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ABSTRACT

Determining the role of microfinance institutions in financial inclusion in Addis Ababa was
the study's goal. Apart from utilizing simple random and purposeful sample techniques, the
study employed both explanatory and descriptive research methodologies. The study's
primary data were gathered through questionnaires and interviews. Secondary data was
also gathered from desk reviews of selected microfinance institutions in Addis Ababa, and
both descriptive and inferential statistics were utilized to analyze it. Out of the 384 survey
questionnaires that were obtained from randomly selected microfinance institutions
customers, only 312 were completely filled out, sent back, and utilized in the study. The
Consultative Group to Assist the Poor produced the most extensively used performance
metrics, which were used to evaluate the microfinance institutions' performances. The
study's conclusions showed that the microfinance institutions in Addis Ababa had been in
operation for more than eight years, were categorized as mature, and had a sizable gross
loan portfolio that exceeded 50 million Ethiopian Birr—but a limited number of active
borrowers. The study's regression analysis revealed that group lending, saving
mobilization, and small business lending all had a positive and significant impact on
financial inclusion. The majority of microfinance institutions in Addis Ababa offer group
loans, it would be beneficial for them to keep up this practice in order to attract more clients

and lower operating costs per borrower.

Keywords: Microfinance, Financial Inclusion, Small Business Lending, Saving

Mobilization, Group Lending and Performance
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CHAPTER ONE
INTRODUCTION

This part of the study included the study's history, problem statement, research objectives,

significance, scope, and limitations, as well as its organization.

1.1. Background of the Study

Encouraging access to a variety of suitable financial services, including credit, savings,
payment, and risk management products for both individuals and businesses, particularly
micro and small enterprises (MSEs) and those with low incomes, is known as financial
inclusion, or "inclusive finance” (Chen & Yuan, 2021). As the forerunner and source of
financial inclusion in the 1990s, microfinance concentrated primarily on providing tailored
goods to specific excluded market segments (Cobb et al., 2016). In contrast, financial
inclusion takes into account all individuals who are excluded and offers a wide range of
services. Financial exclusion is a complex issue that affects various segments of the
population in both industrialized and developing nations, as has been more widely
acknowledged and discussed in recent times. In the meantime, financial inclusion has grown
in importance as a global financial development strategy to improve people's financial well-

being, fight poverty, and spur economic expansion (Bruhn & Love, 2014).

Global financial inclusion is increasing as a result of numerous persistent efforts. Over sixty
countries were preparing national strategies to advance the inclusive financial services
framework as of October 2018, with over fifty-five having committed to it (World Bank,
2018). More than 1.2 billion adults globally have opened accounts since 2011, according to
the Global Findex database. In the world, the proportion of adults with bank accounts
increased from 62% in 2014 to 69% in 2017, with developing economies accounting for 54%
of this increase (World Bank, 2017). During this time, several economies have seen the
implementation of successful and beneficial financial inclusion strategies. Some of these
examples include the Grameen Bank in Bangladesh, community banks in the US, agent
banking in Brazil, and agricultural cooperatives in Japan. Still, there are obstacles in the way
of inclusive finance. For instance, the World Bank (2017) estimates that 1.7 billion adults
worldwide do not have a bank account, meaning they do not use a mobile money provider or

a financial institution.



Generally speaking, MFIs are represented as a tool for underprivileged populations' gaps and
financial inclusion. This is due to MFIs' prevalence in rural areas and their typical purpose of
offering low- and middle-class individuals and small companies financial services, mainly
microloans (Taye, 2023). Africa's second-largest country, Ethiopia, has seen significant
growth and has amassed extensive knowledge in inclusive financial systems. More financial
services are now offered to individuals and businesses in Ethiopia, particularly MSEs and
low-income groups, as a result of the country's quick economic growth as well as the reform
and transformation of the financial sector (NBE, 2022). There are 45 MFIs in Ethiopia as of
right now, not counting the four—Singee, Shebelle, Sidama, and Tsedey—that converted
into full-fledged banks. According to NBE (2022), Omo MFI is the fifth MFI to graduate into

a bank.

In the 2021/22 fiscal year, 40 MFIs served 19.5 million account holders and over four million
borrowers who took out outstanding credit totaling 73 billion Birr (a 14% yearly increase),
according to a report submitted by the NBE to the parliament outlining the performance of
MFIs. Portfolios of MFIs that converted to banks are included in this data. According to the
NBE reports out of the 40 MFIS two of MFIS—Rays Microfinance and Wasasa—are using
1,452 agents to serve over 200,000 customers through their mobile banking and agent
banking operations. Across the nation, the MFIs oversee 56.7 billion Birr in savings deposits

through a combined 2,080 branches.

As of June 2022, the MFIs' combined capital amounted to 15.5 billion Birr, or roughly 300
million Birr on average per MFI, and they generated a 1.3 billion Birr annual net profit
(NBE, 2022). Financial inclusion, a vital component of financial reform, made a substantial
contribution to Ethiopia's efforts to reduce poverty and boost the country's regional economy.
Even while financial inclusion has grown quickly in Ethiopia, the idea is still relatively new.
There is still more work to be done before Ethiopia can boast a thriving financial inclusion
market; the penetration and sustainability of financial inclusion need to improve. Therefore,
the goal of the current study was to give academics insights and a thorough understanding of

Ethiopia's role in MFI success and ongoing financial inclusion difficulties.



1.2. Statement of the Problem

There are population groups that the formal financial service systems do not sufficiently
serve in practically every nation, regardless of income level (Mohammed et al., 2020).
According to Mohammed et al. (2020), this is especially true for many developing and
emerging economies where a sizable fraction of the populace is in the low to irregular
income levels. It is understandable that microfinance institutions would play a significant
role in promoting financial inclusion for the poor given the reluctance of many mainstream
financial service organizations to include a seemingly unprofitable segment (low-income
groups and start-ups) into their folds (Park & Mercado, 2021). This is in addition to the
frequently innate tendency of people within low and irregular income brackets to shun formal
financial services (Park & Mercado JR, 2018). The expanding significance of microfinance
institutions in financial inclusion, especially in emerging nations, has drawn a great deal of
scholarly attention (Milana & Ashta, 2020).

It has been shown that financial inclusion is crucial, especially for raising the living
conditions of the impoverished, which make up more than half of the population in sub-
Saharan Africa (Hermes et al., 2018; Chikalipah, 2018). Furthermore, integrating the
underprivileged and unbanked into a loosely structured financial services system such as
microfinance has shown over time to be a successful strategy for providing long-term
financial services; additionally, it ripples through the financial system economy as a whole
by providing a digitally discernible understanding of the financial practices of the
impoverished (Chikalipah & Makina, 2019). Nonetheless, Awaworyi (2018) noted that there
is still evidence to suggest that a sizable portion of people in both underdeveloped and
developing economies lack access to formal financial services, and Ethiopia is not an
exception (Morka & Wamatu, 2020). This is true even though microfinance institutions are

becoming more and more important in closing the financial inclusion gap.

Ethiopia has a massive unmet demand for financial services. But there are now very few
financial services available to the underprivileged. The main providers of financial services
in Ethiopia are government development programmes, commercial banks, MFIs, SACCOs,
and certain semi-formal providers like Iqubs and Idirs. Informal providers of financial

services include moneylenders, dealers, and credit suppliers. As a means of addressing the



impoverished people's lack of access to financial services, MFIs have been instrumental in

offering microcredit services in recent times (Morka & Wamatu, 2020).

As of August 2023, statistics from the Association of Ethiopian Microfinance Institutions
(AEMFI) indicates that there are 45 MFIs in Ethiopia that serve approximately 4.5 million
clients and have a combined capital of nearly 12 billion Ethiopian Birr. MFIs offer a range of
services including as savings collection, individual and group lending, microleasing,
microinsurance, and domestic money transfer (Chomen, 2021). Both in urban and rural
locations, small firms and SMEs have a severe lack of access to financial services. In many
areas, though, the presence of MFI branch institutions is resolving this issue. MFI branches
go as far as the kebele and occasionally the village levels, but they struggle to have enough
cash on hand to meet the credit needs of SMEs and small enterprises. When more loans are
needed, liquidity and loan product problems get worse (Morka & Wamatu, 2020).

Numerous investigations into microfinance organizations have been carried out. The majority
of earlier research has examined how microfinance institutions (MFIs) affect women's
empowerment (Morka & Wamatu, 2020), agricultural productivity (Hasan, 2018), and
children's education (Gebremichael & Chawla, 2016). All of these effects have been
evaluated in relation to poverty alleviation (Chomen, 2021). Even while little research has
been done on the subject, not much has been done to fully understand the role that MFIs play
in financial inclusion in Ethiopia, particularly in Addis Ababa City. In light of this, the
study's goal was to assess how Addis Ababa City's institutional services for microfinance
contribute to financial inclusion. The following research questions deemed deserving of
further study based on the objective of the study.

a) How does group lending MFIs contribute to Addis Ababa City's financial inclusion?

b) What is the role of small business lending on financial inclusion in Addis Ababa

City?
¢) How does Addis Ababa City's financial inclusion relate to saving mobilization?

d) What is Addis Ababa City's MFIs' present state and level of performance?



1.3. Objectives of the Study
1.3.1. General Objective

The study's main goal was to evaluate MFIs' contribution to financial inclusion in Addis
Abeba City.

1.3.2. Specific Objectives
Apart from the overarching goal mentioned above, the research had the following particular
objectives:
a) To evaluate how Addis Ababa City's MFIs group lending contributes to financial
inclusion.
b) To evaluate the role of small business lending on financial inclusion in Addis Ababa
City
c) To look into how Addis Ababa City's financial inclusion is impacted by saving
mobilization.

d) To evaluate MFIs' performance and present state in Addis Ababa City

1.4. Significance of the Study

The importance of this study first and foremost lies in the researcher's pursuit of an MSc in
Accounting and Finance. Additionally, the following recipients would generally find the
study's findings to be relevant in a number of ways: it would help the selected MFIs in Addis
Ababa to better diagnose the role of MFIs in financial inclusion. Moreover it would give
lessons to existing regional MFIs found in all over the country how their role of MFIs (i.e.,
group lending, small business lending; saving mobilization and MFIs performance) relates to

financial inclusion.

Other service rendering organizations apart from microfinance institutions (like banks,

insurances, etc.) can also benefit as this study would provide additional information.

Researchers and other people with an interest in the field would also find it to be a helpful
resource. Therefore, it is envisaged that the study's findings will be mostly useful in this area
(MFIs) and other areas that are similar, and that they will also be able to serve as a

foundation for future research in this field that may be done in other areas.



1.5. Scope of the Study

The paper was conducted on Microfinance institutions operating in Addis Ababa, Ethiopia,
which includes 27 MFIs and only 23 of them taken as a sample because they have a full
financial data report until December 31 of 2022 (NBE, 2023). Conceptually the study
dedicated on the role of MFIs in financial inclusion in Addis Ababa City (i.e. group lending,

small business lending; saving mobilization and MFIs performance) and financial inclusion.

The main source of data for this research was self-administered surveys given to MFI clients
in Addis Ababa, as well as key informant interviews with a subset of MFI managers, chief
executive officers, experts, and development professionals. Beside this to test the
performance of MFIs in Addis Ababa secondary data was compiled from desk reviews.

1.6. Limitations of the Study

There are some restrictions related to the study. The study's findings may have been skewed
because all main data were gathered from MFI clients via questionnaires in a cross-sectional
study as well as through key informant interviews with managers, experts, and development
practitioners at MFIs. Notwithstanding, the limitations of the study provide opportunities for
future investigations and long-term research on the topic. Second, the population sampled in
this study was limited to MFIs located in Addis Ababa; however, it should have included
clients and other stakeholders of MFIs located throughout the nation. As a result, the sample
selection limits the capacity to generalize the findings of the entire population, so that various
viewpoints on the part of MFIs in financial inclusion can be observed. Thirdly, the scope of
this study was restricted to a subset of the MFIs that were identified in Addis Ababa.
Although a vast population is the study's aim, the researcher made an effort to estimate a
representative sample size to increase the study's credibility. Furthermore, the study's
conclusions and suggestions would only apply to the particular MFIs in Addis Ababa that
were included in the analysis.

1.7. Organization of the Study

There were five chapters in the study: The first chapter includes an introduction and covers
the following topics: the study's history, problem description, research aims, importance,
study scope and limitations, and study organization. The second chapter includes a review of

the literature and focuses on an empirical review relevant to this study as well as a theoretical

6



assessment of the function of MFIs and financial inclusion. The methodological section is
covered in Chapter 3, which also covers research design, data type and source, study target
population, sampling design and sample determination, data collection methods, data
analysis techniques, and ethical issues. Data presentation, analysis, and interpretation are
covered in Chapter 4. Lastly, chapter five includes recommendations, conclusions, and a

summary of the findings.



CHAPTER TWO
REVIEW OF LITERATURE

2.1. Introduction
In addition to a thorough examination of the empirical literature pertaining to the primary
focus of the study, this section includes reviews of the theoretical and empirical literature on

the role of microfinance organizations and financial inclusion.

2.2.Theoretical Literature Review

2.2.1. What are Microfinance Institutions?

According to Chikaliphah and Makina (2019), microfinance is the delivery of financial
products and services, primarily lending and savings, to disadvantaged and impoverished
households who have no access to commercial banking institutions. As defined by Milana
and Ashta (2020), it is the offering of financial products and services (usually loan and

deposits) for consumers with low incomes.

Microfinance is the supply of financial services to poor individuals who have very small
businesses or business initiatives. Morka and Wamatu (2020) define microfinance as the
supply of a broad array of financial services to low-income and disadvantaged individuals,
including as savings, loans, payment methods, pension services, transfer of funds, and

insurance services.

The supply of tiny financial products and services, primarily through the use of credit and
savings, to people who work in agriculture, fishing, or herding as well as small-scale
companies or micro enterprises that produce, reuse, maintenance, or trade commodities is
referred to as microfinance, according to Milana and Ashta (2020). Microfinance institutions,
also referred to as MFIs, are relatively small financial organizations who historically offered
microcredit—small loans—to low-income residents in an effort to help them engage in
lucrative ventures (micro enterprises). These institutions (like commercial banks) are
considerably distinct from traditional financial institutions. According to Hermes et al.
(2018), MFIs are characterized by their comparatively modest size; focus on serving

impoverished households, and frequently offer free group loans or little collateral. Because of



this, MFIs are not like other types of financial organizations due to the fact they only work

with low-income customers and often offer loans without collateral.

Robinson (2001) states that MFIs have two primary operating goals that set them apart from
commercial banks. They serve as financial middlemen for low-income households first. The
"institutionist paradigm” refers to this. This implies that MFIs have to bring in enough money
to cover their funding and operational expenses. They also have a social objective. This
approach, referred to as the "welfarists paradigm,” emphasizes reaching a broad audience and
reducing poverty in addition to attaining financial sustainability. Broadly speaking,
microfinance organizations provide insurance, retirement plans, deposits, and lending; some

additionally provide debit cards, transfers of money, and payment methods (Hasan, 2018).

2.2.2. The Development of Microfinance

Millions of impoverished people for whom modest loans could have a significant impact are
inaccessible to the traditional banking system. This is due to a number of factors. The
impoverished are mostly scattered and live in rural areas. If they have any schooling at all, it
is minimal. Because of this, lending to the impoverished population has incredibly high
administrative costs (Shkodra et al., 2021). The fact that the impoverished lack assets to
utilize as collateral adds another challenge to providing standard banking services to these
clients. Because of this, the impoverished could only obtain loans at outrageously high
interest rates from local moneylenders (Lopez & Winkler, 2018).

Microcredit financing operates under the assumption that people who are in need of money
are willing to pay astronomical rates of interest to get it. The strategy usually uses social
confidence as security. Even if there are numerous ways to finance microcredit, the
borrowers in the creative models are usually found in tiny groups (Khan et al., 2020).
Individuals receive loans, but the repayment of those loans is the collective responsibility of
the group. As a result, the borrower will forfeit their social capital if they fail to meet their
repayment obligations (Milana & Ashta, 2020). Microcredit organizations claim that their
payback rates—which can reach up to 97%—are higher than those of commercial lenders.
Millions of underprivileged individuals worldwide are now becoming entrepreneurs thanks to
the micro lending industry (Morka & Wamatu, 2020).



In the evolution of microfinance history, 1974 is a significant year. At that point,
Bangladeshi economist Professor Muhammad Yunus proposed the notion of giving small
loans to the underprivileged. He met a woman and conducted an interview with her while
accompanying his students on a field trip to a destitute town. She was selling stool, which
was made from bamboo, to make ends meet. He deduced from the interview that the
woman's profit margin on each seat was a mere penny. Then, he reasoned that if the woman
were granted a loan with a more favorable interest rate, she would be able to support herself
above the subsistence level; so, he paid for it out of his own pocket. He formally founded the
Grameen Bank, also known as the village bank, in 1983 (Rao & Baza, 2017). He then
reasoned that the woman would be able to sustain herself above the subsistence level if she
were given a loan with a better interest rate, so he paid for it himself. In 1983, he officially

established the Grameen Bank, popularly referred to as the village bank (Rao & Baza, 2017).

Therefore, the impetus for the creation of MFIs has shifted to the financial institutions'
shortcomings in terms of lending to the underprivileged. Microfinance organizations are
expanding these days to offer both technical and financial support to the underprivileged.
Thus, the fact that MFIs are successful suggests a shift in thinking that disproved the

antiquated notion that those living in poverty aren't "creditworthy" (Kaua et al., 2020).

In general, banks and specialized non-governmental organizations (NGOs) were the ones
who first introduced the concept of microfinance. They disproved the myths of the 1970s and
found that rural impoverished people could repay loans on schedule when they used new
lending techniques. One of these novel approaches was offering small, no-collateral loans
with full-cost interest rates that needed to be paid back over time in installments. They
demonstrated that the bulk of the impoverished, those are often excluded from the official
financial framework, might really represent a market niche for innovative, profitable banking
services (Chapagain & Aryal, 2018). Because of this, the field of microfinance has seen a
significant transition from the subsidized initiatives of the past that ultimately benefited a
small number of people to the creation of long-term financial institutions that are focused on
the low-income market. The number of affluent MFIs around the globe today is rising. These
are usually community-based organizations that are expanding their reach to include a

substantial underprivileged population and earning a profit (Chikalipah, 2018).
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A decade or so ago, the microfinance industry experienced a swift transition from the
comparatively small field of small businesses financing to the more expansive definition of
microfinance, which includes a range of financial products and services to the
underprivileged, including savings, insurance, and transfer of funds, in response to the

massive challenge of developing inclusive financial systems (Hermes et al., 2018).

Microfinance's principles and objectives are not novel. There have been small, unofficial
credit and savings associations for millennia in Ghana, Mexico, India, and other parts of the
world. As early as the 15th century, the Catholic Church in Europe founded pawn shops as an

alternative to unscrupulous moneylenders (Gyasi et al., 2019).

During the course of the fifteenth century, these pawn businesses proliferated throughout
European cities. For many years, formal credit and savings institutions catering to the
impoverished have existed, providing financial services to clients that were previously
disregarded by commercial banks. One ancient (and enduring) example is the Irish Loan
Fund system, which dates back to the early 1700s. About 300 funds were involved in this
system across Ireland by the 1840s (Shkodra et al., 2021).

Throughout the 1800s, bigger, more official savings and lending organizations with a focus
on the urban and rural poor started to emerge throughout Europe. The financial cooperative
was founded in Germany. Its objectives were to improve rural residents' well-being and help
them break free from their dependency on moneylenders. First recorded in Quebec in 1900
and France in 1865, the trend gained traction (Robinson, 2001).

The European movement is the source of many cooperatives of finance in Asia, Africa, and
Latin America. Another ancient illustration was the Indonesian People's Credit Banks
(BPRs), which began operations in 1895 and developed into the biggest MFI network in the
nation with more than nine thousand branches (Robinson, 2001).

In the early 1900s, the savings and credit pattern began to appear in rural Latin America and
other regions. These financing rural areas efforts aimed at transforming the agricultural
sector, increase credit-based investment, deploy “idle" funds, and reduce the oppressive
feudal relations sustained by debt. In contrast to banks in Europe, the majority of these new,
low-income banks were held by private firms or government agencies. As time passed, these

organizations became inefficient and occasionally dishonest (Cobb et al., 2016).
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Between the 1950s and the 1970s, donors and governments focused on providing loans for
agriculture to marginalized and underprivileged farmers in an attempt to raise output and
incomes. State-owned development finance institutions, or farmers' cooperatives in certain
cases, offered below-market rates of interest on lending to customers in an effort to expand
the supply of agricultural credit. These government-sponsored programmes hardly ever
worked. Banks for rural development could not make ends meet on subsidized interest rates.
Due to their perception that their loans were gifts from the government, borrowers lacked

discipline in their repayment (Milana & Ashta, 2020).

2.2.3. Services Provided by Microfinance Institutions

Microfinance institutions facilitate responsible financial services that allow small business
owners and entrepreneurs with low incomes to make investments in their future. MFIs enable
people to launch their own enterprises, generate employment, and enhance their quality of
life. In some of the most isolated parts of the globe, they are pioneers in the provision of
loans, savings accounts, and various other financial products and services (Anokye-Wusu &
Owusu-Ansah, 2021). Abel (2020) lists a few typical services offered by microfinance
institutions as follows: (a) Group Loans: Small group loans, in which everyone in the group
insure one another, are intended for extremely economically disadvantaged business owners
operating the smallest operations. (b) Personal Loans for Businesses: Greater loan amounts
along with more accommodating arrangements support business owners in expanding their
enterprises and creating jobs. (c) Loans for Agriculture: With the help of these financing,
customers in the countryside can buy machinery, animals, seedlings, and fertilizer when
required and repay back the debt when harvest time arrives. (d) Insurance: Policies for death,
impairments, and loan assist ease the financial strain of covering significant or unforeseen
costs. (e) Transfers of Funds: Customers may now transfer and receive funds for personal as
well as business purposes in a secure and economical manner, freeing up additional time that
allows them to focus on their expanding enterprises. (f) Credit for Energy: Customers can
upgrade their small enterprises or employ energy-efficient devices and goods at home by
buying or leasing them. Because the systems do not require the use of coal or paraffin, they
also enhance safety as well as health. (g) Savings Accounts: Savings aid customers in

creating a safety net for difficult times. They can also be used as a nest egg for long-term
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objectives like company growth, schooling, medical care, important personal achievements,

and retirement.

2.2.4. Definition of Financial Inclusion

The concept of financial inclusion is gaining traction, notwithstanding the lack of a
consensus on what it means. According to the World Bank (2014), it is defined as "the
percentage of people as well as companies that use financial products”. It includes a broad
spectrum of financial products and services, including pay and savings accounts, loans,

retirement savings, insurance, and securities markets.

The Asian Development Bank described it as "fully prepared accessibility for consumers and
businesses to affordable financial products” (Yoshino & Morgan, 2016). Siddik (2017)
defines financial inclusion as the condition in which individuals and organizations have the
ability to utilize financial goods and services that are useful, reasonably priced, meet their
demands, and are seen to elevate individuals and families—particularly women and the
impoverished. Furthermore, financial inclusion refers to the extent to which individuals and
organizations, in particular small and medium-sized firms (SMEs) and individuals with low
incomes, have the ability to utilize financial services (Thathsarani et al., 2021). Another way
to define financial inclusion is the utilization of formalized financial products and services by
the impoverished (Hess & Klapper, 2021).

According to Joshi (2011), the central bank of India, defined financial inclusion as follows:
Conventional financial participants need to make sure that those who are disadvantaged, like
those with lower earnings and less fortunate individuals, have the ability to obtain relevant
financial goods and services at a reasonable price in an equitable and fair manner. Financial
inclusion is also described as "completely efforts aimed at making legal financial products
and services accessible, readily available, and inexpensive to all sections of the community"

by the African Development Bank, according to Tiriki and Faye (2013).

As per the Alliance for Financial Inclusion (2017), financial inclusion is defined by the Bank
of Tanzania as follows: "routine application of financial products and services, which are
provided by formal suppliers via an array of appropriate options with respect and equality, by
people and companies via financial systems for saving, control finances, make investments in

manufacturing capacity, and absorb crises."
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Allen et al. define it as a "the application of conventional financial institutions” (2012).
According to Ibrahim and Rifat (2020), it is "the access to and utilizing across all of the
financial tools required by all parts of community.” Yoshino and Morgan (2016) defined it as
"the level of accessibility of both individuals and businesses, particularly those with lower
incomes and SMEs to financial services." Ozili (2020) defines "the accessibility and
simplicity of utilization of fundamental financial products and services for every segment of
the society.” Barajas et al. (2020) defined the term as "the level that people have access to

and utilization of financial products”.

The mission and vision declarations of the Ethiopian financial inclusion strategy record make
it apparent that the objective of financial inclusion is to make superior, reasonably priced
financial products and services available to all (NBE, 2017). However, the meaning of

"financial inclusion" is not defined in this document.

Khan et al. (2021) define financial inclusion as the procedure of ensuring that vulnerable
groups have quick, affordable utilization of financial services at an appropriate credit amount
when needed. The use of formal financial services, such as holding a checking or savings
account with an official financial institution, having access to deposits in a formalized
organization, and lately using or resorting to bank credit, is what Dar & Ahmed (2020) define

as financial inclusion.

Hanning and Jansen (2010) define financial inclusion as an approach meant to facilitate
access to financial and banking products and services, such as transfers, payments, insurance
coverage, and savings, for the "unbanked" by drawing them closer to the banking sector.
According to Han & Melecky (2013), maintaining economic security is the primary objective
of financial inclusion, which aims to provide everybody with the opportunity to improve their
standard living conditions and everyday life by fortifying the stability of their finances.

According to the ideas provided previously, financial inclusion is stated as the accessibility,
utilize, and superior of financial goods and services and goods. The vast majority of
descriptions of financial inclusion includes a few component of the public's accessibility to
and utilize of financial services and products. The researcher has used Allen et al. (2012)'s a

description of financial inclusion for this study.
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2.2.5. Importance of Financial Inclusion

The importance of financial inclusion is widely accepted. According to the World Bank
(2014), inclusive financial systems make resources more accessible to people and businesses
so they can take care of their financial needs, which include capitalizing business
opportunities, saving for retirement, investing in education, and mitigating shocks. Financial
inclusion promotes sustainable development and the decrease of poverty and inequality. It
also contributes to the empowerment of the most marginalized communities (UNCTD,
2021). Financial inclusion is essential to ensuring stability in the economy, lowering
household instability, and fostering equitable and sustainable growth (GPFI, 2020). Financial
inclusion has the potential to enhance the lives of the most vulnerable segments of the
society. It improves and sustains rural livelihoods (Alliance for Financial Inclusion, 2022).
Yoshino and Morgan (2016) assert that enhanced income equality, inclusive growth, and
financial and economic development can all be facilitated by financial inclusion. Barajas et
al. (2020) state that financial inclusion can improve household well-being and assist women's
economic empowerment. According to Massa (2013), it is essential for promoting social

cohesion, achieving sustained prosperity, and lowering poverty.

2.2.6. Measuring Financial Inclusion

Measuring financial inclusion is important because it helps policymakers recognize and
comprehend the opportunities and problems that it presents. In accordance to the World Bank
(2014), until recently, the assessment of financial inclusion globally has been centered on
density indicators, including the amount of branches of banks or automated teller machines
(ATMs) for each household. The criticism directed towards these assessments stemmed from
their inability to measure the level of financial inclusion and exclusion from formal financial
institutions that affect women, the impoverished, and other demographic groups. The Bank
has tried to address this issue by developing user-side (demand-side) metrics that evaluate
how individuals in 148 countries globally manage their daily finances and create long-term
objectives. The user-side indicator has over 40 indicators, covering topics such as the

ownership of accounts, transactions, money saved, loans, and managing risks.

A multifaceted notion, financial inclusion includes all efforts inside the financial industry

from the supply and demand sides. They include giving low-income and other vulnerable
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households access to reasonable, suitable, and high-quality finance. Interestingly, they go
after populations that have historically been shut out of the official banking system (Tiriki &
Faye, 2013). The GPFI (G-20) assesses financial inclusion based on three factors:
accessibility to financial products and services, consumption of financial goods or services,
and the caliber of goods and services delivered. Similar to this, the AFI (2013) highlighted
three aspects of financial inclusion: accessibility, utilization, and excellence. Stein et al.
(2011) also mentioned each of the three crucial elements of financial inclusion: goods,

features, and channels.

Financial inclusion was measured by Gupta and Sharma (2021) utilizing bank account
ownership as well as product consumption and access levels. Savings account utilization is
one of the financial inclusion metrics used by Allen et al. (2012) to analyze the principles of
financial inclusion for over 123 countries. They developed three metrics for account
utilization (financial inclusion): 1) Ownership of the account; 2) Use of the account for
savings; and 3) Continuous use of the account (determined as a minimum of three

withdrawals per month).

2.2.7. The Role of Microfinance in Financial Inclusion

2.2.7.1. Group Lending and Financial Inclusion

Group lending is the ability to obtain funds with no security through member choosing, peer
monitoring, self-screening, and co-guaranteeing loans. Small group loans, in which
participants guarantee one another's loans, are intended for extremely low-income business

owners operating the smallest firms (Morka & Wamatu, 2020).

All MFlIs in Ethiopia successfully provide financial products to the underprivileged with
lower transaction costs and no property collateral thanks to their group lending methodology.
MFIs offer small loans in Ethiopia's urban and rural areas, with group lending serving as

their primary lending method (Gashaw & Gebe, 2017).

According to research by Kaua et al. (2020) and Dar and Ahmed (2020), group lending or
borrowing will allow participants to self-screen and, in the event that self-qualification by
group members rather than microfinance institutions is a concern, self-screening will be able

to self-screen.
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2.2.7.2. Small Business Lending and Financial Inclusion
Generally speaking, MFIs are made to offer financial services, especially small-scale loans,
to startups and people who have low to moderate incomes. This has the effect of bringing

underprivileged groups within a nation's financial system (Ledgerwood, 1999).

Any business can obtain funds to invest in their operations with the help of a small business
loan. The money can be utilized for a wide range of things, such as operating capital or
enhancements like re-modelling, hiring more people, acquiring businesses, buying real estate,
and more (Milana & Ashta, 2020).

By offering loans that are hard to obtain through the traditional banking system, microfinance
assists people in launching their own small businesses. Ethiopia has a growing number of
small enterprises, and those who launch them frequently don't know where to begin or what
steps to take (Morka & Wamatu, 2020).

The National Bank of Ethiopia passed an amendment proclamation in 2019 that permits
foreign nationals of Ethiopian descent, foreign nationals who own organizations entirely, and
foreign nationals who own organizations jointly with Ethiopian nationals, to engage in the
microfinance industry. Note that the aforementioned organizations or the foreign national of
Ethiopian descent must purchase the shares in a form of approved foreign money. Stated
differently, he/she/it is unable to purchase the shares in Ethiopian Birr. Moreover, no asset or
interest may be repatriated by him, her, or it (NBE, 2023).

The following are some examples of the loans that MFIs in Ethiopia offer: (NBE, 2023)
loans for small and microfinance enterprises; (b) loans for agriculture; (c) loans for material
leasing; (d) loans for individual situations; (e) loans for entrepreneurs in the construction

industry; and (f) loans with short payback terms.

2.2.7.3. Saving Mobilization and Financial Inclusion

For emergencies, consumption, and liquidity needs, the impoverished can save money in a
secure location. Customers can purchase a range of security-enhancing devices, particularly
in trying circumstances like old age or incapacity. The most common source of finance for
microbusiness expansion and launch is, by far, voluntary savings. With savings deposits,
households can better prepare for unforeseen situations and build up funds for the future
(Morka & Wamatu, 2020).
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The majority of low-income savers do not have accessibility to reputable banks where they
are able to put their money. To allow low-income and impoverished individuals to properly
deposit their money and have the opportunity to earn a return on their savings, MFIs must
offer microsavings (Ledgerwood, 1999). The researcher made a distinction between

compulsory and voluntary savings.

a) Compulsory Savings

Because compulsory savings serve as collateral for the loan obtained, they are better
understood as a component of a loan product than a stand-alone savings product. MFIs'
forced savings schemes have come under fire since several of the accounts they offer have a
number of restrictions associated that they barely resemble accounts for savings (Armendariz
& Morduch, 2010). The Ethiopian MFIs have employed compulsory savings to cultivate a
saving culture. According to the five-year micro and small business development strategy,
young people who are ready to start micro and small businesses must save 20% of the

venture's cost before applying for a loan from an MFI (Morka & Wamatu, 2020).

b) Voluntary Savings

Funds that people or organizations freely contribute or remove are known as voluntary
savings. It is not a prerequisite for utilizing credit services and is provided by the MFIs to
both customers and non-borrowers. Although voluntary savings are not as taxing as

mandatory savings, they are still not ideal (Ledgerwood, 1999).

2.2.7.4. Performance of MFIs and Financial Inclusion

There exist diverse concerns with the assessment of microfinance institutions' performance.
According to Zeller and Meyer (2002), there is a "Critical Microfinance Triangle" that we
should consider in order to assess how well microfinance institutions are performing. The
triangle's corners stand for financial sustainability, welfare impact, and outreach to the

underprivileged.

Assessing Empathy for the Underprivileged

Gumel (2011) enumerates the following factors as measures of outreach: the MFIs' capacity
to offer a wide range of clients superior financial products and services; the proportion of
female involvement; the institutions' overall assets value; the number and size of their

branches; the amount of money of savings on deposit; the magnitude of average funds and
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loans; rather, and the worth of the outstanding loans. On the other hand, Schreiner (2002)
offers six frameworks—breadth, length, scope, cost to users, depth, and user worth—for
measuring the reach of microfinance. In a similar spirit, SEEP (2005) asserts that a range of
factors, such as the total loan portfolio, the total number of current customers, and the
amount of current customers, determine the outreach of microfinance. For this study, the

researcher used this approach to evaluate the effectiveness of MFIs in Addis Ababa.

2.3.Empirical Literature Review

In a very recent study, Abel (2020) examined Burundi's financial inclusion and how
microfinance institutions might effectively replace traditional banks. The scholar made the
observation that a crucial element in assessing the extent of financial inclusion is the
proportion of the unbanked population that is not a part of the financial system. Further data,
as shown by Abel (2020), designates two categories of people who are prohibited from
obtaining financial services. They are: (a) people who are forcibly prevented from obtaining
financial products or services; and (b) people who are capable of obtaining financial
assistance but choose not to.

Examining the causes of both voluntary and involuntary exclusion from financial services
might help one gain a better understanding of the motivations for their exclusion from
financial services. Sarma (2008) noted that the Index of Financial Inclusion reflects a
common analysis of financial inclusion. The three exclusion dimensions—Quality, Usage,
and Access—are taken into consideration by the Index of Financial Inclusion, as explained
by Sarma (2008) and Hanning and Jansen (2010).

The capacity of a financial institution to offer financial services as well as goods related to
technology and regulatory settings is central to access, according to Arya and Seth (2014). It
is adequate to state that studying the difficulties in delivering financial services is a
prerequisite for studying their accessibility. Here, access factors like labor costs relative to
perceived returns and the cost of opening bank branches are among the many linked issues
that should raise concerns. Contrarily, quality refers to the actual superiority that customers
encounter when using the financial service, whereas usage gauges how much a client uses

financial activities.
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Without a doubt, microfinance has established itself as a tool that may help vulnerable
households escape poverty and become fully integrated into the financial system (Nafiez et
al., 2020). In order to shed light on the connection between microfinance and financial
inclusion, Mohan (2006) made the following observations: the financial assistance given by
microfinance institutions to recognized disadvantaged populations increases funding for
effective and efficient resource allocation and intermediation; it also makes support more
competitive from the outset; and, most importantly, it encourages creative destruction
(Hanning & Jansen, 2010). Microfinance is an essential economic-social intervention and
human right because the impoverished have few other options but to constantly turn to
microfinance institutions, and because formalized financial organizations and businesses are

often rapid to reject those with fewer resources (Chapagain & Aryal, 2018).

According to Allen et al. (2012), who examined the basis of financial inclusion using Global
Findex data for 123 countries and over 124,000 people, older, wealthier, legally wed who are
educated, and urbanized people are more likely to have an account. They discovered
comparable outcomes when it came to the likelihood of saving money with a bank account.
Additionally, those who are older, wealthier, better educated, and married are more likely to
use an account frequently. Although women were less likely to have an account, gender did
not seem to have any bearing on the chance of doing so. It's interesting to note that 60% of
adults without formal accounts most frequently cite "Probably not sufficient funds to utilize"

as their rationale.

Tuesta et al. (2015) used information from Global Findex to investigate the variables
affecting financial inclusion in Argentina. They prove that there is no gender difference in
account ownership. Furthermore, possession of financial services or products (which
incorporates account holding) was shown to be more common among individuals with higher

incomes, levels of education, and older age.

Zins and Weill (2016) looked into the variables influencing financial inclusion in Africa
using the World Bank's Global Findex database. Researchers found that being male,
wealthier more educated, and more mature, with more power from income and education, is

more conducive to financial inclusion. Using bank credit, saving money in an account, and
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owning a bank account are examples of financial inclusion metrics. They show that the main

impediment to financial inclusion is the absence of finances.

Using information from the World Bank's survey of families on financial inclusion, Lanie
(2017) identified components that are essential to financial inclusion in the West Africa
Economic and Monetary Union. They found that people are more likely to have an account if
they are older, male, employed, better educated, or wealthy. They also show how equally
probable it is to have an account and utilize it for saving (albeit in this case, there is no
appreciable difference in the use of accounts for saving between men and women). The
likelihood of using an account frequently is similar to the likelihood of using an account to
save, with a few exceptions of the factor “the revenue the quintiles,” whereby there's little

variation in the quantity of account use between groups with different incomes.

Gashaw and Gebe (2017) examined Ethiopia's financial inclusion status using data from the
World Bank's 2016 Ethiopian Socioeconomic Study. They demonstrate how the chance of
possessing an account rises with age, marital status, living in an urban region, Christian faith,
and financial literacy and ability. Additionally, they demonstrate that the chance of utilizing
formal accounts for saving is higher among those with postsecondary education, those
residing in rural regions, and those who favor formal financial institutions. When it comes to
account utilization, data indicates that certain demographics—female, older, single, fearful of
unforeseen costs, low financial capability—have lower odds of using accounts. Nevertheless,
all other characteristics are statistically unimportant, with the exception of being older or
female. Those categorized as female, elderly, Muslim, financial uneducated, or with poor
financial capacities are less likely than those who are not to use the account use to save
indicator. However, financial capacity is the sole significant component. Individuals from
remote regions were more inclined to make use of their accounts for savings than their
counterparts. Furthermore, they show that financial competence and education are the two

most important factors impacting financial inclusion.

Abel et al. (2018) investigated the variables affecting financial inclusion in Zimbabwe using
information from the FinScope Consumer Survey 2014. They show how financial inclusion
increases with age but starts to decline at a particular age. Factors including income,

education, accessibility to the internet, and financial knowledge raise the probability of
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having an account. Having said that, the likelihood of having an account drops with

increasing distance from financial institutions.

Badar et al. (2020) identified the variables affecting financial inclusion in South East Asian
countries, namely Bangladesh, India, and Pakistan. They show that workers who were
regular employees, older, wealthier, male, and more educated had a greater likelihood of

being included financially.

Between 2011 and 2014, Gautier et al. (2020) observed at the elements that affected financial
inclusion in Cameroon. They discovered that those who are male, older, or have greater
incomes have higher rates of financial inclusion. Their research does, however, show that
those with more education had a lower account likelihood, which runs counter to other

conclusions.

Rashdan and Noura (2020) looked into the variables affecting financial inclusion in Egypt
using the World Bank's Global Findex 2017 database. Studies show that there is no
appreciable relationship between gender and the level of financial inclusion. Researchers also
found individuals who are wealthier, older, and more educated are more likely to be involved
in the financial system. Employment has a beneficial effect on account ownership.
Additionally, researchers contend that the main barrier to financial inclusion is the absence of
resources. But there's a bad connection among savings and age. The likelihood that women
will save is also negatively associated. Additionally, those with limited resources are unable

to put away money.

Ndanshau and Njau (2021) investigated the demand side elements of financial inclusion
using information from the Tanzania FinScope survey conducted in 2017. They show how a
middle-aged male living in an urban area, having a formal job, earning more money, and
having more education all help a man become financially included. They also show that the
majority of sample participants stated that their primary explanation for not having a bank
account was a lack of income or an inadequate amount of it. Married and divorced persons

are also more inclined to possess an account than single people.

Workineh (2022) examines the elements that support and obstruct financial inclusion in
Ethiopia using the World Bank's Global Findex dataset from 2017. He showed that being
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male, older, wealthier, and more educated is associated with an increased degree of financial

inclusion, with income and education having a greater influence.

Yangdol and Sarma (2019) analysis looks at the demand-side components of financial
inclusion in China. Researchers find the facts that being a woman, possessing less schooling,
living jobless, as well as being poor have a negative correlation with someone's financial

inclusion.

Ozsuca (2019) investigates Turkey's level of financial inclusion using data at the individual
level. The results of the survey show that older, wealthier, and more educated men are more

likely to have formal savings and accounts.

Altarawneh et al. (2020) have conducted a study on the factors that impact financial inclusion
in Latin America and Europe, namely in Brazil and Romania. They find that both income and

education have an impact on greater financial inclusion.

Mhlanaga and Denhere (2020) investigate the variables affecting financial inclusion in South
Africa using data from the 2018 General Household Survey (GHS). The results show that the
primary determinants of financial inclusion are age, level of schooling overall salary as an
approximation for revenue, ethnicity, sexual orientation, and relationship status. The results
additionally indicate a negative relationship between sexual orientation and financial

inclusion.

2.4.Summary and Research Gap

In summary, the research has examined theoretical and empirical data from many sources.
Several standardized conditions required by mainstream banks and financial institutions
provide an obstacle to financial inclusion in emerging economies such as Ethiopia and other
regions of sub-Saharan Africa. The obstacles include providing financial products that are
limited and fall short of the requirements of the impoverished or disadvantaged populations,
meeting the demands of mainstream financial institutions for complex documentation, and
getting past tangible obstacles like market or territorial unpleasantness that conflict with the
general objectives of conventional financial institutions (Khan et al., 2020). The notion that
the expansion of monetary marketplaces, especially microfinance, has a beneficial impact on
the reduction of impoverishment has been supported by a large number of studies that have

been published in the literature (Samineni & Ramesh, 2020). Anokye-Wusu and Owusu-
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Ansah (2021) demonstrated a favorable correlation between group lending, small company
lending, mobilizing borrower deposits, and financial inclusion in Ghana through the use of a
survey design. Results additionally demonstrated that financial inclusion is significantly
impacted by microfinance services. The investigation concluded that MFIs required
reassessing loan interests, leading innovation consistently, and choosing qualified

spokesmen.

The study's findings generally showed that microfinance raised the quality of life of its
clients and that trustworthiness was essential to the industry's growth and viability. Very few
investigations have examined the connection between microfinance jobs and financial
inclusion in Ethiopia, according to the literature assessment, so the researcher attempted to
explore this relationship in Addis Ababa by incorporating variables such as group lending,

small business lending, saving mobilization, financial performance, and financial inclusion.

2.5. Conceptual Framework

After the literature review has been compiled and summarized, it is commendable to finish it
by organizing it thematically or based on major ideas, based on Creswell (2009). Given the
abundance of research covered in the previous part, the framework of concepts that follows
was developed to provide support for the research. Financial inclusion was the dependent
variable in this study, while group lending, small business lending, and saving mobilization

were the independent factors.

Figure 2.1: Conceptual Framework

Group Lending \

Small Business Lending

Financial
Inclusion

Saving Mobilization

Source: Edited, modified from Giday (2023) and Anokye-Wusu and Owusu-Ansah (2021)

from literature review
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1. Introduction

The methods used in the study are presented in this section. It describes how the research was
done. Information was provided regarding the population as a whole, sample, sampling
strategies, instrumentation, and the information collection techniques and processing strategy

that were employed in the data collection process for the study.

3.2. Research Design

An explanatory and descriptive research approach was employed in the study to investigate
the connection among the variables that were investigated. Descriptive research design was
critically assessed the variables: group lending, small business lending, saving mobilization,
financial performance in MFIs and financial inclusion in Addis Ababa. Explanatory design
was employed to investigate the relationship between group lending, small business lending,
saving mobilization in MFIs and financial inclusion. Additionally, the present investigation
used a combination of quantitative and qualitative research methods. To counteract the
drawbacks of using just one method, quantitative and qualitative data were combined (Frels
& Onwuegbuzie, 2013).

3.3. Type and Source of Data

In order to evaluate the function of MFIs in financial inclusion, the main data for this
investigation was collected among clients of MFIs in Addis Ababa using a survey.
Additionally, interviewing key informants with chosen MFI leaders, specialists, chief
operating officers, and development professionals provided the core data. Self-Administered
Schedules (SAS) were used to gather the primary data. In order to evaluate the current
findings, secondary data was acquired from publications, newspapers, web pages, guides,
organizational documents, and bulletins. These sources also assisted the researcher in
gathering concepts and values relevant to the study's issue. Additionally, the MFI
environment analysis was created through desk assessments of additional data sources, and
financial information for roughly twenty-three MFIs was gathered from the NBE. Additional

data was taken from research publications, papers, and AEMFI publications.

25



3.4. Target Population

All of the MFIs in Addis Ababa, except those whose audited accounting records were not
available from the NBE, made up the study's population. The research investigation is
focused on microfinance organizations that are active in Addis Ababa, Ethiopia; there are
currently 27 MFlIs in the city (NBE, 2023). Only MFIs with accessible secondary data were
taken into consideration for the sample, and this was restricted to the amount of MFIs with
accessible financial information and data indexes. The main factor that led to the MFIs being
selected for the investigation was the accessibility of data. The World Bank Database,
AEMFI, and NBE provided economic information related to the previously mentioned MFIs.
Twenty-seven (27) MFIs are active in Addis Ababa and constitute the intended sample for

the present investigation, as indicated in Table 3.1 below:

Table 3.1: MFIs Operating in Addis Ababa

No Name of Microfinance Institution Date of Establishment
1 | Yegna Microfinance Institution S.C.

2 | Gasha Micro Financing S. Co. 15/05/1998
3 | Vision Fund Microfinance Institution S. Co. 17/06/1998
4 | Africa Village Financial Services S. Co. 17/06/1998
5 | Aggar Micro Finance S.Co. 18/03/2004
6 | One Microfinance Institution Share Company 29/10/2004
7 | Digaf Micro Credit Provider S. Co. 28/07/2005
8 | Tesfa Micro Finance Institution S. Co. 03/01/2008
9 | Lideta Micro Finance Institution S.C. 17/04/2012
10 | Kershi Microfinance Institution S.C. 05/06/2017
11 | Sheger Microfinance Institution S.C. 10/7/2018
12 | Grand Microfinance Institution 24/10/2019
13 | Buusaa Gonofaa Micro Financing S. Co. 24/10/2006
14 | Meklit Micro Finance Institution S. Co. 16/02/2000
15 | ESHET Micro Finance Institution S.Co. 09/04/1997
16 | Metemamen Micro Financing Institution S. Co. 09/04/1997
17 | Harbu Micro Financing Institution S. Co. 09/04/1997
18 | Lefayeda Credit and Saving S.Co. 02/06/2009
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19 | Dynamic Micro Finance S. Co. 12/05/2009
20 | Liyu Microfinance S. Co. 25/11/1997
21 | Nisir Micro Finance Institution S.Co. 07/05/2014
22 | Rays Micro Finance Institution S.Co. 07/07/2014
23 | Peace Microfinance Share Company 18/11/1999
24 | Debo Microfinance Institution S.C. 03/08/2018
25 | Yemsirach Microfinance Institution S.C. 23/07/2018
26 | KAAFI Microfinance Institution S.C. 18/12/2019
27 | Neo Microfinance Institution Supervision S.C.

Source: NBE (2023)

3.5.Selection of Sample Size and Method of Sampling
3.5.1. Methods Sampling

According to Saunders et al. (2009), sampling is the procedure or method of choosing an
appropriate sample in order to ascertain variables or features of the entire population. In this
study, sampling strategies based on probability and non-probability was combined. Purposive
sampling approaches were employed in lieu of non-probability sampling procedures to
choose study participants who possess firsthand knowledge of the subject matter. By doing
this, the investigation established a standard for choosing responders. The choice of the
candidates procedures were predicated on the participants’ academic achievements, prior
business loan application history, and past customer experience with MFIs. Simple random
sample approaches were employed from the probability sampling methodology to make sure
the prejudice is eliminated or reduced as much as feasible and that an accurate estimation can

be achieved.

3.5.2. Sample Size Determination

When the number of participants is large and previous research cannot be used to evaluate
the variance of a projection across all possible samples, the number of samples is calculated
for the favorable case p=0.5 and g=0.5 (Corbetta, 2003). In attempt to determine the samples
size, this research adopted Corbetta's (2003) recommendation for the standard variance, 95%
credibility variety, and 5% sample bias. Therefore, a Cochran (1977) formula is utilized to

determine the sample size for this study, as shown below:
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Where:
n = is the sample size,
Z = degree of confidence (i.e. 1.96)
p = is the likelihood of an affirmative answer (0.5).
g = is the likelihood of a negative answer (0.5).
e =the error term, denoted by —el, is 5%, or at the 95% confidence interval.

The investigation's simple size was calculated utilizing the procedure above as:

(1.96)2 x 0.5 x 0.5

n= (0.05)2 = 384.16 =~ 384

As a result, the sample size consisted of 384 MFI clients in Addis Ababa. Purposive
sampling approaches were employed to choose 10 MFIs' executives, senior supervisors,
specialists, and development professionals for key informant interviews, out of the 23 MFIs
that were identified in Addis Ababa.

3.6.Data Collection Procedures

Questionnaires that are self-administered served as the primary means of gathering
information in this study. The majority of the questionnaire items consisted of statements that
addressed each of the research variables and were created based on a review of relevant
literature. The 384 chosen MFI clients in Addis Ababa received the questionnaires. In order
to obtain the necessary the primary information from the participants, the questionnaires
were made available into Amharic and included closed-ended questions. The reason for using
closed-ended questions is that they make it easier for participants to reply. A Likert scale
with five points was included in the survey in order to assist in making it simpler for
participants to provide feedback. It asked participants to rate how much they agreed with the
five groups that followed: strongly agree (5), Agree (4), Neutral (3), Disagree (2), and
Strongly Disagree (1).

Also key informant interviews were conducted from the 23 MFIs found in Addis Ababa with
the MFIs' executives, senior supervisors, specialists, and development professionals to

identify the barriers to access to finance in Addis Ababa. The study's primary source of
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secondary data for evaluating the financial performance of MFIs was their yearly financial
statements, which included the statement of income, portfolio report, and balance sheet of the
chosen MFIs. Additional secondary data sources included reports provided by different
authority and nongovernmental organizations, including the AEMFI, as well as data from the
NBE and the Mix Market websites.

3.7. Technique for Analyzing Data

At the conclusion for each fieldwork collecting session and prior to preservation, the survey
responses were reviewed for precision and uniformity in order to assess the involvement of
MFlIs in financial inclusion. The study was conducted using IBM SPSS version 23. Prior to
conducting any research, the reliability and validity values of the constructs were assessed in
order to look into their psychometric properties. After methodically analyzing, drawing
conclusions, and making recommendations, the data was totaled. Descriptive and inferential
statistics, such as average, frequency, deviation from the mean, in addition to regression and

relationship findings, were produced for the purpose of displaying and analyzing the data.

3.7.1. Analysis of Descriptive Data

The participant's socioeconomic factors, such as their sexual orientation, age, marital status,
income, schooling, reasons for entering microfinance, and duration of support, were reduced
using descriptive analysis, microfinance institutional services (i.e., group lending, small
business lending, saving mobilization, financial performance) and financial inclusion
dimensions using tabulation, proportion, rate, and measures of central tendency (average and
standard deviation), financial inclusion aspects are summarized. Descriptive statistics were

employed in this study in order to contrast the various variables with one another.

Peer-reviewed categorizations of MFIs, which enable MFIs to comprehend compared
developments and drivers in how they perform (revenue, effectiveness, productivity, and
magnitude and reach out) through comparison to identical organizations, were carried out in
addition to the use of descriptive statistics to assess the performance of MFIs in Addis
Ababa. Additionally, it promotes openness, which is essential for enhancing organizational
efficiency and expanding availability of a variety of sources of funding for expansion. In this
study, the performance of twenty-three MFIs was evaluated according to three factors: age,
size (number of customers), and scale of operation (gross loan portfolio). The AEMFI data
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and the secondary data from NBE were used to determine the saving outreach and trend for
MFIs. Loan spread and portfolio of products: The quantity of current customers (those with
outstanding loans), the size of the loan, the number of clients who save and the amount of
savings, the proportion of loans to clients, and the proportion of female clients are all used to
gauge the outreach of MFIs. Estimating the breadth and depth of MFIs' outreach—that is, the

socioeconomic level of clients they serve—is the main focus of this measurement.

3.7.2. Reliability and Validity Test of Study

The results of the participants' tests of reliability and validity are shown in Table 3.2 below.
The Kaiser Olkin and Cronbach Alpha Tests for validity and reliability were computed using
measures of sample sufficiency. The parameters used to accomplish the goals of the research
informed the conduct of the validity and reliability tests. Every variable was displayed in the
Table 3.2 below: group lending; small business lending; saving mobilization and financial
inclusion possess, respectively, Cronbach Alpha values of 0.884, 0.833, 0.861, and 0.885. All
of these values are higher than 0.70, which is the standard deviation for reliability tests and
According to Nunnally (1978), the amounts of Cronbach's alpha with the lowest threshold of

0.7 were acceptable.

Table 3.2: Reliability and Validity of the Responses

No Variables Reliability Validity Number of
(Cronbach Alpha) (KMO) Test Items

1 | Group Lending 0.884 0.813 5

2 | Small Business Lending 0.833 0.720 4

3 | Saving Mobilization 0.861 0.785 4

4 | Financial Inclusion 0.885 0.873 6

Source: Data from a Survey Results (2023)

A reliability coefficient of 0.70 is deemed adequate by Nunnally (1978). As a result, the
responses given by the participants are internally consistent. Additionally, group lending,
small company lending, saving mobilization, and financial inclusion have validity values
using the Kaiser Olkin Measure (KMO) of 0.813, 0.720, 0.785, and 0.873, respectively as
shown in Table 3.2 above. Given that the KMO value is higher than 0.50, it may be inferred
that each item for each variable evaluated the intended thing. According to Hair et al. (2010),
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it is appropriate if the variables used for every variable assessed what they were supposed to

be measuring as long as the KMO value is higher than 0.50.

3.7.3. Examination of Pearson Correlation

Throughout this investigation, the linkages between the financial performances, saving
mobilization, group lending, small company lending, and other MFI aspects and financial
inclusion were assessed using Pearson's correlation coefficient or measure of associations.
The statistical measure of the relationship within two variables, the coefficient of correlation,
has a value between r = -1.0 and +1.0, respectively, for perfect negative and positive
correlations and positive correlations. For r = 0, no association is shown. The correlation
coefficient describes both the strength and the direction of a connection among two different
variables. The dependent and independent variables have a weak association when "r" gets
closer to 0 on both sides (Hair et al., 2010).

3.7.4. Analyzing Multiple Regression
A multiple regression analysis was performed to evaluate the impact of MFI roles (i.e., group
lending, small business lending, saving mobilization) on financial inclusion. The regression
analysis of the roles of MFIs dimensions with financial inclusion was presented as:
FI = Bo + p1(GL) + B2(SBL) + B3(SM) + €...c..ceevvrrnnnne, (@))

Where:

FI = Financial Inclusion,

Bo = the fixed, denoted as B0, is the quantity of FI whenever every variable that is

independent have a value of 0.

B1, B2, Bzand PB4 = the predictive parameters’ slopes (regression estimates).

GL = Group Lending

SBL = Small Business Lending

SM = Saving Mobilization are the explanatory variables.

€ = represents the entire error of prediction (residual).

3.8. Ethical Considerations
A researcher must follow the principle of voluntary consent, which requires participants to
agree to participate in study voluntarily (Mugenda & Mugenda, 2003). Information such as

the purpose of the scientific study, the identity of the researcher, and any prospective benefits
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should be provided to facilitate informed consent. Mugenda and Mugenda (2003) state that
there are no repercussions for study participants who decide to leave at any time. It is
voluntary to take part in the study. The researcher gave participants an explanation of this
prior to the investigation's launch. The researcher provided expert support to make sure every
responder understood every crucial component of the survey. The survey was conducted with

full voluntary involvement from all respondents; no one was forced to participate.

According to Creswell (2009), plagiarism is when you claim credit for work that was
genuinely completed by someone else while adopting their words or ideas as your own. It
happens whenever you use other people's concepts as if they were yourself. Every piece of

work that was cited by other scholars was acknowledged with the greatest of consideration.
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CHAPTER FOUR
DATA ANALYSIS AND INTERPRETATIONS

The findings of the investigator's inquiry, which was conducted using the methods described
in Chapter 3, are presented in this section. The basic background information of those polled,
a thorough explanation of the five distinct aims, a descriptive statistics analysis, and
correlation and regression analyses using IBM SPSS version 23 are all included. Prior to
doing any research, tests were conducted to ensure the reliability of the data. Specifically,
Cronbach alpha was used to verify the internal consistency of MFIs' overall involvement in
financial inclusion, and Kaiser Olkin Measure (KMO) analysis was used to assess the
validity of the findings. The study's results were also examined in light of the previous

research review.

4.1. Rate of Questionnaire Responses

312 of the 384 questionnaires that were properly answered and turned in for the last

evaluation were given to participants or MFI clients in the current investigation.

Table 4.1: Rate of Questionnaire Responses

Surveys Distributed Replied Percentage of Return Rate
384 312 81.25%

Source: Data from a Survey Results (2023)

Mugenda and Mugenda (2003) state that a response rate of 50% is considered satisfactory,
60% good, and higher than 70% extremely good. This suggests that, based on this claim, the

81.25% rate of response in this instance was excellent, as seen by Table 4.1 above.

4.2. Participants' Socioeconomic Backgrounds
The participant's age, relationship status, degree of schooling, sexual orientation, and
monthly earnings are all included in their socioeconomic history. The frequency and

percentage of Addis Ababa City's MFI customers were displayed below.

The gender makeup of the MFIs customers in Addis Ababa city was 210 (67.3%) male
participants and 102 (32.7%) female respondents, as indicated in Table 4.2 below. This
demonstrated that, relative to the number of female responders in the sample, there were

significantly more men than women. The result is highly illuminating since it runs against to
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the tenet of microfinance philosophy, which is to protect the most disadvantaged members of

community from poverty—of which women undoubtedly make up a sizable portion.

Table 4.2: Participants’ Socioeconomic Backgrounds

No Pointers Classifications Frequency Percent
Male 210 67.3%
1 Gender

Female 102 32.7%
Total 312 100.0%

20-29 years 96 30.8%

) Age 30-39 years 88 28.2%
40-49 years 70 22.4%

Above 50 years 58 18.6%
Total 312 100.0%

Married 86 27.6%

3 | Marital Status Single 108 03.8%
Divorced 38 12.2%

Widowed 20 6.4%
Total 312 100.0%

Certificate and below 127 40.7%

Level of Diploma 117 37.5%

) Education First Degree 57 18.3%

Second degree and above 11 3.5%
Total 312 100.0%

2001-4000 birr 20 6.4%

Monthly Income | 4001-6000 birr 103 33.0%

° (in Birr) 6001-8000 birr 108 34.6%
Above 8000 birr 81 26.0%
Total 312 100.0%

Source: Data from a Survey Results (2023)

In reference to the age of those surveyed, Table 4.2 above indicates that 96 (30.8%) of those
who participated were among the ages of 20 and 29; 88 (28.2%) were within the ages of 30
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and 39; 70 (22.4%) were within the ages of 40 and 49; and only 58 (18.6%) were above the
age of 50. As a result, the age ranges of 20 to 29 years old, 30 to 39 years old, 40 to 49 years
old, and 50 years and above were the biggest customer groups of MFIs in Addis Ababa. This
demonstrated that Addis Ababa's microfinance organizations are more geared towards
helping the younger members of society than the more elderly ones.

As for the participants' relationship status, Table 4.2 above indicates that 168 those surveyed,
or 53.8% of the total, were unmarried. The remainder of the 85 (27.2%), 39 (12.5%), and 20
(6.4%) MFI clients were, respectively, married, separated, and widower. Due to their youth,
this statistic indicates that the bulk of MFI clients in the Addis Ababa City Administration

were single individuals.

As can be seen in Table 4.2 above, the majority of MFI customers in Addis Ababa City, or
127 (40.7%), were only educated up to a certificate level. Following this, 117 (37.5%) of
those surveyed held a diploma, 57 (18.3%) had a first degree, and only 11 (3.5%) had a
graduate degree or above. The findings demonstrate that each participant has the literacy
level necessary to comprehend the questions posed on the survey and, as a result, can offer
trustworthy information regarding the functions of MFIs in financial inclusion. As a result,
MFIs are able to speak with clients and send information about their goods and services with

ease.

According to Table 4.2 above, which displays each participant's monthly earnings, most of
the respondents—108, or 34.6%—earn within 6,001 and 8,000 birr, while 103, or 33.0%—
earn within 4,001 and 6,000 birr. Thirdly, twenty participants (6.4%) earn within 2001 and
4000 birr per month, while 81 of those surveyed (26.0%) earn more than 8,000 birr per
month. As seen in Table 4.2 above, this result showed that the vast majority of the
individuals who were included in the survey have monthly earnings within 6,001 and 8,000

birr.

4.3. Reasons for Joining Microfinance and Years of Patronage

This section encompasses the reasons for joining microfinance and years of patronage.
Frequency and percentage of the reasons for joining microfinance and years of patronage
were presented below in Table 4.3. Quick loans were cited as the primary motivation for

joining microfinance organizations by 96 consumers, or 30.8% of the total, followed by
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69(22.1%) of them said their reason was due to Less paperwork, 40(12.8%) of them
indicated that their reason was because it Come down to their level. Fourthly 37(11.9%) of
the customers indicated that the reasons for joining microfinance institutions were due to No
collateral requirement for credit and 35(11.2%) of them said their reason was because of No
particular reason. The rest 19(6.1%) and 16(5.1%) of the customers indicated that they do not
have response and others reasons respectively. This result suggests that obtaining credit
quickly may be the primary incentive for many individuals to join groupings of microfinance
institutions. This makes perfect sense, especially considering the probably significant

hesitation among numerous major financial institutions to lend money to these kinds of

clients.
Table 4.3: Reasons for Joining Microfinance and Years of Patronage
No Indicators Category Frequency Percent
Quick loans 96 30.8%
Less paperwork 69 22.1%
Reasons for No collateral 37 11.9%
1 joining Come down to my level 40 12.8%
microfinance No particular reason 35 11.2%
Others 16 5.1%
No response 19 6.1%
Total 312 100.0%
0-4 years 72 23.1%
Years of
5-9 years 132 42.3%
2 Patronage
10 years and above 101 32.4%
(Support)
No response 7 2.2%
Total 312 100.0%

Source: Data from a Survey Results (2023)

As indicated in Table 4.3 regarding the Years of Patronage (Support), the majority or
132(42.3%) of the customers showed that they were customers with MFIs between 5 to 9
years, followed by 101(32.4%) of the customers indicated that they were customers with
MFIs 10 years and above, followed by 72(23.1%) of the customers were with MFIs between
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0 and 4 years. Finally only 7(2.2%) of the customers responded with No response. Given that
more than half of the individuals who responded to this survey had been with the MFIs in
Addis Ababa for more than a year, the results indicate that the organization enjoys a notable
degree of client loyalty. This conveys the possibility that the MFIs are taking good care of

their clients.

4.4. Analyzing the Study Variables Descriptively

This section of the investigation depends on a survey that was administered using a Likert
scale with five points to 312 MFI clients. There are four factors in the study: group lending,
small business lending, saving mobilization and financial inclusion in MFIs of Addis Ababa.
Additionally, desk assessments of secondary data and interviews with key informants with
particular MFI executives, executive directors, specialists, and development professionals
were used to assemble information on the achievements of MFIs in Addis Ababa. The
following criterion—which is stated in Table 4.4 below—is applied for an unbiased

assessment of descriptive analysis.

Table 4.4: Likert's Criteria on a Five Point-Scale

No. Average Range Options for Reaction
1 [1.00, 1.80) Strongly Disagree
2 [1.80, 2.60) Disagree
3 [2.60, 3.40) Neutral
4 [3.40, 4.20) Agree
5 [4.20, 5.00] Strongly Agree

Source: Al-Sayaad, et al. (2006)

4.4.1. Group Lending and Financial Inclusion

The answers provided were combined for the first variable, or group lending and the
resulting descriptive statistics were used to calculate the amount of group lending in Addis
Ababa's MFIs. The results are shown in Table 4.5 below. The findings presented in Table 4.5
below show that those surveyed, who were chosen MFI clients in Addis Ababa, felt that the
group loan items as a whole had an average mean value ranging from 3.82 to 3.91 and a
standard deviation that varied within 0.67 and 0.76. This showed that, as stated in Table 4.4

previously mentioned, or since the mean values fall within 3.40 and 4.20, the clients of MFIs
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in Addis Ababa agreement on the general elements of group lending parameters.
Additionally, these things were significantly enhancing the roles of MFIs in financial
inclusion. In addition, the five questions with mean responses more than three and standard
deviations less than one show that the responses from the participants of the highlighted

questions are consistent.

The results shown in Table 4.5 beneath also showed that those surveyed concurred that the
services provided by microfinance aid in making better choices regarding financial resources.
They also saw group lending as a significant way to borrow money without requiring
collateral, as participants in the collective co-guarantee one another for repayment of the
loan. The clients of MFIs in Addis Ababa also concurred that mutually beneficial tracking is
a useful tool for paying back loans and that letting participants choose and self-screen
borrowers rather than the MFIs guarantees that members assume entire accountability for the

repayment of loans.

Table 4.5: Descriptive Statistics of Group Lending and Financial Inclusion

Code Statements on Group Lending Mean SD

GL1 | Making more informed choices while maintaining financial | 3.88 0.71

resources is aided by services provided by microfinance.

GL2 | Isee group lending as an important means of borrowing money | 3.82 0.72
without collateral

GL3 | Participants of the collective make certain that every individual | 3.90 0.76

pays back their loan by co-guaranteed it for one another.

GL4 | Ensuring that group members assume whole accountability for | 3.84 0.67
repaying loans can be achieved by letting them choose and

self-screen applicants rather than the MFls.

GL5 | Peer tracking is an efficient way to ensure that loans are | 3.91 0.70

returned.

Combined Statistics 3.87 0.71

Source: Data from a Survey Results (2023)

Last but not least, the results of the descriptive statistics of the collective lending items

showed that the capacity to lend funds with no a guarantee, co-guarantee loans, member self-
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selection and screening, and peer monitoring of obtained loans were all highly valued by
MFI clients in Addis Ababa as a means of group lending and, by extension, financial

inclusion.

According to those interviewed, MFIs in Addis Ababa engage in group borrowing as well as
lending through co-guaranteed loans, membership self-screening and choosing, and peer
oversight of acquired loans. These practices are critical to group lending and, as a result,
helpful in promoting financial inclusion. In general, the respondents to the interviews
indicated that MFIs offer small financial assistance to people who do not have a connection

with bank services and that group lending is their primary lending approach.

Group lending helps close the discrepancies for the underprivileged and serves as a tool for
promoting financial inclusion, as demonstrated by the respondents to the interviews, which
indicates a direct correlation between collective lending and financial inclusion in MFIs in
Addis Ababa. Group lending enables MFlIs clients or borrowers to get loans with no security
through co-guarantee loans, self-screening and choosing group participants, and peer
oversight of borrowed loans. The results corroborate research by Dar and Ahmed (2020) and
Kaua et al. (2020), which found that insofar as the repayment of loans and default are
concerned, group members' capacity to self-screen and subsequently self-qualify

independently of microfinance organizations is crucial.

4.4.2. Small Business Lending and Financial Inclusion

The findings in Table 4.6 beneath show that the small business lending elements had an
average mean score within 3.76 and 3.93 with an average standard deviation within 0.61 and
0.66, as reported by the clients of MFIs in Addis Ababa. This suggested that the customers of
MFIs in Addis Ababa have agreed (because the mean lies between 3.40 and 4.20 as shown in
Table 4.4 above) on the four small business lending items described in Table 4.6 below were
increasing the roles of MFIs in financial inclusion highly. In addition, all four examinations
with mean responses more than three and standard deviations less than one show that the

consumer's views of the presented issues are consistent.

Table 4.6 below also showed that Addis Ababa's MFI clients concurred that the town's
microfinance sector's financing to small-scale companies is growing and that the MFIs are

worried about the prosperity of local small enterprises. Clients of microfinance institutions
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(MFIs) in Addis Ababa also concurred that MFIs provide speedy lending at greater rates of
interest than conventional financial institutions and are constantly experimenting with their

products and offerings for small companies.

Table 4.6: Descriptive Statistics of Small Business Lending and Financial Inclusion

Code Remarks Regarding Small Business Financing Mean | SD

SBL1 | Funding to small-scale enterprises is growing in the microfinance | 3.88 | 0.66

industry.

SBL2 | These days, MFIs are worried about smaller firms' survival. 393 | 0.64

SBL3 | MFlIs are always coming out with new goods and services to cater | 3.76 | 0.61

to small-scale enterprises.

SBL4 | If you comparing MFIs with conventional banks, MFIs offer faster | 3.85 | 0.66
loans at greater rates of interest.

Combined Statistics 3.86 0.64

Source: Data from a Survey Results (2023)

The outcome of the descriptive statistics of small business lending items indicated that the
customers of MFIs in Addis Ababa revealed that microfinance sector is expanding and MFIs
are concerned about the success of small businesses. Furthermore, the results showed that
although the microfinance institution constantly innovates its goods and services by
providing small businesses with fast loans, they still charge the highest interest rates, which

are significantly higher than those of traditional commercial banks.

The majority of Addis Ababa's population consists of economically disadvantaged people as
well as small enterprises that lack the ability to access formal financial institutions such as
banks. This is where the MFIs in the city come into play, acting as a means of finance for
these people and their small enterprises, thereby resulting in the financial inclusion of the
city's underserved individuals. The MFI chief operating officers, supervisors, specialists, and
development professionals who were interviewed for this project indicated as much. As a
result, Addis Ababa's MFIs are primarily built to offer financial services, specifically
microloans, to small businesses and disadvantaged and middle-class people. This has led to
the financial inclusion of marginalized communities in the city, and the results show that

lending to small businesses positively and significantly impacts financial inclusion. The
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results corroborate the research of Anokye-Wusu and Owusu-Ansah (2021), who found that
the microfinance organization is constantly improving the services and products it offers,

including fast loans to small firms in Ghana.

4.4.3. Saving Mobilization and Financial Inclusion

The findings in Table 4.7 below show that the saving mobilization elements had an average
mean score in 3.80 and 3.89 with a standard deviation that ranged within 0.60 and 0.70, as
reported by the clients of MFIs in Addis Ababa. This demonstrated that the saving
mobilization elements listed in Table 4.7 below, which describes the consumers of MFIs in
Addis Ababa, are in agreement. It is clear that microfinance offerings have a direct influence
on saving mobilization, which in turn affects financial inclusion. In addition, each of the four
inquires with means larger than three and standard deviations smaller than one show that the

responses of participants of the posed questions are consistent.

Table 4.7: Descriptive Statistics of Saving Mobilization and Financial Inclusion

Code Remarks Regarding Saving Mobilization Mean | SD
SM1 | The finances from MFIs are kept for further lending 3.83 | 0.60
SM2 | I can put every day's earnings into an account that | have. 3.89 | 0.65

SM3 | | am readily available opening an account for savings with my MFIs. | 3.80 | 0.70

SM4 | | receive offers on potential investments. 3.88 | 0.70

Combined Statistics 3.85 | 0.66

Source: Data from a Survey Results (2023)

Customers of MFIs in Addis Ababa also concurred, according to Table 4.7 above, that the
funds of the MFIs are kept for subsequent lending and that they've got an account in which
they can make deposits of the sales they make each day. Customers of MFIs in Addis Ababa
also concurred that they are receiving offers on investment opportunities and are eager to set
up an account for savings with their MFIs.

The consumers of MFIs in Addis Ababa demonstrated, according to the results of the
descriptive statistics of the saving mobilization items, that microfinance facilities have an
immediate effect on saving mobilization, which in turn leads to financial inclusion. The
biggest effects are shown in the area of micro deposits and clients' readiness to open savings

accounts if they have become accessible.
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The interviewed respondents indicated that in order to increase their capital the city MFIs are
using saving mobilization strategies such as both Voluntary and Compulsory savings. Funds
that people or organizations freely contribute or remove are known as voluntary savings. It is
offered by the MFIs to both borrowers and non-borrowers and is not a requirement for using
credit services. On the other hand, because mandatory savings serve as security for the loan
obtained, they are better understood as a component of a loan product than a stand-alone

savings product.

The interviewed respondents also indicated that the Ethiopian MFIs have employed
mandatory savings to cultivate a saving culture. prior to applying for a loan from an MFI,
young people who are prepared to launch micro and small businesses are required to save
20% of the project's total cost pursuant to the five-year micro and small company
development plan. Beside this the MFIs in Addis Ababa are using awareness creation
meetings and programs to attract more customers to be part of the MFIs by involving them in
creating account by saving and have an access to credit.

Regarding the association between saving mobilization and financial inclusion in MFIs of
Addis Ababa the interviewed respondents indicated a direct relationship between saving
mobilization and financial inclusion. A large number of low-income depositors do not have
access to reliable institutions in the city where they could deposit their funds. Microfinance
institutions (MFIs) in Addis Ababa facilitate microsavings, allowing those who are poor and
impoverished individuals to properly deposit their money and perhaps receive earnings on
their investments. This, in turn, leads to the mobilization of savings. To put it another way,
the city's MFIs allowed the underprivileged to stash money in a secure location to cover their
needs for emergencies, consumption, and liquidity. Additionally, consumers are spending
their money on a range of goods that offer safety particularly in trying circumstances like
retirement and incapacity. This resulted in inclusion of the poor and the underserved
populations in the city and which in turn have a direct association with financial inclusion.
This result runs counter to research by Goedecke et al. (2018), which found that many
microfinance clients had little to no saving habit. The results also showed that microfinance
organizations are performing well in terms of pitching possibilities for investment and

providing customers with follow-up loans.
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4.4.4. Descriptive Analysis of Financial Inclusion Dimensions

On a scale of 1 to 5, with 1 denoting Strongly Disagree, 2 disagree, 3 neutral, 4 agree, and 5
strongly agree, the respondents were asked to express their degree of agreement with the
statements regarding the characteristics of financial inclusion. The table below, Table 4.8,
contains the descriptive statistics for the combined replies. The responses of MFI clients in
Addis Ababa, as shown in Table 4.8 below, gave the overall dimensions of financial
inclusion categories an average mean score ranging from 3.80 to 3.94 with a standard
deviation (SD) ranging from 0.65 to 0.70. As seen in Table 4.4 above, this suggested that the
clients of MFIs in Addis Ababa were in agreement with the general elements of the financial
inclusion aspects. In addition, the six questions with mean responses more than three and
standard deviations smaller than one show that participant' opinions of the presented issues
are consistent. The results in Table 4.8 below also showed that MFI clients in Addis Ababa
concurred that MFIs are enhancing their financial ability, growing points of entry, and

developing effective approaches to eradicate people and companies' financial drawbacks.

Table 4.8: Descriptive Statistics of Financial Inclusion Dimensions

Code Statements on Financial Inclusion Mean | SD

FI1 | To facilitate the utilization of accounts for transactions, MFls are | 3.94 | 0.70

establishing the necessary rules and regulations.

FI2 | MFlIs are expanding access points 392 | 0.66

FI3 | MFIs are improving financial capability 3.80 | 0.69

FI4 | MFIs are developing effective strategies to eliminate financial | 3.82 | 0.70

shortcomings of individuals and businesses effectively.

FI5 | MFIs are concentrating on addressing underprivileged groups, like | 3.89 | 0.65

women and entrepreneurs in rural as well as urban regions.

FI6 | MFIs are promoting the utilization of financial products and | 3.86 | 0.70

services to shift from financing provision to account usage.

Combined Statistics 3.87 | 0.67

Source: Data from a Survey Results (2023)

The results in Table 4.8 above also showed MFIs are establishing a regulatory environment

to facilitate access to transaction accounts. Customers of microfinance institutions (MFIs) in
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Addis Ababa also concurred that MFIs prioritize outreach to underprivileged groups,
including women and urban as well as rural manufacturers, and they also promote the use of

financial products and services to transition from financing accessibility to account usage.

Lastly, the results of the statistical descriptions for the financial inclusion items showed that
the clients of MFIs in Addis Ababa concurred that the reason for the rise in financial
inclusion is that these institutions are establishing the necessary regulatory framework to
facilitate the availability of transaction accounts through the expansion of supply points,
enhancement of financial abilities, and creation of practical plans to successfully tackle the
financial weaknesses of individuals as well as companies. The survey also showed that MFIs
are pushing the use of financial services to transition from access to financing to account use,
and they are concentrating on reaching underprivileged groups, such as women and urban or
rural producers. The combined statistical outcome with (average=3.87 and SD=0.67) as

displayed in Table 4.8 above corroborated this outcome.

According to the respondents to the interviews, MFIs play a role in giving the impoverished
access to credit through group lending, borrowing without a guarantee, loan co-guarantees,
group self-screening, and peer tracking of received loans. The interviewed respondents also
indicated that MFIs play a great role in small business lending and in saving mobilization
among those who are not serviced by the formal banks. Moreover, MFIs play a role in
poverty alleviation and support economic development among poor, profit generation and
financial investment and government policy instruments and humanitarian tool. The
respondents to the interviews indicated that the main obstacles preventing the impoverished
from obtaining credit services are the stringent and expensive collateral requirements, which
they cannot afford, the high cost of small-loan transactions, the exclusion of these individuals
from official financial institutions, and the laborious and drawn-out loan application
processes. Due to these barriers, the impoverished find it difficult to obtain credit from the
larger conventional organizations; therefore, MFIs and SACCOs are the main choice for
meeting the financial service requirements of MSE operators in the city. Financial systems
must employ creative methods for efficient targeting and credit distribution procedures in
order to provide financial products and services to the impoverished and maintain the

profitable usage of loans.
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4.4.5. The Current Status of MFIs and their Performance

The subsections that follow provide a summary of the main conclusions drawn from the
interviews with key informants and secondary sources. Out of the 27 MFIs found in Addis
Ababa only 23 of them taken as a sample because of incomplete financial data obtained for
analysis and the rest 4 of them that are not included in this study. They include peer group
classification, saving mobilization or performance and interview results on MFIs roles,

barriers to access to finance and others.

4.45.1. Categorization of Peer Groups

By contrasting to other comparable organizations, peer group categorization help MFIs
comprehend the comparative patterns and factors in their own financial performance
(profitability, efficiency and productivity, as well as scale and outreach). Additionally, it
promotes openness, which is essential for enhancing the performance of institutions and
expanding availability of a variety of sources of funding for expansion. In this study, the
performance of twenty-three MFIs was evaluated according to three factors: age, size (the

amount of members), and scope of their operations (gross loan portfolio).

Table 4.9: MFIs Operating in Addis Ababa

No Name of Microfinance Institution Date of Establishment
1 | Gasha Micro Financing S. Co. 15/05/1998
2 | Vision Fund Microfinance Institution S. Co. 17/06/1998
3 | Africa Village Financial Services S. Co. (AVFs) 17/06/1998
4 | Aggar Micro Finance S.Co. 18/03/2004
5 | Digaf Micro Credit Provider S. Co. 28/07/2005
6 | Tesfa Micro Finance Institution S. Co. 03/01/2008
7 | Lideta Micro Finance Institution S.C. 17/04/2012
8 | Kershi Microfinance Institution S.C. 05/06/2017
9 | Sheger Microfinance Institution S.C. 10/7/2018
10 | Grand Microfinance Institution 24/10/2019
11 | Bussa Gonofa Micro Financing S. Co. 24/10/2006
12 | Meklit Micro Finance Institution S. Co. 16/02/2000
13 | ESHET Micro Finance Institution S.Co. 09/04/1997

45



14 | Metemamen Micro Financing Institution S. Co. 09/04/1997
15 | Harbu Micro Financing Institution S. Co. 09/04/1997
16 | Lefayeda Credit and Saving S.Co. 02/06/2009
17 | Dynamic Micro Finance S. Co. 12/05/2009
18 | Nisir Micro Finance Institution S.Co. 07/05/2014
19 | Peace Microfinance Share Company 18/11/1999
20 | Debo Microfinance Institution S.C. 03/08/2018
21 | Yemsirach Microfinance Institution S.C. 23/07/2018
22 | KAAFI Microfinance Institution S.C. 18/12/2019
23 | Specialized Financial and Promotional Institution S.Co. 25/11/1997

Source: NBE (2023)

a) The Establishment Year

Taking into account the secondary data from Table 4.9 above, the 23 MFIs are categorized
into three distinct categories (new, young, and mature) according to the stage of development
of their microfinance activities. The gap among the year an MFI began activities and the year
it filed its most recent audited financial report is represented by the institution's age, which is

shown in Table 4.10 hereunder.

Table 4.10: Classification of MFIs by Age

Classification Meaning MPFIs Falling within this Classification
New Not older than 5 years | Sheger, Grand, Debo, Yemsirach and KAAFI
Young 5to 8 years Nisir and Kershi

Mature More than 8 years Gasha, Vision Fund, Aggar, Digaf, Tesfa, Lideta,

Bussa Gonofa, Meklit, Eshet, Metemamen Harbu,

Lefayeda, Dynamic, Peace and *SFPI

Note: * Specialized Financial and Promotional Institute.
Source: Researcher’s Computation from Reports of NBE and AEMFI (2023)

As shown in Table 4.10 above from the total of 23 MFIs operating in Addis Ababa only five
have experience less than or equal to five years and considered new, two MFIs have
operating experience five to eight years and considered young and the rest 16 MFIs have

operating experience more than eight years. The outcome showed that most of the MFIs
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operating in Addis Ababa had operating experience more than eight years or simply they are

classified as mature MFls.

b) Size (Amount of Customers or Borrowers)

The overall amount of customers serviced by MFIs is used to gauge reach. Three categories

exist for MFls: small, medium, and large. Table 4.12 provides a definition for these.
Table 4.11: Customers Performance at MFIs (Credit Outreach)

irnane | Mot T miing
1 | Aggar 20,185 6,686 431,212,416
2 | AVFs 16,261 9,507 25,896,713
3 | Bussa Gonofa 96,032 64,962 228,300,297
4 | Digaf 1,316 728 1,811,182
5 | Eshet 21,825 8,372 75,840,115
6 | Gasha 7,854 1,155 25,071,641
7 | Harbu 41,695 18,119 150,663,106
8 | Grand 2,319 915 9,207,753
9 | Meklit 10,107 4,449 139,528,425
10 | Metemamen 29,003 17,572 216,962,472
11 | PEACE 26,937 18,140 190,811,863
12 | SFPI 36,075 19,665 304,371,074
13 | Kershi 5,151 1,968 41,565,156
14 | Vision Fund 197,418 98,318 1,187,280,972
15 | KAAFI 13,253 6,809 135,148,238
16 | Lefayeda 1,496 635 1,696,719
17 | Dynamic 1,215 774 1,347,454
18 | Sheger 17,632 2,593 63,622,405
19 | Tesfa 1,381 566 1,576,641
20 | Lideta 4,353 3,216 12,759,201
21 | Nisir 1,020 332 69,778,216
22 | Yemsirach 2,578 1,461 13,385,898
23 | Debo 1,330 651 2,130,194

Total 556,436 287,594 3,329,968,151

Source: AEMFI (2023)
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Pursuant to the AEMFI, as indicated in Table 4.11 above, the 23 MFIs in Addis Ababa
provided credit to 556,436 customers in 2023. One of the biggest MFls, Vision Fund, is
responsible for 35% of the total customers. Together, Vision Fund and Bussa Gonofa, the

two biggest MFlIs, represented 53% of the total number of customers.

The MFIs in Addis Ababa that fall into the small category are those that have fewer than
15,000 borrowers who are active overall; those that fall into the medium category are those
that have within 15,001 and 50,000 current customers overall; and the final group is the large

group, which includes MFIs that have more than 50,000 present borrowers overall.

Table 4.11 above and Table 4.12 below present the secondary data that were used in the
study to define the peer categories of MFIs according to the amount of borrowers. One third
of Addis Ababa's MFIs are classified as small, subsequent to eight classified as medium, and
two classified as large. Of all the MFIs in the city, roughly thirteen come into the small
category. This finding suggested that most of the MFIs in Addis Ababa had a low number of

engaged borrowers.

Table 4.12: Classification of MFIs by Size (Number of Borrowers)

Classification Meaning MFIs Falling within this Classification
Small MFIs that have 15,000 or | Digaf, Gasha, Grand, Meklit, Kershi,
fewer borrowers who are | KAAFI, Lefayeda, Dynamic, Tesfa, Lideta,
active Nisir, Yemsirach and Debo
Medium 15,001-50,000 current | Aggar, AVFs, Eshet, Harbu, Metemamen,

borrowers are served by MFIs. | PEACE, SFPI and Sheger

Large MFIs having over 50,000 | Bussa Gonofa and Vision Fund/Wisdom

current borrowers

Source: Researcher’s Computation from Reports of NBE and AEMFI (2023)

¢) Scale (Loan Portfolio)

The scope of an MFI's loan portfolio serves as a proxy for institutional scale or gross loan
portfolio in this study. As indicated in Table 4.13 below, the total amount or scope of MFIs'
portfolios of loans is divided into three categories. The definition of a specific key financial
account utilized by MFIs' gross loan portfolio, as per the CGAP (2003), is all outstanding

loans from MFIs, comprising existing rescheduled and overdue loans, but does not include
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written off loans. The items indicated in Table 4.11 above are not included in interest
receivable. According to this definition, the researcher assessed the size of MFIs in Addis
Ababa depending on the amount of loans they made. She discovered that, when MFIs were
categorized by their peers according to their operational magnitude, they were divided into
three categories depending on the gross loan portfolio, including There are two types of MFI
classifications in Addis Ababa: small, which includes MFIs with a gross loan portfolio of less
than ETB 10 million; approximately 6 MFIs fall into this group; and medium-sized, which
includes MFIs with a gross loan portfolio that ranges from ETB 10 and 50 million;
approximately 5 MFIs fall into this group. And Twelve MFIs are classified as Large under
the most recent categorization system, which relies on gross loan portfolios of more than
ETB 50 million. According to this conclusion, most MFIs in Addis Ababa have significant

gross loan portfolios, or at the very least, gross loan portfolios totaling more than ETB 50

million.

Table 4.13: Classification of MFIs by Scale (Loan Portfolio)

Classification Meaning MFIs Falling within this Classification

Small MFIs with gross loan portfolios up | Digaf, Grand, Lefayeda, Dynamic, Tesfa
to but not including ETB10 million | and Debo

Medium MFIs having a gross loan portfolio | AVFS, Gasha, Kershi, Lideta and
ranging from ETB 50 to 10 million | Yemsirach

Large MFIs that have more over ETB 50 | Aggar, Bussa Gonofa, Eshet, Harbu,
million in gross loan portfolio Meklit, Metemamen, PEACE, SFPI,

Vision Fund, KAAFI, Sheger and Nisir

Source: Researcher’s Computation from Reports of NBE and AEMFI (2023)

4.4.5.2. Saving Mobilization or Performance

For emergencies, utilization, and financial needs, the impoverished can save money in a
secure location. Customers can purchase a range of security-enhancing devices, particularly
in trying circumstances like retirement or incapacity. The MFIs in Addis Ababa employed
both mandatory and voluntary savings, as shown in Table 4.14 below. The result indicated as
of December 2022 the MFIs in Addis Ababa accumulated 1.5 billion birr in saving

mobilization out of this more than 968 million birr in voluntary savings and more than 559
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million birr in compulsory savings. This result indicated that the MFIs in Addis Ababa used

more of voluntary savings rather than compulsory savings to mobilize saving in the city and

that can result less burdensome to the customer, but are still not optimal.
Table 4.14: Saving Performance of MFIs in Addis Ababa

No. Name Volur-ltary Compl-JIsory Total Saving
Saving Saving
1 Aggar 99,401,707 50,515,425 149,917,132
2 AVFs 1,273,736 9,283,145 10,556,881
3 Bussa Gonofa 5,271,440 36,404,783 41,676,223
4 Digaf 1,471,630 802,145 2,273,775
5 Eshet 21,744,713 12,787,954 34,532,667
6 Gasha 10,271,790 7,506,034 17,777,824
7 Harbu 30,342,222 26,522,498 56,864,720
8 Grand 1,029,733 1,716,490 2,746,223
9 Meklit 20,969,467 31,445,171 52,414,638
10 | Metemamen 78,100,166 32,703,971 110,804,137
11 | PEACE 23,045,149 60,173,016 83,218,165
12 | SFPI 80,204,525 61,427,857 141,632,382
13 | Kershi 7,248,263 4,864,070 12,112,333
14 | Vision Fund 353,147,418 178,919,467 532,066,884
15 | KAAFI 61,581,803 12,060,092 73,641,895
16 | Lefayeda 2,094,957 245,872 2,340,829
17 | Dynamic 1,815,249 1,200,753 3,016,002
18 | Sheger 15,882,464 16,664,620 32,547,084
19 | Tesfa 1,120,485 873,021 1,993,506
20 | Lideta 4,241,747 2,890,017 7,131,764
21 | Nisir 142,884,361 5,552,432 148,436,793
22 | Yemsirach 4,365,947 4,076,494 8,442,441
23 | Debo 1,134,188 798,500 1,932,688
Total 968,643,158 559,433,825 | 1,528,076,983

Source: AEMFI (2023)
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As shown in Table 4.14 above the contribution of Vision Fund in terms of domestic savings

mobilization was 35% in Addis Ababa. Loan outreach has increased since 2017.

According to the respondents to the interviews, MFIs are usually viewed as a tool for
bridging existing divides for the disadvantaged and promoting financial inclusion. This is
why MFIs are typically created to offer small enterprises and low- and middle-class persons
financial services, especially microloans. There are at present 27 MFIs in Addis Ababa. 23
MFIs service 556,436 customers with accounts and over half a million borrowers who have
taken out outstanding loans totaling 3.3 billion Birr (a 14% yearly increase), based on a

report provided by the NBE on the performance of MFIs in the fiscal year 2022—-2023.

In addition, the people surveyed said that the city's microfinance industry is doing well thus
far. Nevertheless, the demand for credit cannot be met by the MFIs' current capacity due to
the overwhelming need for financial services. The MFIs operating in Addis Ababa are unable

to meet the need for consumption loans and the demand from SMEs.

4.5. Findings from Inferential Statistics

The findings of statistical inference were shown in this subsection. The analyses of
regression and Pearson's Product Moment Correlation Coefficient were carried out with the
goal to meet the goals of the investigation. Recommendations and conclusions regarding the
objectives and inquiries of the research were established with the use of these statistical

approaches.

4.5.1. Pearson Correlation Analysis

To quantify the connection between independent and dependent variables, correlation
analysis is employed. The matrix of correlations of the constructs, which provides
preliminary proof of an association among parameters, is generated in the next subsection.
The simplest and most common technique for summarizing the magnitude and trend of an

association among two variables is the Pearson coefficient of correlation.

The correlation coefficients ought to regularly fall between -1 and +1. The dependent
variable (financial inclusion) and the independent variables' dimensions (group lending,
small business lending, and saving mobilization) have a perfect negative association when

the value is -1. A correlation coefficient of 0 denotes no association at all among the
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independent and dependent variables, whereas a Pearson correlation value of +1 denotes an
ideal positive association among the independent and dependent variables. A general
guideline about the degree of association among the coefficients is shown in Table 4.15

below.

Table 4.15: A General Guideline about the Degree of Association

Range of Correlation Coefficient Correlation Coefficient
Description of Strength
+0.81 to £1.00 Very Strong
+0.61 to £0.80 Strong
1+0.41 to £0.60 Moderate
+0.21 to £0.40 Weak
+0.00 to +0.20 None

Source: Bhattacherjee (2012)

Group Lending (GL) and Financial Inclusion (FI) have the strongest association (r = 0.809),
which is significant at the 0.01 level (P<0.01), as Table 4.16 below makes evident.
Bhattacherjee (2012) reports that there is a very substantial and positive association among
Financial Inclusion (FI) and Group Lending (GL) in Table 4.16. Table 4.16 shows that there
is a substantial and positive association (r = 0.808) among Saving Mobilization (SM) and
Financial Inclusion (FI), which is significant at the 0.01 level (P<0.01). Lastly, Small
Business Lending (SBL) and Financial Inclusion (FI) have the third-highest association (r =
0.802), and it is significant at the 0.01 level (P<0.01). Bhattacherjee (2012) asserts that there
is a substantial and favorable relationship among them. This suggests that Group Lending
(GL), Saving Mobilization (SM), and Small Business Lending (SBL) were shown to have a
significant and beneficial link with Financial Inclusion (FI) in the research area at a 1 %
significance level. This finding aligns with the findings of Chen and Yuan (2021) as well as
Dar and Ahmed (2020), who found a clear correlation among Financial Inclusion (FI), Small
Business Lending (SBL), Saving Mobilization (SM), and Group Lending (GL).

52



Table 4.16: Correlation Coefficient Matrix

Correlations

FI GL SBL SM
FI 1
GL 809" 1
SBL 802" 662" 1
SM .808™ 675" 7337 1

**At the 2-tailed 0.01 significance level, the correlation is significant.

FI = Financial Inclusion, GL = Group Lending, SBL = Small Business Lending, SM =
Saving Mobilization

Source: Data from a Survey Results (2023)

4.5.2. Multiple Linear Regression Analysis

The forecasting capacity of the parameters under inquiry was evaluated in this study using
multiple linear regression analysis to determine the impact of the association among the
independent variables dimensions (i.e., group lending, small business lending and saving
mobilization) on the dependent variable, which is financial inclusion in MFIs of Addis Ababa
SPSS version 23 was used to compute the multiple regression measurements. Multiple
regression analysis forecasts or explains variance in a dependent variable by utilizing
independent and dependent variables. The value of the coefficient of determination,
commonly referred to as R square (Hair et al., 2010), measures the extent of the influence on
the dependent variable; the larger the value of the coefficient, the greater the impact of the
independent variable on the dependent variable. The investigator may contrast the relative
importance of every variable that is independent by using the beta scores for each of them.
The unstandardized and standardized coefficients for a variety of regression equations are
presented in this research, and the observations are predicated on the unstandardized

coefficients for every variable.

4.5.2.1. Multivariate Regression Presumptions

Each of the following presumptions were verified before the model of regression was run:
The Number of Observations and Its Autonomy

The minimal quantity of samples for multiple regression was determined to be 50 + 8 * 3 =
50 + 24 = 74 using a method by Tabachanick and Fidell (2007) of N > 50 + 8 * m (where m
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= the amount of independent variables) and with m = 3 since there were 3 independent
variables employed. Regression analysis was accordingly judged appropriate for testing the
investigation's questions and objectives because 312 participants were included in the study.
In order to obtain adequate variances, the investigator ensured that the surveys would be
completed by multiple those surveyed, so ensuring a separate set of observations.

Test of Normalcy

By analysing the data's skewness and kurtosis, the distribution's level of normalcy was
evaluated (Kothari, 2008). According to Kothari (2008), a severe skew-index value of 3.0 or
more indicates a very skewed variable, while a severe kurtosis index of 8.0 or higher
indicates an excessive kurtosis. According to Hair et al. (2010), the smallest amount that the
premise of normalcy is violated is when an index is less than an absolute value of 2.0 for
skewness and an absolute value of 7.0 for kurtosis. As demonstrated in Table 4.17 below, the
outcomes of the test of normality for the dependent and independent variables showed
skewness and kurtosis in the range of -1 and +1. This suggests that the normalcy requirement

was met. It was determined that the data may be used for inferential analysis as a result.

Table 4.17: The Research Parameters' Test of Normality

) N Skewness Kurtosis
Variables
Statistic | Statistic | Std. Error | Statistic | Std. Error
Group Lending 312 -0.032 138 -0.945 275
Small Business Lending 312 -0.262 138 0.052 275
Saving Mobilization 312 0.124 138 -0.523 275
Financial Inclusion 312 0.044 138 -0.582 275

Source: Data from a Survey Results (2023)

Test of Linearity

Utilizing the Pearson's correlation coefficient, the investigation examined whether there was
a linear association among the independent and dependent variables. The findings are shown
in Table 4.18 below.

54



Table 4.18: Outcomes of the Linearity Assessment

Test Outcomes | In Summary
Pearson Correlation .809™
) i i Linear
Group Lending Sig. (2-tailed) .000 ) )
Relationship
N 312
Pearson Correlation 802" _
) ) _ _ Linear
Small Business Lending Sig. (2-tailed) .000 ) )
Relationship
N 312
Pearson Correlation .808™ _
: I . . Linear
Saving Mobilization Sig. (2-tailed) .000 ) )
Relationship
N 312

Source: Data from a Survey Results (2023)

Multicollinearity

In accordance with the Variance Inflation Factor (VIF) and its inverse tolerances, testing was
carried out to determine regardless of multicollinearity could pose a significant barrier to the
study. The tests' outcomes are shown in Table 4.19 down below. The VIF for each of the
predictor elements was less than 10. Since the explanatory factors lacked strong correlation,
there was no reason for concern. Regression analysis could be used to test the predictions

using this set of data.

Table 4.19: Outcomes of the Multicollinearity Measures

Variables Tolerance VIF Remark
Group Lending 0.484 2.066 | Absence of multicollinearity
Small Business Lending 0.412 2.430 | Absence of multicollinearity
Saving Mobilization 0.399 2.504 | Absence of multicollinearity

Source: Data from a Survey Results (2023)

Three predictors of multiple linear regression models were put forth in an effort to determine
the most effective collection of predictors of Financial Inclusion (FI). Group Lending (X1),
Small Business Lending (X2) and Saving Mobilization (Xs), were the three predictor
variables. The following formula represented the suggested multiple linear regression

framework:
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Y(FI) = Bo+ Ba(X1) + B2(X2) + Bs(X3) +¢

The R-squared and Adjusted R-squared statistics of the model were 0.821 or (82.1%) and
0.819 or (81.9%), accordingly, as can be seen in the regression model description of Table
4.20 below.

Table 4.20: Overview of the Regression Analysis Framework

Model Summary®

) Std. Error of the
Model R R Square | Adjusted R Square )
Estimate
1 .906° 821 819 1.38541

a. Predictors: (Constant), Saving Mobilization, Group Lending, Small Business Lending

b. Dependent Variable: Financial Inclusion

Source: Data from a Survey Results (2023)

Group lending, small business lending, and saving mobilization were among the independent
variables with an 82.1% predictive effect on alterations to the dependent variable (financial
inclusion). The study's independent variables accounted for 81.9% of the variation in the
dependent variable (FI), according to the Adjusted R-squared result. Therefore, the
remainders of 18.1% of the alterations in the dependent variable (FI) were caused by other

causes outside the purview of the aforementioned model or research.

The F-statistics and probability (F-statistics) for the regression are displayed in Table 4.21
below, which is the ANOVA outcome. The null hypothesis of the F-statistic, according to
which the Adjusted R-squared is equal to zero, failed at the 1% level of relevance.
Substantial statistical importance is shown by the F-value of 0.000, which improved the
model's validity and dependability. This indicates that there is a direct correlation among
each of the three predictor elements (group lending, small business lending, and saving
mobilization) and financial inclusion (FI), as the slope of the computed linear regression
model line is larger than zero. This suggests that Financial Inclusion (FI) is significantly

predicted by each of the three explanatory factors.
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Table 4.21: The ANOVA Outcomes

ANOVA?
Model sum of df Mean F Sig.
Squares Square
1 Regression 2706.218 3 902.073 469.983 .000°
Residual 591.166 308 1.919
Total 3297.385 311
a. Dependent Variable: Financial Inclusion
b. Predictors: (Constant), Saving Mobilization, Group Lending, Small Business Lending

Source: Data from a Survey Results (2023)

The results of the widely used multiple regression method (see Table 4.22 below) showed
that Financial Inclusion (FI) could be explained by all three independent or predictor
elements. Alternatively, every independent variable had a significant impact on the variance
in the dependent variable Financial Inclusion (FI). The regression coefficients in Table 4.22
below were considered substantial at the 95% level, yielding an alpha value of 5%. As a
consequence, the unstandardized beta coefficients for Group Lending, Small Business
Lending and Saving Mobilization were 0.427, 0.483, and 0.465 accordingly from the
regression result. According to Table 4.22 below, the predicted model looked like this:
Y(FI) =0.343 + 0.427X1 + 0.483X: + 0.465X3

Table 4.22: Examining the Regression Model's Parameter Evaluation

Coefficients?
Unstandardized | Standardized Collinearity
Model Coefficients Coefficients T Sig. Statistics
B Std. Error Beta Tolerance | VIF
1 | (Constant) | .343 620 553 581
GL 427 .038 387 11.167 .000 484 2.066
SBL 483 .058 312 8.287 .000 412 2.430
SM 465 .056 319 8.348 .000 399 2.504
a. Dependent Variable: Financial Inclusion
FI = Financial Inclusion, GL = Group Lending, SBL = Small Business Lending, SM = Saving
Mobilization

Source: Data from a Survey Results (2023)
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According to Table 4.22's unstandardized beta coefficients of the regression model, Small
Business Lending has the most, statistically significant, beneficial effects on Financial
Inclusion (B2 = 0.483, t = 8.287, p < 0.05). This indicates that Financial Inclusion will rise by
0.483 for every unit increase in Small Business Lending. This implies that in order to
improve the financial inclusion of the clients of Addis Ababa's MFIs, the administrators of
those institutions should focus more on lending to small businesses. Second, and significantly
and favorably suggesting that Saving Mobilization has an impact on Financial Inclusion, are
the unstandardized beta coefficients of Saving Mobilization (B3 = 0.465, t = 8.348, p < 0.05).
According to this, there will be a 0.465 increase in financial inclusion for every unit increase
in saving mobilization. Lastly, with 1 = 0.427, t = 11.167, p < 0.05, Group Lending showed
the lowest positive and significant value to affect Financial Inclusion. Findings showed that
there is a 0.427 unit increase in Financial Inclusion for every single unit increase in Group

Lending.
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CHAPTER FIVE
SUMMARY OF FINDINGS, CONCLUSIONS AND
RECOMMENDATIONS

5.1. Introduction
The following section includes an overview of the results, conclusions from the analytical
section, and suggestions from the investigator on how to enhance the contribution of MFIs to

financial inclusion in Addis Ababa.

5.2. An Overview of the Results

The purpose of this study was to look into how MFIs contribute to financial inclusion in
Addis Ababa. 384 guestionnaires were given out to the population's chosen MFI clients with
the objective to gather primary data; only 312 of the 384 completed questionnaires were
received, completed, and subjected to sample random sampling techniques for analysis. The
purposeful sampling approaches were employed to choose 10 MFIs' top executives,
supervisors, professionals, and development professionals for key informant interviews, out
of the 23 MFlIs that were identified in Addis Ababa.

The outcomes of the group lending descriptive statistics showed that the capacity to obtain
funds with no a guarantee, co-guarantee loans, member self-selection and screening, and peer
monitoring of borrowed loans were all highly valued features of the group lending process,
and consequently of financial inclusion, by the clients of MFIs in Addis Ababa. In addition,
the outcomes of the interviews indicated that the MFIs in Addis Ababa engage in group
borrowing or lending through co-guarantee loans, member self-screening and selection, and
peer monitoring of borrowed loans. These practices are crucial for group lending and, as a
consequence, helpful in promoting financial inclusion. This result is consistent with research
by Kaua et al. (2020) and Dar and Ahmed (2020).

According to the descriptive statistics on small business lending, the clients of microfinance
institutions (MFIs) in Addis Ababa demonstrated that the sector is growing and that it cares
about the prosperity of small businesses. It is constantly innovating its product and service
delivering by providing small businesses with fast loans; however, the interest rates charged

by these institutions are the highest, surpassing even those of conventional commercial
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banks. Since the majority of people living in Addis Ababa are impoverished and
economically disadvantaged as well as small businesses without having access to financing
from banks and other officially recognized financial institutions, the MFIs in the city are used
as a source of finance for these groups of people as well as small businesses themselves,
according to the top executive officers, supervisors, specialists, and development
professionals who were interviewed about the MFIs. This finding demonstrated how small
company loans led to the underprivileged people in the city being financially included. The

findings of Anokye-Wusu and Owusu-Ansah (2021) corroborated this conclusion.

In regards to the outcome of the descriptive statistics regarding the mobilization of savings
among MFI clients in Addis Ababa, it was found that the services provided by MFIs directly
influence the mobilization of savings, which in turn affects financial inclusion in the context
of micro-deposits and client willingness to open an account. In addition, the results showed
that MFIs are succeeding in marketing investment possibilities and client-referral loans.
According to the participants to the interviews, the MFIs in Addis Ababa offer microsavings
to help the underprivileged and impoverished deposit their cash securely while offering them
the chance to get a return on their investments, which ultimately leads to the mobilization of
savings. To put it another way, the city's MFIs allowed the underprivileged to stash money in
a secure location to cover their needs for emergencies, use, and liquidity. This result runs
counter to research by Goedecke et al. (2018), which found that many microfinance clients
had little to no saving culture.

The findings of the descriptive statistics on financial inclusion revealed that the clients of
microfinance institutions (MFIs) in Addis Ababa demonstrated that the rise in financial
inclusion can be attributed to the MFIs' establishment of a regulatory framework through the
expansion of the availability of access points, enhancement of their financial capabilities, and
creation of efficient plans to eradicate the financial limitations of both individuals and
enterprises. The city's MFls are also concentrating on targeting underprivileged groups, like
women and entrepreneurs in both urban and rural areas. They are also pushing people to use
financial services, moving from financing access to account usage. This result is consistent
with the research that Chikalipah (2018) conducted.
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In accordance with their age, volume (the amount of borrowers), and scope of operations
(gross loan portfolio), the 23 MFIs in Addis Ababa were evaluated for performance. The bulk
of MFIs in Addis Ababa are categorized as mature MFIs since they have been in operation
for more than eight years and have a sizable gross loan portfolio, with most of them totaling
greater than ETB50 million. However, their number of current borrowers is relatively low.
The 23 MFIs in Addis Ababa provided loans to 556,436 consumers in 2023, according to the
AEMFI. One of the biggest MFIs, Vision Fund, is responsible for 35% of all borrowers. The
two biggest MFIs, Vision Fund and Bussa Gonofa, constituted 53% of the overall subscriber

base.

Concerning the saving mobilization or performance as of December 2022 the MFIs in Addis
Ababa accumulated 1.5 billion birr in saving mobilization out of this more than 968 million
birr in voluntary savings and more than 559 million birr in compulsory savings. This result
indicated that the MFIs in Addis Ababa used more of voluntary savings rather than
compulsory savings to mobilize saving in the city and that can result less burdensome to the
customer, but are still not optimal. Besides the contribution of Vision Fund in terms of

domestic savings mobilization was 35% in Addis Ababa.

According to the study, MFIs play a crucial role in giving those who are impoverished access
to finance through group lending, collateral-free borrowing, peer monitoring of loans, group
self-screening, and loan co-guaranteeing. The study also showed that MFIs are very
important for financing to small businesses and encouraging those who are not served by
traditional banks to save money. Moreover, MFIs play a role in poverty alleviation and
support economic development among poor, profit generation and financial investment and

government policy instruments and humanitarian tool.

According to the study, the main obstacles that prevent the impoverished from obtaining
credit services are stringent and expensive requirements for collateral, which they are unable
to afford, high fees for transactions related to small loans, the exclusion of these individuals

from formal financial institutions, and laborious and drawn-out approval processes.

According to MFIs' current performance in the 2022-2023 fiscal year, 23 MFIs provide
services to 556,436 account holders and more than 500,000 borrowers who have taken out

3.3 billion Birr in outstanding credit. This suggested that the city's microfinance industry is
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doing well thus far. Nevertheless, the demand for credit cannot be met by the MFIs' current
capacity due to the overwhelming need for financial services. The MFIs operating in Addis

Ababa are unable to meet the need for consumer credit and the demand from SMEs.

Small business lending has the biggest significant and beneficial impact on financial
inclusion (B2 = 0.483, t = 8.287, p < 0.05) in the regression analysis among the significance
of MFIs dimension and financial inclusion. Savings mobilization comes in second with B3 =
0.465, t = 8.348, p < 0.05), and group lending has the least positive and significant impact to
have an effect on financial inclusion (B1 = 0.427, t = 11.167, p < 0.05). Additionally, all three
of the MFIs' functions substantially explained the variances in financial inclusion among the
MFIs in Addis Ababa by 81.9%; however, other variables beyond the purview of this study

account for the remaining 18.1% of the variance in financial inclusion.

5.3.Conclusions

This study's primary goal was to look into how MFIs contribute to financial inclusion in

Addis Ababa. The study's findings led to the subsequent deductions:

The primary lending approach of the MFIs in Addis Ababa is group lending, and they offer
small loans to people who don't have accessibility to banking services. Co-guarantee loans,
member self-screening and selection, and peer monitoring of borrowed loans were employed

in group lending or borrowing, which is helpful for financial inclusion.

The MFIs in Addis Ababa are primarily created to offer financial services, specifically
microloans, to small businesses and disadvantaged to middle-class people in general. This
has led to the financial inclusion of marginalized communities in the city, and small business

lending has a major and beneficial effect on financial inclusion.

The MFIs in the city are mobilizing funds through tactics including mandatory and voluntary
savings in order to raise their capital. The Ethiopian MFIs have employed mandatory savings
to cultivate a saving culture. Additionally, the MFIs in Addis Ababa are utilizing awareness-
raising campaigns to get new clients to join them by giving them access to credit and
encouraging them to open accounts. This led to the impoverished and underprivileged
communities in the city being mobilized to save, or included, and this has a direct correlation

with financial inclusion.
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As of December 2022 the MFIs in Addis Ababa accumulated 1.5 billion birr in saving
mobilization out of this more than 968 million birr in voluntary savings and more than 559
million birr in compulsory savings. Therefore, the MFIs in Addis Ababa used more of
voluntary savings rather than compulsory savings to mobilize saving in the city. Furthermore,
the contribution of Vision Fund in terms of domestic savings mobilization was 35% in Addis
Ababa.

In Addis Ababa, MFIs play a crucial role in giving the underprivileged access to finance
through group lending, collateral-free borrowing, peer monitoring, group self-screening, and
loan co-guaranteeing. Also the MFIs play a great role in small business lending, saving
mobilization, in poverty alleviation and support economic development among poor, profit
generation and financial investment and government policy instruments and humanitarian

tool.

The main obstacles that prevent the impoverished from obtaining credit services are the
stringent and expensive requirements for collateral, the costly nature of small-loan
transactions, the exclusion of official banking institutions, and the laborious and drawn-out
loan application processes. Financial systems must employ creative methods for proper
targeting and credit distribution mechanisms in order to provide financial products and

services to the underprivileged and maintain the productive usage of loans.

As of right now, Addis Ababa's microfinance industry is doing well, according to MFIs'
performance. Nevertheless, the need for credit cannot be met by the MFIs' current capacity
due to the overwhelming need for financial services. The MFIs operating in Addis Ababa are

unable to meet the need for consumption credit and the need from SMEs.

The outcome of the regression indicates that the three functions of microfinance institutions
(group lending, small company lending, and mobilizing savings) have a noteworthy and
favorable impact on financial inclusion. As a result, it was determined that when the three
aforementioned roles of MFIs grow by a specific percentage, financial inclusion will likewise
grow by a similar amount. Additionally, this study showed that group lending and saving
mobilization were the two MFI characteristics that had the greatest positive and substantial
effects on financial inclusion in Addis Ababa's MFIs, after small business lending.

Ultimately, all three of the MFIs' functions significantly described the variances in financial
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inclusion across the MFIs in Addis Ababa by 81.9%; however, other factors outside the

purview of this study account for the remaining 18.1% of the variance in financial inclusion.

5.4. Recommendations

The purpose of this study was to look into how MFIs contribute to financial inclusion in

Addis Ababa. After analyzing the data and drawing conclusions, the researcher sent along the

following suggestions, which could have an impact on management:

Savings mobilization and group lending were shown to have a large and good impact
on financial inclusion in the MFIs in Addis Ababa, while small business lending was
found to have the most impactful function of the MFIs dimensions. In order to boost
the financial inclusion of the city's clients, the MFI managers in Addis Ababa must

focus their efforts primarily on small company loans.

In Addis Ababa, the microfinance industry has been crucial in giving those without
access to banks' services the ability to obtain credit. MFIs offer small loans through
group lending, which is their primary lending technique. The microfinance industry in
the city is doing well thus far. However, because of the huge need for financial
services, the MFIs' current capacity is unable to meet the need for credit. The demand
from SMEs and for consumption loans is more than what the MFIs in Addis Ababa
can provide. Therefore, MFI management needs to continuously develop the services
and products they offer, such quick loans to small businesses, in order to bring in

more money.

When developing new products and services, MFIs in Addis Ababa must take the
demands of the Muslim community in the city into account, as there are currently few
items available to fulfill their needs.

In Addis Ababa, there is a great need for microfinance services. Only roughly 20% of
the potential demand of low-income households is currently met by MFIs. This
presents MFIs with chances to broaden their reach and provide the underprivileged
with demand-driven financial services. Financial inclusion and outreach will surely
improve with the development of products and services tailored to the needs of

women and the Muslim community, particularly in the area of microfinance.
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Although right now there is relatively little competition among MFIs, among MFIs
and formal banks, and among MFIs and SACCOs, this is likely to change in the years
to come. Competition need to be viewed as a chance for MFIS to boost productivity,

enhance offerings, and draw in new customers.

With traditional banks offering limited services, some MPFIs have developed
dramatically. MFIs can participate in universal banking without deviating from their

primary objective of offering low-income families financial services.

Limited outreach is a major problem for MFIs in Addis Ababa, especially when it
comes to women. Supply-driven financial solutions, which are not designed with
women's needs in mind, contribute to this in part. Female involvement may also be

discouraged at MFI by the staff's male preponderance.

It is important to reconsider the left out of the most disadvantaged and impoverished
groups. This may be partially due to the inherent flaws in the group lending process

as well as certain MFIs' overemphasis on financial sustainability.

Since the majority of MFIs in Addis Ababa offer group loans, it would be beneficial
for them to keep up this practice in order to attract more clients and lower operating

costs per borrower.
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APPENDIX
Appendices 1: Questionnaires
Addis Ababa University

College of Business and Economics

Department of Accounting and Finance

Dear respondent,

Meron Jemal, an Addis Ababa University student, is conducting this research to partially
meet the criteria for a master's degree in accounting and finance. I'm working on a study
called "The Role of Microfinance in Financial Inclusion in Addis Ababa City" right now. |
would want to respectfully request that you be considered as one of the most excellent and
respectable respondents chosen for this study.

In order to provide a representative finding on the present situation of The Role of
Microfinance in Financial Inclusion in Addis Ababa City, do help me by providing accurate
and comprehensive information.

The questionnaire is private, and taking part is 100% voluntary.

In conclusion, | hereby certify that whatever information you choose to share with me will
remain private and be utilized exclusively for academic purposes. No reply from a specific
person will be recognized as such, and the respondent's identity will not be disclosed to the
public or publicized. All data will only be utilized for academic research.

With best regards,
Meron Jemal

Guidelines
1. You don't have to write your name

2. Put a tick mark (V) in the relevant block to show your answers to statements in the
Likert scale style and questions with multiple choices.

Note: You can reach the investigator at the subsequent address if you need any more
questions, remarks, or explanations:

Name: Meron Jemal
Mobile: 0912706000

E-mail: mamishal270@gmail.com

I sincerely appreciate the time you have and crucial assistance in advance.
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Part I: Participants’ Socioeconomic Backgrounds
Kindly enclose the preferred letter

1. Gender

a. Male

b. Female
2. Age
20-29 years
30-39 years
40-49 years
Above 50 years

o0 o

3. Marital status
a. Married
b. Single
c. Divorced
d. Widowed

4. Level of education
a. Certificate and below
b. Diploma
c. Firstdegree
d. Master’s degree and above

5. Monthly income (in Ethiopian Birr)
a. 2001-4000 birr
b. 4001-6000 birr
c. 6001-8000 birr
d. Above 8000 birr

Part I1: Reasons for Joining Microfinance and Years of Patronage
Kindly enclose the preferred letter

6. Reasons for joining microfinance
Quick loans

Less paperwork

No collateral

Come down to my level
No particular reason
Others

g. No response

hD OO o

7. Years of patronage (support)
a. 0-4 years
b. 5-9 years
c. 10 years and above
d. No response

73



Part 111: Role of Microfinance Institutional Services on Financial Inclusion
The following is an overview of the key variables influencing the role of institutional
services for microfinance in financial inclusion practices. Kindly specify the extent to which
your microfinance takes these variables into account. Once you've gone over each factor,
consider how it relates to your microfinance and mark (V) the options that apply. In this case,
1 is strongly disagree, 2 is disagree, 3 is unsure, 4 indicates agree and 5 is highly agree.
Please check the following statements to see how much you agree with them.

Group Lending and Financial Inclusion

Code Remarks Regarding Group Lending 112134 |5

GL1 | Making more informed choices while maintaining financial
resources is aided by services provided by microfinance.

GL2 | | see group lending as an important means of borrowing
money without collateral

GL3 | Participants of the collective make certain that every
individual pays back their loan by co-guaranteed it for one
another.

GL4 | Ensuring that group members assume whole accountability for
repaying loans can be achieved by letting them choose and
self-screen applicants rather than the MFls.

GLS | Peer tracking is an efficient way to ensure that loans are
returned.

Small Business Lending and Financial Inclusion

Code Remarks Regarding Small Business Financing 112|314 |5

SBL1 | Funding to small-scale enterprises is growing in the
microfinance industry.

SBL2 | These days, MFIs are worried about smaller firms' survival.

SBL3 | MFlIs are always coming out with new goods and services to
cater to small-scale enterprises.

SBL4 | If you comparing MFIs with conventional banks, MFIs offer
faster loans at greater rates of interest.

Saving Mobilization and Financial Inclusion

Code Remarks Regarding Saving Mobilization 112|3|4|5

SM1 | The finances from MFIs are kept for further lending

SM2 | I can put every day's earnings into an account that | have.

SM3 | I am readily available opening an account for savings with my
MFIs.
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SM4 | | receive offers on potential investments.

Part 1V: Financial Inclusion Dimensions

The following is a list of the Financial Inclusion Dimensions items. Please specify the extent
to which your microfinance institution has adopted these Financial Inclusion Dimensions
items. Once you have looked about each of these characteristics, consider how they apply to
your case and mark (V) the options that best fit your needs. Where 1 indicates strongly
disagree, 2 indicates disagree, 3 indicates neutral, 4 indicates agree, and 5 indicates strongly
agree.

Financial Inclusion Dimensions

Code Statements on Financial Inclusion 112(3|4 |5

FI1 | To facilitate the utilization of accounts for transactions, MFIs
are establishing the necessary rules and regulations.

FI2 | MFIs are expanding access points

FI3 | MFlIs are improving financial capability

FI4 | MFlIs are developing effective strategies to eliminate financial
shortcomings of individuals and businesses effectively.

FIS | MFlIs are concentrating on addressing underprivileged groups,
like women and entrepreneurs in rural as well as urban
regions.

FI6 | MFIs are promoting the utilization of financial products and
services to shift from financing provision to account usage.

| want to thank you again!//
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Appendices 2: The Current Status of MFIs and their

Performance in Addis Ababa
MFIs Operating in Addis Ababa

No Name of Microfinance Institution Date of Establishment
1 | Gasha Micro Financing S. Co. 15/05/1998
2 | Vision Fund Microfinance Institution S. Co. 17/06/1998
3 | Africa Village Financial Services S. Co. (AVFs) 17/06/1998
4 | Aggar Micro Finance S.Co. 18/03/2004
5 | Digaf Micro Credit Provider S. Co. 28/07/2005
6 | Tesfa Micro Finance Institution S. Co. 03/01/2008
7 | Lideta Micro Finance Institution S.C. 17/04/2012
8 | Kershi Microfinance Institution S.C. 05/06/2017
9 | Sheger Microfinance Institution S.C. 10/7/2018
10 | Grand Microfinance Institution 24/10/2019
11 | Bussa Gonofa Micro Financing S. Co. 24/10/2006
12 | Meklit Micro Finance Institution S. Co. 16/02/2000
13 | ESHET Miicro Finance Institution S.Co. 09/04/1997
14 | Metemamen Micro Financing Institution S. Co. 09/04/1997
15 | Harbu Micro Financing Institution S. Co. 09/04/1997
16 | Lefayeda Credit and Saving S.Co. 02/06/2009
17 | Dynamic Micro Finance S. Co. 12/05/2009
18 | Nisir Micro Finance Institution S.Co. 07/05/2014
19 | Peace Microfinance Share Company 18/11/1999
20 | Debo Microfinance Institution S.C. 03/08/2018
21 | Yemsirach Microfinance Institution S.C. 23/07/2018
22 | KAAFI Microfinance Institution S.C. 18/12/2019
23 | Specialized Financial and Promotional Institution S.Co. 25/11/1997

Source: NBE (2023)

Customers Performance at MFIs (Credit Outreach)

No. Name No. of Active No. of Women Loans
Borrowers Borrowers Outstanding
1 | Aggar 20,185 6,686 431,212,416
2 | AVFs 16,261 9,507 25,896,713
3 | Bussa Gonofa 96,032 64,962 228,300,297
4 | Digaf 1,316 728 1,811,182
5 | Eshet 21,825 8,372 75,840,115
6 | Gasha 7,854 1,155 25,071,641
7 | Harbu 41,695 18,119 150,663,106
8 | Grand 2,319 915 9,207,753
9 | Meklit 10,107 4,449 139,528,425
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10 | Metemamen 29,003 17,572 216,962,472
11 | PEACE 26,937 18,140 190,811,863
12 | SFPI 36,075 19,665 304,371,074
13 | Kershi 5,151 1,968 41,565,156
14 | Vision Fund 197,418 98,318 1,187,280,972
15 | KAAFI 13,253 6,809 135,148,238
16 | Lefayeda 1,496 635 1,696,719
17 | Dynamic 1,215 774 1,347,454
18 | Sheger 17,632 2,593 63,622,405
19 | Tesfa 1,381 566 1,576,641
20 | Lideta 4,353 3,216 12,759,201
21 | Nisir 1,020 332 69,778,216
22 | Yemsirach 2,578 1,461 13,385,898
23 | Debo 1,330 651 2,130,194
Total 556,436 287,594 3,329,968,151
Source: AEMFI (2023)
Saving Performance of MFIs in Addis Ababa
No. Name Vcs)gjvr;:]z;ry Cog1a[\)lti1rllsgory Total Saving
1 Aggar 99,401,707 50,515,425 149,917,132
2 AVFs 1,273,736 9,283,145 10,556,881
3 Bussa Gonofa 5,271,440 36,404,783 41,676,223
4 Digaf 1,471,630 802,145 2,273,775
5 Eshet 21,744,713 12,787,954 34,532,667
6 Gasha 10,271,790 7,506,034 17,777,824
7 Harbu 30,342,222 26,522,498 56,864,720
8 Grand 1,029,733 1,716,490 2,746,223
9 Mekilit 20,969,467 31,445,171 52,414,638
10 | Metemamen 78,100,166 32,703,971 110,804,137
11 | PEACE 23,045,149 60,173,016 83,218,165
12 | SFPI 80,204,525 61,427,857 141,632,382
13 | Kershi 7,248,263 4,864,070 12,112,333
14 | Vision Fund 353,147,418 178,919,467 532,066,884
15 | KAAFI 61,581,803 12,060,092 73,641,895
16 | Lefayeda 2,094,957 245,872 2,340,829
17 | Dynamic 1,815,249 1,200,753 3,016,002
18 | Sheger 15,882,464 16,664,620 32,547,084
19 | Tesfa 1,120,485 873,021 1,993,506
20 | Lideta 4,241,747 2,890,017 7,131,764
21 | Nisir 142,884,361 5,552,432 148,436,793
22 | Yemsirach 4,365,947 4,076,494 8,442,441
23 | Debo 1,134,188 798,500 1,932,688
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| Total | 968,643,158 | 559,433,825 | 1,528,076,983 |
Source: AEMFI (2023)

Appendices 3: Interview Questions for the MFIs Chief Executive
Officers
Addis Ababa University

College of Business and Economics

Department of Accounting and Finance

In order to assess the role of microfinance in financial inclusion in Addis Ababa City, a set of
questions for interviews has been produced for use with executives, supervisors, specialists,

and development professionals of MFIs:
1. What are the roles of microfinance institutions?
2. What are the obstacles to financial inclusion or availability of financing?
3. Is your microfinance involved in group lending to the local population?
4. What is the association of between group lending and financial inclusion?
5. How does lending to small businesses affect financial inclusion?

6. Which saving mobilization techniques do you employ to raise your microfinance's

capital?
7. What is the relationship among financial inclusion and mobilization of saving?

8. What is the present state of affairs and efficacy of your MFlIs in Addis Ababa City?
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