availability of a large weekly market) was considered to be an instrumental
variable. The idea is that the availability of a large weekly market can impact the decision to
engage in non-farm enterprises directly, and financial inclusion indirectly through a non-farm
enterprise. In this case, a simple ordinary least squares (OLS) estimate will provide a biased
estimate of the coefficients due to endogeneity of the non-farm enterprise. Hence, 2SLS
analysis was conducted; the results are indicated in Table 3.

The findings reveal that several factors, spanning demographic characteristics,
socioeconomic status, and infrastructure proximity, significantly predict the degree of
financial inclusion in Ethiopia, albeit with varying magnitudes. Demographic factors,
including the age, sex, and education levels of the household head, emerge as strong
predictors of financial inclusion scores. The age and sex (being female) of the household
head showed a consistent pattern of disadvantage, limiting people’s access to financial
services. As the age of the household head increases by one year, the financial inclusion
score decreases by 0.004 units (p <0.01), controlling for other factors. This may be
attributable to the increasing difficulty that older household heads face in accessing modern
financial services. This finding aligns with previous studies by Mamani et al. (2024) and
Yuan et al. (2022), which demonstrated that levels of financial inclusion decrease as age
increases.

© Data & Evidence to End Extreme Poverty 17



THE IMPACT OF FINANCIAL INCLUSION ON WOMEN’S ECONOMIC EMPOWERMENT AND HOUSEHOLD FOOD SECURITY IN
ETHIOPIA

Another significant demographic variable is the sex of the household head: being a female
household head is associated with a reduction in the financial inclusion score. Female-
headed households experience a 0.23-unit reduction in the financial inclusion score (p
<0.01). This underscores a persistent gender-based barrier to financial inclusion in Ethiopia.
This result is consistent with previous studies, such as Abreham and Lamessa (2023) and
Mamani et al. (2024).

The education level of the household head is another significant determinant, which was
treated as a categorical variable, with ‘no formal education’ serving as the reference group.
Accordingly, having non-formal education (p < 0.01) or secondary education (p < 0.01) is a
significant predictor of the financial inclusion score compared to the reference group. This
suggests that even modest levels of literacy and numeracy achieved through non-formal or
basic schooling contribute to higher levels of financial inclusion. Interestingly, education
above the secondary level is insignificant. This may be because fundamental literacy is
sufficient to access the available basic financial services, whereas the structural barriers to
deepening financial inclusion are not overcome by having a higher level of education. This
finding is generally consistent with previous studies, such as Njanike and Mpofu (2023),
which found that education has a positive impact on financial inclusion in the Democratic
Republic of Congo, Eswatini, Kenya, and South Africa.

Marital status also emerges as a significant determinant of financial inclusion. Specifically,
being widowed, separated, or divorced (p<0.05) serves as a barrier to financial inclusion,
being associated with lower financial inclusion scores compared to married individuals. This
disparity may be attributed to the ‘household pooling effect’ where married couples often
benefit from dual incomes and combining assets, which facilitates access to and utilisation
of formal financial services.

Among the socioeconomic factors analysed, household assets represent a robust and
significant determinant of financial inclusion (p <0.01). The positive effect suggests that
households with higher asset levels are more likely to be financially included, implying that
involuntary exclusion — driven by a lack of adequate assets or collateral — remains a barrier
for poorer households. Similarly, engagement in non-farm enterprise is a significant
predictor (p <0.01), indicating that non-farm enterprises serve as a critical pathway for
deepening households’ financial inclusion.

Beyond demographic and socioeconomic factors, infrastructure plays a critical role in
enhancing financial inclusion. As evidenced in this study, geographical proximity to a
financial institution — proxied by the inverse distance to the financial institution — is
significantly associated with an increased financial inclusion score (p <0.01). This result
underscores that physical accessibility of financial institutions is a primary determinant of
financial inclusion. Consequently, expanding physical access remains a vital strategy for
improving overall financial inclusion levels (see Table 3).
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Table 3: Determinants of financial inclusion (results from 2SLS analysis)

finance Inclusion pca | Coef. Std. Err. z E>lz| [95% Conf. Intervall
__________________________ +________________________________________________________________
NFE_engagement | 1.701465 .5224984 3.26 0.001 .6773873 2.725543
HH age | -.004139¢ .0014658 -2.82 0.005 -.0070128 -.0012664
HH sex Female | -.2357826 .0440829 -5.35 0.000 -.322183¢6 -.1493817
Family size | -.0338155 .0078257 -4.32 0.000 -.049153¢6 -.0184774
\
Educ_headl |
Non-formal educ | .1470036 .0486271 3.02 0.003 .0516963 .2423109
Primary | .0416236 .0586195 0.71 0.478 -.0732684 .1565157
Secondary | .2083317 .066536 3.13 0.002 .0779236 .3387398
Bbove secondary | .3218238 .1966315 1.64 0.102 -.0635668 .7072145
\
Marital status |
Married | -.15560867 .0672651 -2.31 0.021 -.2874439 -.0237696
Widow Separated Divorced | -.302773 .0817938 -3.70 0.000 -.4630859 -.1424¢
\
asset index | 2.085073 .4197671 4.97 0.000 1.262345 2.907801
distance FI rev | 1.062207 .2384854 4.45 0.000 .5947839 1.529629
_cons | -1.645401 .2393941 -6.87 0.000 -2.114605 -1.176197

Source: Author’s estimation using ESS-5 survey data. Note: NFE = non-farm enterprise; HH = household.

5.2.1 Reliability test

There are two core conditions for a valid instrumental variable: i) relevance - the
instrumental variable is strongly correlated with the endogenous variable; ii) exogeneity -
the instrumental variable affects the dependent variable through its effect on the
endogenous variable, and hence must be uncorrelated with the error term (). For the
relevance condition, a common method is to check the strength of the instrumental variable
in predicting the endogenous variable. This can be done by looking at the F-statistics from
the first-stage regression. As a rule of thumb, an F-statistic greater than 10 is considered a
good benchmark to avoid the weak instrument problem and to ensure that the excluded
instrument is highly relevant in regard to predicting the endogenous variable. As indicated in
Table 4, the value of the F-statistic in this study’s analysis is 18.98, with a p-value of 0.00,
confirming that the instrument is very strong and the result is highly significant. In contrast,
the exogeneity assumption cannot be directly tested and relies mainly on the theoretical
framework and institutional knowledge. In our case, based on institutional and contextual
knowledge, the presence of a large weekly market does not directly affect households’
access to formal financial services, except through engagement in non-farm enterprises.

Table 4: First-stage regression summary statistics

estat firststage

First-stage regression summary statistics

Adjusted Partial
Variable R-3qd. R-3qd. R-3qd. F(l1,4186) Prob > F
NFE_engage~t 0.0372 0.0345 0.0045 18.9824 0.0000
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Minimum eigenvalue statistic = 18.9824
Critical Values # of endogenous regressors: 1
Ho: Instruments are weak # of excluded instruments: 1
5% 10% 20% 30%
2SLS relative bias (not available)
10% 15% 20% 25%
25SLS Size of nominal 5% Wald test 16.38 8.96 6.66 5.53
ILIML Size of nominal 5% Wald test 16.38 8.96 6.66 5.53

Source: Author’s estimation using ESS-5 survey data.

5.3 The impact of financial inclusion on women’s economic empowerment and
household food security

Following the conceptual framework established earlier, this study evaluated the impact of
financial inclusion on women’s economic empowerment and its subsequent effect on
household food security. To rigorously estimate the direct and indirect effects of financial
inclusion while addressing potential endogeneity, a multiple equation system is employed by
integrating 3SLS instrumental variable estimation within a structural equation model
framework. This method accounts for endogenous biases while exploiting the efficiency
gains inherent in estimating interdependent equations. The resulting direct, indirect, and
total effects are summarised below.

5.3.1 Effects of financial inclusion on women’s economic empowerment

The 3SLS model, having passed the crucial relevance and validity tests, provides robust,
system-wide estimates of the impact of financial inclusion on women’s economic
empowerment. The results reveal that a one-unit increase in the financial inclusion score
leads to a 0.22 unit increase in the women’s economic empowerment score (p<0.01), after
controlling for other covariates (see Table 5). This result is consistent with previous studies,
such as Abreham and Lamessa (2023). This finding confirms the hypothesis that deepening
financial inclusion serves as a powerful leverage point for enhancing women’s economic
empowerment.
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Table 5:

Impacts of financial inclusion on women’s economic empowerment, Household Dietary
Diversity Score, and HFIAS (3SLS regression)

Coef. Std. Err. z E>|z]| [95% Conf. Interval]
Women_emp
Financial Inclusicn pca .2156715 .0173014 12.47 0.000 .1817615 .2495816
NFE engagement .0809056 .0294802 2.74 0.006 .0231255 .1386857
Educ_head .0119564 .0015472 7.73 0.000 .0089239 .014989
Phone access .2006369 .0269879 7.43 0.000 .1477416 .2535322
urban_ dummy .778511 .0279665 27.84 0.000 . 7236977 .8333244
_cons -.601477 .0240283 -25.03 0.000 -.6485716 -.5543825
HDD
Financial Inclusion_pca .0142285 .0049385 2.88 0.004 .0045493 .0239077
Women emp .0744107 .0160351 4.64 0.000 .0429825 .105839
NFE_engagement .0266244 .0050972 5.22 0.000 .0166341 .0366147
urban dummy -.0035274 .0142217 -0.25 0.804 -.0314015 .0243466
_cons . 7447446 .0083536 89.15 0.000 .7283719 .7611174
HFIAS
Financial Inclusicn pca -.4175758 .0952388 -4.38 0.000 -.6042403 -.2309112
Women emp -1.397784 .3092382 -4.52 0.000 -2.003879 -.7916878
NFE_engagement .2671315 .0982999 2.72 0.007 .0744672 .4597958
urban_dummy 1.006345 .2742669 3.67 0.000 .4687913 1.543898
_cons 1.789029 .1611 11.11 0.000 1.473279 2.10478

Source: Author’s estimation using ESS-5 survey data

5.3.2

Effects of financial inclusion on household food security

This study finds that financial inclusion significantly improves household food security, as

measured by the Household Dietary Diversity Score and the HFIAS. A unit increase in the

financial inclusion score increases the Household Dietary Diversity Score directly by 0.014

units and indirectly, mediated through women’s empowerment, by 0.016 units (see Table 6).

Both the direct and indirect pathways are highly significant (P < 0.01). Similarly, a unit

increase in the financial inclusion score reduces the HFIAS directly by 0.417 units and

indirectly, through women’s empowerment, by 0.3 units. Both results are highly significant (P

<0.01).

Overall, the findings indicate that financial inclusion leads to a substantial improvement in

household food security by increasing dietary diversity and reducing food insecurity.

Crucially, women'’s economic empowerment plays a powerful role in the process, as a key

mediator. These improvements likely stem from households’ enhanced ability to purchase a

more diverse range of food, to smooth their consumption during times of shock, and

ultimately to reduce the fear or uncertainty associated with food access.
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Table 6: Estimated direct and indirect effects of financial inclusion on Household Dietary Diversity
Score and HFIAS

Std. err. [95% conf. interval]

Impacts of financial inclusion on Household Dietary Diversity Score

Direct effect .0142285 .0049385 2.88 0.004 .0045493 .0239077
Indirect effect .0160483 .0037537 4.28 0.000 .0086911 .0234055
Total effects .0302768 .0028263 10.71 0.000 .0247374 .0358162
Impacts of access to financial inclusion on HFIAS

Direct effect -4175758 .0952388 -4.38 0.000 -.6042403 -.2309112
Indirect effect -.3014621 .0721976 -4.18 0.000 -.4429669 -.1599574
Total effects -.7190379 .0540835  -13.29 0.000 -.8250397 -.6130361

Source: Author’s estimation using ESS-5 survey data

5.3.3 Validity, relevance, and efficiency tests

Instrument validity, relevance, and efficiency are the most critical assumptions in regard to
the 3SLS model’s ability to consistently address the endogeneity problem and ensure the
efficiency of coefficient estimations. The instrument validity test ensures that the excluded
instruments are truly exogenous (i.e. uncorrelated with the error terms in the structural
equations). Following the Sargan-Hansen test for evaluating instrumental validity, the p-
value needs to be greater than 0.1 to accept the null hypothesis that assumes the
instruments are valid. In our analysis, the estimated p-value for the Sargan-Hansen test is
greater than 0.1, which fulfils the criteria. The relevance test determines the relevance of the
instruments in predicting the endogenous variable. In our case, the joint null hypothesis for
the coefficients of the instrumental variables in predicting women’s economic
empowerment was estimated in the first-stage equation. The joint F-statistic in our result
confirms that the excluded instruments are strong predictors of the endogenous mediator,
with a value of 53.43 (significantly greater than the 10 rule of thumb).

Testing the system efficiency, on the other hand, confirms that the errors across the
dependent variables are correlated, which justify the use of the 3SLS estimator over a
separate 2SLS. The separate 2SLS equation assumes that the error terms across the three
equations are uncorrelated. In our estimation, the correlations of the error terms across the
three equations are different from zero (p<0.01), albeit weakly so, indicating that the 3SLS is
still a better estimator of our model (see Table 7).

Table 7:  Results of instrument validity, relevance, and efficiency tests

Statistic test Accepted value Estimated value
Partial F-test on the excluded £>10 F(2, 4289) = 53.43
instruments Prob > F =0.0000
Validity (Sargan-Hansen test)  p>0.1 P=0.1076
. Non-zero corr e_ZWomen_emp e_HFIAS=0.2669 (p=0.00)
The residuals across all three .
- residual corr e_Women_emp e_HDD=-0.2550 (p=0.00)
equations are correlated .
correlation corr e_HDD_emp e_HFIAS=-0.1304 (p=0.00)

Source: Author’s estimation using ESS-5 survey data
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5.4 Stakeholders’ perspectives on improving financial inclusion in Ethiopia

The analysis of qualitative data (Klls and in-depth interviews) reveals a narrative of progress
in financial inclusion efforts across Ethiopia. However, for the observed impacts to be
transformational and long-lasting, a strategic pivot is required. The following analysis details
these key findings, persistent structural challenges, and the necessity of a ‘credit-plus’
strategy to maximise the full potential of financial inclusion in Ethiopia.

Financial inclusion as a catalyst for women’s empowerment and household food security:
The overarching consensus derived from the Klls and in-depth interviews is that financial
inclusion yields positive outcomes for beneficiaries, especially for women, who typically lack
access to formal financial services. This key finding aligns directly with the quantitative
results. However, different perspectives also underscore that the resulting impact is highly
heterogeneous, being contingent upon numerous external and internal underlying factors.
These factors include the following: the socioeconomic conditions of the borrowers; the
actual loan amounts; the loan duration; interest rates; and the enabling business
environment. Specifically, in-depth interview respondents reported that financial services,
particularly credit access, have successfully helped women to improve their agency and
overall household well-being. The positive perceptions and experiences of both the Klls and
in-depth interviews, which follow, validate this general optimism:

‘Our follow-ups with women beneficiaries have shown that those we consider to be
performing well have even improved their quality of life, including food security. Seeing
such progress brings a smile to my face. These individuals are growing rapidly and may be
ready for a higher amount of loans in the near future.’ (K11/04/02)

‘I took the loan to expand my restaurant. Through the additional income generated, |
improved my economic situation. | am also now able to create job opportunities for my
sisters and others.’ (In-depth interview/02/01)

‘Accessing a loan allowed me to expand my small shop. With my previous income, | was
barely paying house rent, but now, with increased income, not only do | pay my rent on time,
send my children to school, fulfil my obligations in Eder, but | am also on process to close
the current loan to access 200,000.00 birr from Adeday Microfinance to further expand my
shop.’ (In-depth interview/04/01)

Barriers to financial inclusion are multifaceted, encompassing critical infrastructure,
operational, financial, and socio-cultural barriers: Infrastructure challenges present a
fundamental hurdle, characterised by the limited physical presence of bank branches,
coupled with a critical lack of basic infrastructure like reliable electricity and internet
connectivity, which inhibits enhanced access to finance. These challenges are compounded
by operational challenges, including lengthy and complex processes, stringent
documentation requirements, and centralised credit decision-making that results in slow
and inflexible credit disbursement. Furthermore, the respondents indicated that financial
constraints, such as liquidity problems and insufficient funds, coupled with prohibitive costs
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such as high interest rates and transaction fees, and the demand for strong collateral for
loans, make services unaffordable for many. What is more, the respondents underscored the
persistence of deeply embedded socio-cultural barriers, evidenced by a notable cultural
resistance towards financial services, alongside widespread low financial literacy and
limited public awareness of available products. The interactions among all of these barriers,
such as infrastructure, operational efficiency, finance/economy, and culture, are mutually
reinforcing. For instance, the informants indicated that limited infrastructure increases
operational inefficiencies, which create barriers to accessing financial services.
Furthermore, low levels of financial and economic literacy, combined with cultural resistance
to adopting new financial services, further limit the ability of borrowers to utilise expanded
access to these services. While these challenges are significant for all, they are even more
pronounced for women, who are disproportionately affected by time poverty, limited
awareness, safety concerns, and restrictive cultural norms. This explains why when access
is expanded it does not necessarily lead to uniformly expansive or transformative outcomes.

Loan amounts are often too low to be genuinely transformative: The respondents revealed
that recent financial products impose credit caps sometimes below 100,000 Ethiopian Birr.
Given the escalating inflation and currency depreciation, this amount is reported to be
insufficient for starting or expanding a business. As one KIl noted, ‘The small loan size limits
borrowers to small businesses where their profits are just enough to run the household,
thereby trapping them in a cycle of subsistence rather than facilitating growth and expansion’
(K1l/02/03). Given structural inequalities and the social expectation that women will act as
the household safety net, the implications are profound and can prevent them from scaling
their enterprises into high-growth businesses.

The analysis demonstrates that lending, in isolation and on a limited basis, principally
supports consumption smoothing. However, lending does not lead to productive
investments unless it is augmented with complementary support, including skills training,
access to markets, and post-loan mentoring. In the absence of such support, borrowers will
remain constrained to low-return activities that will not yield — nor sustain — income growth
or long-term resilience.

Urban bias in financial service provision: There was a near-consensus among Ki|
respondents regarding the complex and geographically heterogeneous picture of financial
access, and the substantial urban bias in financial inclusion efforts. Despite regional efforts,
banks and microfinance institutions alike remain predominantly concentrated in cities and
major towns, leaving rural communities significantly underserved. ‘Bank branches are
disproportionately concentrated in urban areas, and most financial services, including loans,
are primarily channelled towards urban businesses and traders, severely limiting accessibility
for rural communities’ (KII/04/01).

Loan effectiveness can be greatly improved if supported by complementary interventions:
The key informants clearly indicated that financial inclusion efforts must be integrated with
complementary support to maximise their impact. To truly move beyond subsistence, the
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respondents underscored the necessity of a comprehensive ‘credit-plus’ strategy. They
asserted that such interventions should include training, business development services,
financial literacy, market linkages, and comprehensive post-loan follow-up and support.

Digital finance offers a powerful mechanism for enhancing financial inclusion and
overcoming traditional barriers: The key informants noted that digital platforms are vital for
overcoming infrastructural barriers and deepening the overall financial inclusion, particularly
among remote and marginalised populations with limited physical access to traditional
networks. Beyond connectivity, the informants emphasised that these platforms mitigate
significant logistical and security challenges for both providers and beneficiaries. By
reducing the inherent risks of cash handling, particularly in high-density urban areas, digital
solutions enhance overall safety. One key informant articulated this concern: ‘Carrying a
huge amount of cash has become difficult, particularly in urban areas, and digital solutions
provide a safer and more convenient alternative to carrying physical currency’ (KIl/05/01).

Women face specific barriers and require differentiated treatment: Key informants
generally agreed that women face significant barriers in accessing and utilising financial
services, leading to their structural exclusion. This inequality reportedly limits their agency in
regard to businesses and household finances. While most financial providers indicated that
they offer a treatment package for women - typically a 1% reduction in credit interest rates
and a 1% increment on savings — they also admitted that tailored financial services and
comprehensive intervention remain scant.

The key informants noted several challenges. Culturally, empowerment efforts are often
undermined by men’s monopolisation of decision-making. As one key informant stated:
‘Sometimes, even when credit is granted to women, it is men who make decisions on it’
(KI1/07/04). Furthermore, it was reported that women often grapple with internal barriers,
such as limited financial literacy, fear, and a lack of confidence in business start-ups. These
deficits necessitate a shift in approach. The KlI notes indicate the importance of addressing
these multifaceted constraints and suggest that financial inclusion must be coupled with
supportive programmes to tackle both the external cultural pressures and the internal
psychological and skill-based challenges women face. This requires financial service
providers to treat them differently and to implement tailored interventions.

The post-conflict situation compromises loan effectiveness and necessitates special
interventions: The post-conflict situation was reported to severely exacerbate the financial
access and loan repayment challenges. This context introduces barriers that are beyond
clients’ control, such as widespread business disruption and the inability to renew licences
due to outstanding tax burdens. Despite this known distress, the informants indicated that
the institutional requirements often uphold loan terms that compel clients to make
repayments, regardless of their circumstances. One key informant described this concerning
situation:

‘There are many clients struggling to repay their loans, particularly those who borrowed
before the war. Even when we are aware of their difficulties, they are still required to
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repay. It makes me sad as a person. These challenges are not due to financial access
issues or the clients’ own fault, but the result of circumstances beyond their control. In
my view, forcing repayment during difficult times may worsen their challenges rather
than help them grow their incomes.’ (KIl/05/04)

This rigidity on the part of financial institutions indicates a significant misalignment between
the realities on the ground and standardised institutional lending practices. This means that
financial institutions may inadvertently undermine borrower recovery and weaken long-term
portfolio sustainability by prioritising repayment enforcement over adaptive risk
management. The overwhelming consensus is that unless a special intervention is designed
— ideally in collaboration with non-government organisations and various development
partners — to provide the necessary relief and special mechanisms for recovery, this rigid
approach will only compound difficulties faced by these clients.

Multi-stakeholder partnerships remain crucial in order to enhance financial inclusion
efforts: Key informants uniformly indicated that collaboration and partnership are critical for
enhancing financial inclusion efforts. Existing partnerships were reported across different
regions, notably with the Women'’s Affairs Bureau, which aids in identifying and targeting the
most marginalised women for targeted interventions. Other collaborations mentioned
included those with organisations such as Mercy Corps, Hevtas Ethiopia, Women's
Economic Development Program (WEDP), Save the Children, Care Ethiopia, and SOS Sahel
Ethiopia. The key informants confirmed that working with these institutions has improved
financial services, including access to credit and the provision of lower interest rates for
women. Deepening these strategic alliances with existing partners, alongside cooperating
with other partners and business development service providers, is essential for maximising
the effectiveness of financial services and ensuring the long-term sustainability of women's
business.
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6 Conclusion and policy implications

6.1 Conclusion

The current state of financial inclusion in Ethiopia reflects a landscape of emerging progress
hampered by a complex interplay of supply- and demand-side constraints. On the demand
side, involuntary exclusion remains the most pervasive structural barrier, driven primarily by
a lack of sufficient income, which is the main reported reason for not owning a financial
account (45.2% urban and 38.6% rural). The physical access to financial institutions also
remains a notable supply-side challenge, particularly for rural households. The data also
reveal a substantial level of voluntary exclusion, with over one-fifth of sampled households
remaining voluntarily excluded due to an awareness gap, specifically citing either ‘I don’t
have a reason’ or ‘I don’t understand the benefits’ as reasons for not owning an account at a
financial institution.

In regard to the utilisation aspect of financial inclusion in Ethiopia, the saving rate is
moderate, covering 46.9% of households (56.4% rural vs. 35.8% urban). This rate drops to
35.9% when considering the adult population, with a stark difference between urban adults
(45.3%) and rural adults (25.2%). Similarly, credit penetration is critically low at 20.2%, with
formal credit accounting for a mere 14% (17.5% rural and 11.1% urban) of this total, while
informal sources dominate the remaining 86%. This reveals a significant gap in meeting the
credit needs of the broader population and underscores the challenges in achieving genuine
financial inclusion.

The shift towards digital finance introduces a new layer of exclusion, substituting the
traditional physical barrier (distance) with a digital one. While overall digital transaction
usage is low at 30.1%, the data highlight severe disparities across demographic categories.
Digital usage in urban areas (46.0%) is almost four times the rate observed in rural areas
(11.5%). Similarly, the gender gap is pronounced, with male usage at 34.4%, compared to
female usage at 20.6%. Most critically, rural women experience a double burden of digital
exclusion, reflected in their meagre usage rate of 6.1%. This rate lags significantly behind
both their rural male counterparts (13.3%) and urban female counterparts (29.2%).

The econometric findings from the 2SLS model establish that financial inclusion is strongly
and positively determined by asset ownership, engagement in a non-farm enterprise, and
physical proximity to financial institutions. Asset ownership emerged as the strongest driver
(B =2.08), confirming the financial system’s reliance on collateral strength, followed by non-
farm enterprise engagement (8 =1.70), which signals a strong preference for stable,
diversified income streams. Crucially, the positive and highly significant coefficient for
reversed distance (proximity) (8 = 1.06) confirms that physical accessibility remains a
genuine supply-side determinant. The collective strength of these factors reinforces the
conclusion that involuntary exclusion is the dominant structural constraint. Conversely, the
model reveals a pervasive gender and vulnerability bias: being a female head of household
(B =-0.24), being older, or having a non-single marital status (married, widowed/divorced)
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significantly and negatively impacts financial inclusion. These findings highlight critical
demographic groups that the formal financial system must urgently address.

Results from the 3SLS model further establish that financial inclusion is a powerful
mechanism for enhancing women'’s economic empowerment, indicated by a strong positive
effect (8 = 0.215). This positive outcome is likely driven by several interconnected factors,
including enhanced financial independence, greater decision-making authority, and
improved economic resilience. Similarly, the estimation results reveal that financial inclusion
has a significant positive impact on household dietary diversity, affecting it both directly

(8 = 0.014) and indirectly through the proven pathway of women’s economic empowerment
(8 =0.016).

The results further establish that financial inclusion substantially mitigates food insecurity.
Both the direct effect (8=-0.417) and indirect effect (5=-0.301) on the HFIAS are substantial
and negative, indicating that as financial inclusion increases, food insecurity levels decline.

In summary, the state of financial inclusion in Ethiopia reflects a dual reality of emerging
progress constrained by persistent utilisation gaps. The empirical evidence from this study
confirms the transformative power of financial inclusion in advancing women'’s economic
empowerment, which in turn acts as a vital pathway for improving household food security.
Ultimately, as the qualitative findings reveal, achieving a transformative impact depends on
moving beyond mere physical availability towards the provision of genuine, affordable, and
tailored financial products that drive active utilisation by the wider population. Ultimately,
Ethiopia must significantly accelerate and strategically target financial inclusion efforts to
maximise their potential for driving comprehensive and equitable socioeconomic
transformation.

6.2 Policy implications

Drawing upon the empirical evidence and qualitative insights presented in this study, the
following policy interventions are proposed to further deepen financial inclusion in Ethiopia:

1. Integrating financial inclusion as a core dual-purpose strategy: The robust evidence of
the positive impact of financial inclusion on both women'’s economic empowerment and
household food security indicates there is a strong need for its formal integration within
broader national economic empowerment initiatives and food security programmes.

2. Incentivising improved service quality and utilisation: To bridge the gap between
account ownership and active utilisation, the government should provide fiscal and
regulatory incentives for financial institutions to develop affordable, tailored, and pro-
poor products that genuinely serve the wider population. Central to this intervention
would be the reduction of collateral requirements and transaction costs, ensuring that
financial services are both accessible and relevant to the poor and marginalised.
Specific measures may include credit guarantee funds for women, where the
government, non-government organisations, or development partners pledge to cover a
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portion of the loss, instead of recovering it through traditional collateral, alongside
bundled financial services.

3. Bridging physical and digital access barriers: The significant positive coefficient for
proximity underscores the critical need to expand the reach of financial institutions.
Accelerated investment in physical branch expansion, complemented by user-friendly
digital platforms, such as mobile money and agent banking networks, is essential to
overcome the proximity barrier. Such a multi-channel approach will help to mitigate

geographical barriers and ensure adequate financial services are available to remote and

underserved rural communities.

4. Promoting complementary interventions and a ‘credit-plus’ approach: To maximise the

impact of financial inclusion, policymakers should move towards a comprehensive
‘credit-plus’ strategy. Interventions must therefore integrate access to credit with
complementary support, including training, business development services, market
linkages, and robust post-loan follow-up and support.

5. Implementing comprehensive financial literacy programmes to address the voluntary
exclusion barrier: Mitigating the voluntary exclusion barrier due to an awareness gap is
as critical as expanding institutional reach. While financial services may be available, a

pervasive knowledge gap often prevents households from participating in the formal

financial system. Hence, financial inclusion efforts must be paired with comprehensive

financial literacy programmes to overcome the prevalent behavioural and knowledge-
related barriers effectively.

6. Counteracting gender bias and the double burden of exclusion for rural women: To

mitigate the observed gap against female-headed households, particularly rural women

and other vulnerable groups, regulations must incentivise financial institutions to

develop gender-sensitive products and utilise innovative lending models that do not rely

solely on traditional collateral. Furthermore, interventions must be explicitly tailored to

ensure that the adoption of digital financial services fosters inclusion and equity, actively

working to close existing urban—rural and gender gaps rather than perpetuating them.
Specific measures may include targeted outreach programmes and strategic
partnerships with women's association groups and community leaders to overcome
gender biases or socio-cultural barriers.

7. Forging multi-stakeholder partnerships and strategic alliances: To maximise the impact

of financial inclusion, the government and financial institutions should adopt a
collaborative ecosystem model. Standalone credit and financial services are often
insufficient, particularly in conflict-affected areas. Instead, deepening alliances with
business development services providers, regional stakeholders, and non-government

organisations is essential to ensure that beneficiaries, particularly women entrepreneurs

in marginalised areas, receive the comprehensive support necessary for the long-term
viability and growth of their enterprises.
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