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FINANCIAL ECONOMICS | RESEARCH ARTICLE

Understanding financial inclusion in Ethiopia
Workineh Ayenew Mossie

Abstract:  The main objective of this paper is to examine the drivers, barriers of 
financial inclusion, and saving and credit behaviour in Ethiopia. We used the World 
Bank 2017 Findex database to carry out logit estimations. We found that being 
educated, richer, a man, and older associated with greater level of financial inclu
sion with a strong influence of income and education. We found that the existing 
gender gaps in the financial inclusion is mainly due to women exclusion from the 
non-financial sector. While younger and poor adults do not access formal accounts 
due to involuntary exclusion (distance to the nearest financial access point, 
affordability, and lack of documentation), older and richer individuals are con
strained by voluntary barriers (lack of money, family member has account). Women 
are less likely to save for farm or business and old age security purposes, while 
educated individuals in the wealthiest 20% quintile save for old age security pur
poses. The rich and the poor seek formal credit primarily for farm/business and 
asset purchase. Our work confirms that the determinants, barriers, saving, and 
credit behaviour are different across individual characteristics. We strongly recom
mend that policies that aim to foster financial inclusion should target the vulnerable 
(the poor, young, less educated, and women) population groups. Authorities and 
policymakers should strive to improve women participation in the formal real sector 
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of the economy, financial institutions should adopt technologies such as mobile 
banking and mobile money to ensure the accessibility of financial services.

Subjects: Economics; Macroeconomics; Finance  

Keywords: Ethiopia; financial inclusion; global findex; logit model; Economics; 
Macroeconomics; Finance

1. Introduction
Since the 2010 G20 summit in Seoul, financial inclusion, where financial services are leveraged by 
formal financial institutions, has been recognized as one pillar of development for the global economy 
(Zins & Weill, 2016). Financially included individuals can invest in education, open, or extend businesses 
thus, playing a crucial role in reducing poverty and sustaining inclusive growth (Bruhn & Love, 2014).

In the literature, financial inclusion is commonly defined as having an account in a formal 
financial institution (banks, microfinance, and payment instruments). Beck and Demirguc-Kunt 
(2006) described financial inclusion as “the ease of accessibility and availability of the formal 
financial services, such as bank deposit, credits, insurance, etc., for all participants in an economy.” 
A society included in the financial system benefits from accessing financial services by creating 
opportunities to maintain its capital stability. Being financially included. i.e., having an account at 
formal financial institutions allows people to save, quickly get credit, have insurance contracts, or 
reduce transaction costs through using easy payment systems (i.e., online transfers). Access to 
financial services will significantly benefit lower-income groups by lifting financial constraints and 
financing small business projects. It also allows people to increase their income and create 
employment opportunities(Demirguc-Kunt et al., 2013).

Financial inclusion is critical in reducing poverty, inequality and promotes business startups (Bruhn 
& Love, 2014; Ajide, (2020b). They argued that finance would spur economic development by 
fostering business developments through reducing financial constraints in creating new business 
firms and maintaining the existing firms to survive and increasing employment. Access to the 
different facets of financial inclusion such as mobile money would help to efficiently allocate 
consumption, and promote people out of the poverty trap. A better financial inclusion also increases 
the per capita consumption of households and enhance the capacity of people to live a worthwhile 
lives (Abor et al., 2018). Financial development through financial inclusion allows to reduce income 
inequality and boost the income growth of the poor(Beck et al., 2007). An inclusive financial system 
helps to trigger change and eliminate poverty traps(Li, 2018). Financial inclusion plays a pivotal role to 
economic growth directly through reducing poverty and inequality, and indirectly through improving 
the financial sector development. According to a study by Anarfo et al. (2019) financial inclusion and 
financial sector development reinforce each other. A developed financial sector reduces the credit 
constraint to businesses, smooth consumption and provides opportunities to allocate resources on 
the productive investment. A society with access to financial instruments invests in their education, 
finance projects and promotes their entrepreneurial skills and entrepreneurship development 
(Demirguc-Kunt, 2017). Economies with weak financial intermediation or access will grow slower 
(Beck et al., 2007). Financial inclusion could also improve growth through improving institutions i.e., 
reducing corruption. Financial inclusion such as mobile banking help to reduce corruption mainly 
because transactions are easily traceable. Financial intermediaries such as banks are also highly 
regulated to document and detect illegal transactions through recording customer transactions 
(Ajide, 2020a). The contribution of financial inclusion through women empowerment and creating 
a stable financial system is also immense(Swamy, 2014).
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Despite the implication to economic growth, poverty reduction, reduction in inequality and entre
preneurial growth among others, financial inclusion is at its lowest level in Africa, and financial 
deepening measured in private credit, as a percentage of GDP is the shallowest in sub-Saharan 
Africa compared to other regions of Africa. As of 2014, domestic credit to the private sector (% 
GDP), Liquid Liabilities as % of GDP, and Bank deposit as % of GDP were 24.4, 35.3, and 29.7% in sub- 
Saharan Africa (SSA), which is lower than the average of low-income group countries of the World 
(Nyantakyi & Sy, 2015). The study by Beck and Cull (2015) also confirmed the shallowness of the 
financial system in Africa. Their study demonstrated that only 21% of firms have a line of credit, and 
16% of households have an account in a formal financial institution. It implies that in Africa, firms are 
credit constrained, barriers to financial services are enormous, and the economic outreach is yet 
very low.

Ethiopia, which is in SSA, is not the exception. Financial institutions like micro-finance, banks, and 
insurance companies are expanding their outreach and package of services. Recently, financial inclusion 
has gained strong momentum globally, and Ethiopia has adopted it as one pillar of its financial system 
development. Despite the progress in the financial sector development by increasing access to financial 
technologies (mobile banking, e-money, or electronic payment systems) and establishing financial 
institutions across the country, the financial system is shallow and concentrated in the urban areas 
(Desalegn & Yemataw, 2017; National Bank of Ethiopia, n.d.). Better financial system development 
contributes to the growth in the business condition. In Ethiopia, doing business is exceptionally uneasy, 
in which access to credit by firms is the primarily difficult. In a report by the European Development Bank 
on the recent developments in the African banking sector, Kappeler et al. (2018) stated that 70% of 
micro-firms and 40% of SMEs face difficulties in accessing credit in Ethiopia. Only nearly 35% of the 
population older than 15 years has accounts at formal financial institutions. The use of digital banking/ 
payment systems is negligible, with less than 5% of the population having mobile accounts. This is by far 
lower than the neighboring east African countries like Kenya, Uganda, and Tanzania; in Kenya, 80%, in 
Uganda and Tanzania, half of the population aged over 15 years have mobile accounts or digital 
payment systems. Recently, associated with the efforts to bring structural transformation and digitize 
the economy, the Ethiopian government enacted policies on digital payment systems.

Empirical studies on the financial inclusion are not well found and the existing studies varied in the use 
of data and units of analysis. A study by Desalegn and Yemataw (2017) attempted to investigate the 
determinants and barriers of financial inclusion using the Ethiopian Socio-economic survey data (ESS 
2015). Their finding revealed that better education, gender, and age are associated with greater level of 
financial inclusion. They also found that both involuntary (distance to the financial center), and voluntary 
barriers (lack of money and lack of trust) are common barriers to access financial accounts in Ethiopia. 
Similarly, Abdu and Adem (2021) studied the determinants of financial inclusion in Afar region Ethiopia 
using a cross-sectional data collected from households in Afar region. The findings of their study 
revealed that about 68% of households are excluded from the financial sector, and while age positively 
associated with financial inclusion, income negatively affects financial inclusion. Besides, lack of trust on 
the financial institutions, lack of money, and lack of access to bank branches and ATM machines were 
reported as the major barriers to household financial inclusion. Alemu (2014) explored the link among 
financial inclusion, regulation, and growth. His study witnessed that financial inclusion is very low in 
Ethiopia, albeit progresses seen in the last 10 years. Alemu (2014) discovered that lack of physical access 
to financial institutions is the main obstacle in the effort to increase financial inclusion in Ethiopia.

Desalegn and Yemataw (2017) analyzed financial inclusion and the barriers to financial inclusion 
at individual level. However, they did not investigate the behavior of individuals on financial 
inclusion (saving and credit motives of individuals) and the factors that influence such motivations. 
Abdu and Adem (2021) also investigated financial inclusion at household level and regional level. 
Besides this, their study did not account for the different saving and credit motivations of 
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households and overlooked how the different barriers to financial inclusion are associated with the 
various socio-demographic characteristics of individuals. Alemu (2014) also did not analyze the 
determinants of financial inclusion, instead; he was interested in identifying the barriers to 
financial inclusion. Besides these studies in Ethiopia, individual country studies such as 
(Chakravarty & Pal, 2013) in India and (Fungáčová & Weill, 2015) in China also did not investigate 
the saving and loan taking motivations of individuals and the factors influencing such motivations. 
Furthermore, those studies in Ethiopia did not adopt similar indicators and recent data.

Having the above background, our study is unique from the above-mentioned studies conducted in 
Ethiopia. On the one hand, our study is an addition to the literature with up-to-date and globally 
administered data and appropriate financial inclusion indicators. On the other hand, unlike to pre
vious studies in Ethiopia, our study is a comprehensive study of the financial inclusion. We studied the 
barriers to financial inclusion, the motivations to saving and loan taking by individuals, and how these 
barriers and motivation are associated with individual characteristics. Therefore, our work contains 
findings to design policies on influencing individual behaviours to extend financial inclusion.

In this study, we addressed the following objectives: First, we investigated the determinants of 
each financial inclusion indicator (ownership of account, formal saving, and use of credit at formal 
financial institutions). Second, we examined the barriers to financial inclusion and how these 
barriers relate to each sample characteristic. This is crucial in the way forward to devise policies 
and strategies to mitigate financial inclusion. Third, we analyzed the common motivations to get 
credit/loan, and to save by individuals and how individual characteristics have associated with 
these motivations. In general, the main purpose of this study is to provide insights on the 
determinants, the barriers to financial inclusion, and the motivations to use financial services in 
Ethiopia.

Based on the empirical literature we have made the following hypothesis: 

Hypothesis 1: Financial inclusion is significantly correlated with individual characteristics. We 
expect female, young, less educated and poor individuals financially excluded. Women are pre
disposed to discriminations in both the financial and non-financial sector, youths lack the neces
sary documentations to access financial services and likely to lack experiences to join the labor 
market. We also hypothesized that less educated and poor individuals are also likely to exclude 
from the formal financial sector because they may not have the necessary information to open 
accounts, manage transactions, and make financial transactions.

Hypothesis 2: The barriers to financial inclusion are both voluntary and involuntary. Lack of 
documentation, lack of money, and physical barriers to access financial services are expected to 
be more common than other barriers. However, gender gaps in the financial inclusion are likely due 
to differences in the non-financial sector of the economy. This is because in developing countries 
with low level of financial development, women are financially constrained thereby work on the 
informal and undervalued jobs.

Hypothesis 3: saving and credit motives vary with individuals socio-demographic characteristics. 
While being older, educated and rich positively associated with saving for the old age security 
purpose, the major motives of seeking loans are to start business and to own assets.

The rest of our paper is organized as follows. Section 2 is devoted to the literature review; section 
3 presents the methodology of the study; section 4 dedicates to the econometric estimation and 
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discussion of the findings. Section 5 remarks the main conclusions; and section 6 presents 
recommendations and policy implications.

2. Review of related literature
This section provides an overview of the literature on financial inclusion. Then, we present the findings 
on financial inclusion, factors influencing financial access, the saving and credit motivations.

2.1. Assessment of levels of financial inclusion
According to new global data by the 2017 World Bank Findex database, 69% of adults own accounts 
from financial institutions (banks, microfinance institutions, and regulated institutions like insurance 
companies and saving and credit associations) over the globe. This figure shows increasing adult 
access to financial instruments by 7% since 2014 and 18% since 2011. The progress in financial 
inclusion is mainly associated with introducing new financial services and payment systems through 
internet access and mobile phone developments. However, the gap in adult accounts ownership is 
paramount between the higher income group economies (94%) and the lower-income group econo
mies (63%). Over 1.7 billion adults lack access to financial services, and nearly all are from developing 
countries. 41% of adults in developing countries save money, while the figure is 71% in high-income 
countries. However, only 21% of adults save at formal financial institutions in developing countries, 
compared to 55% of adults who commit the same method in developed countries. Using accounts to 
save for old age is more common in advanced economies (more than half of adults).

In contrast, in developing countries, saving is mainly for business purposes, particularly in sub- 
Saharan Africa. For example, in Ethiopia, over 29% of adults save to start, operate or expand 
a business. As of 2017, 48% of adults worldwide saved money in the past 12 months. In emerging 
economies, 43% of adults use their accounts for saving, far below their high-income counterparts, 
i.e., 71% (Demirguc-Kunt, 2017). Sixty-four per cent of adults in the world accessed credits during 
the past 12 months. While 90% of adults in high-income economies get credit from formal 
financial institutions, only 44% of adults get new credit in developing economies through informal 
methods from families and friends and informal lending clubs.

2.2. Financial inclusion in Ethiopia
Financial inclusion is relatively low in Ethiopia. Only 35% of the adult population has accounts at 
banks or other formal financial institutions, and below 5% of the adult population has a mobile 
bank account (Kappeler et al., 2018). Seventy per cent of micro-enterprises and 40% of medium 
enterprises are financially constrained (European Investment Bank [EIB], 2020). Wealthier adults 
have accounts twice as high as those poor counterparts. Besides this, the gap in account owner
ship is also manifested between men and women. Men are 9% ahead in accessing financial 
services than women (Demirguc-Kunt et al., 2018). The financial institutions’ outreach is also 
very low, and concentrations are high. The bank branch to population ratio is 1:15,7021, and 
34.1% of banks are in Addis Ababa. Thirty per cent of bank branches and 51% of banking capital 
are shared by public banks (National Bank of Ethiopia, n.d).

2.3. Factors influencing financial inclusion
Financial inclusion has been considered as an engine of economic growth and reduces poverty. 
Bounds of studies in the literature confirmed the positive impacts of financial inclusion on economic 
growth and employment creation (Bruhn & Love, 2014), poverty alleviation (Erlando et al., 2020), 
improving saving behaviour (Morgan & Long, 2020) and financial stability (Kappeler et al., 2018).

Allen et al. (2016) studied the impact of individual characteristics on financial inclusion. According 
to their finding, formal account ownership is significantly related to income, level of education, age, 
living in urban areas, and individuals’ marital status. Individuals’ saving behaviour is also strongly 
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associated with these individual characteristics. Besides the impact on account ownership and saving 
behaviours, individuals’ likelihood to access formal credit increases when they are older, educated, 
wealthier, and married. Desalegn and Yemataw (2017) studied financial inclusion in Ethiopia using 
the Ethiopian Socio-economic survey and the World Bank living standard measure survey (LSMS). 
Their study finds that age has a non-linear impact on formal financial account ownership; i.e., older 
individuals are less likely to own and use financial accounts. Besides this, married individuals and 
those who completed tertiary education are more likely to open and use financial tools.

Using the 2011 world bank Findex database, Fungáčová and Weill (2015) studied financial 
inclusion in China. The result posited that individuals with higher income, more educated, men 
and older are more likely to have formal accounts and access to formal credits. Women are less 
likely to have and use legal accounts or access formal credits because they lack documentation 
and/or anybody else in the household has an account. Abdu and Adem (2021) studied the 
determinants of financial inclusion in the Afar region, Ethiopia using cross-sectional household 
data collected through administered questionnaire. Their finding showed that age, use, financial 
literacy, and having mobile banking have a positive and significant relationship with financial 
inclusion in the region. Strikingly their study shows the negative and significant effect of income 
on financial inclusion. Demirguc-Kunt et al. (2013) also confirmed the existence of gender gap in 
formal account ownership, formal saving and access to formal credit. Women are more likely to be 
excluded from using financial tools because of lack of enough collateral, low level of financial 
literacy, bad credit history of husbands, and low or lack of business experience.

Andrés et al. (2020) used a sample of over 80,000 companies commenced by a sole entrepre
neur and examine the entrepreneur’s financial inclusion using three indicators,’ i.e., demand for 
credit, credit approval ratio, and credit performance. Their study finds that female entrepreneurs 
are less likely to apply for a loan and if they use it, their likelihood of obtaining the loan is by far 
lower than male entrepreneurs who apply for a loan. However, those who get the credit are less 
likely to default.

In India, compared to male-headed households, female-headed households are 8% less likely to 
access formal finance and 6% less likely to access informal finance. In addition, households run by 
female heads are 20% lower in terms of using formal loans than their male counterparts. The main 
mechanisms that constrain the use and access to females’ financial services are education level 
and the prevailing wage rate (Ghosh & Vinod, 2017).

Zins and Weill (2016) studied the determinants of financial inclusion in Africa using the World 
Bank 2014 Findex database. The finding revealed that gender, age, income, and education are 
strongly associated with financial inclusion. While being female is negatively and significantly 
associated with access to formal financial accounts, formal savings, and credit use, being edu
cated and wealthier increases the probability of being financially included. Age has a non-linear 
effect on financial inclusion. Financial inclusion is higher among adults and it is lower among the 
old age groups. Looking at the marginal effect of their probit estimation, the main factors that 
affect financial inclusion are education and income.

Oji (2015) identified the supply- and demand-side challenges of financial inclusion in Africa. 
Accordingly, low levels of financial literacy, underdevelopment of existing financial systems, lack of 
credit-reporting institutions, limited capacity of businesses and inadequate infrastructure are 
constraints for financial inclusion.

Motivated by the lower levels of financial inclusion and the apparent financial inclusion gaps in 
Africa (Chinoda & Kwenda, 2019) investigated whether mobile phones, economic growth, bank 
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competition and stability play roles for financial inclusion. Using the data for 49 countries from 
2004 to 2016 and applying a panel structural VAR model, they have found that financial inclusion 
has a positive response to shocks in mobile phones, economic growth, bank competition and 
stability.

Asuming et al. (2019) conducted a comparative analysis of financial inclusion in 31 sub-Saharan 
African countries. Their finding contended that age, education, gender, wealth and presence of 
financial institutions and GDP growth rate predict financial inclusion in Africa. Their finding posited 
that females are 4% less likely to have accounts and 2% less likely to have accounts with financial 
institutions compared to their counterparts. The existing gender gap in financial account owner
ship is because females are excluded from the formal job market. Consistent with other research
ers, their study result also identified that younger groups of individuals are less likely to own and 
use financial accounts because it is harder to find jobs for these groups in SSA.

From the literature mentioned above, we inferred that there is only little study about the 
determinants of financial inclusion. Moreover, those available studies vary by geography, temporal 
span, financial inclusion indicators, and data sources.

3. Methodology of the Study

3.1. Data
In this study, we use the World Bank’s 2017 Global Findex database. The database contains survey 
data of 143 countries and 150,000 individuals. One thousand randomly selected national repre
sentative samples were drawn and surveyed using a structured questionnaire in each country. The 
unit of analysis comprises adult individuals aged 15 and above, all civilians, and non- 
institutionalized groups of the entire population.

The World Bank Global Findex2 database consists of a set of financial inclusion indicators: account 
penetration, use of financial tools and services (e.g., number of times of bank withdrawal in a month), 
saving at formal financial institutions, and the motivations to saving and loan taking. Besides this, the 
database has information on the self-reported barriers of financial inclusion (lack of money, lack of 
documentation, distance to financial services, affordability, trust, and religious reasons). Thus, the 
database allows us to examine financial inclusion from different perspectives. Moreover, since it 
provides information about the individual characteristics of the sample like age, education, income, 
and gender, carrying out econometric and descriptive analysis is possible. Therefore, we use these 
micro datasets to analyze the financial inclusion for a single country case, Ethiopia.

3.2. Econometric model specification
Our study uses three indicators of financial inclusion: formal account ownership, formal saving, 
and credit use. Account ownership indicates that an individual has an account at a financial 
institution (banks, microfinance, saving and credit associations, etc., legally regulated) or using 
any online payment systems like mobile banking. Formal saving refers to the individual who has an 
account at a formal financial institution and saved money using the account within the past 
12 months. The third indicator, credit, refers to the fact that individuals obtained loans from formal 
financial institutions in the last 12 months to the date of data collection. These three indicators are 
yes/no questions, and each is coded as one when the response is yes and zero otherwise. We also 
explain the different barriers to financial inclusion, saving and loan taking motives of individuals.

In the empirical literature, it is common to find the use of both logit and probit models to 
estimate financial inclusion determinants, because of the dichotomous nature of the indicators of 
financial inclusion. While some authors employed the probit model (Allen et al., 2016; Desalegn & 
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Yemataw, 2017; Fungáčová & Weill, 2015; Zins & Weill, 2016), some others applied the logit model 
(Koker & Jentzsch, 2013; Potrich et al., 2015; Abel et al., 2018; Abdu & Adem, 2021).

To examine each objective of the study, we carried out logit model3 estimations following the 
literature. To this end, we estimated the following model equation:

Pi=(Y=1|Xi)= ey�

1þey� ð1Þ

Where Pi is the probability that an individual is financially included, Xi refers to a set of individual 
characteristics for individual i. Since equation (1) is non-linear in both parameter and variable, we 
estimated the linearized form of eq (1), which takes the following equation form.

y* = βo+ β1Xi +εi (2)

Y = 1 ify � >0;
0 ify� � 0

� �

, the dependent variable Y takes one when the individual is financially included 

and zero, otherwise. The general model we used to estimate the determinants of financial inclu
sion is as follows:

Financial inclusioni = ά + β1Agei + β2Age2
i + β3Genderi + β4Educationi + β5Incomei +εi (3)

The financial inclusion of individual i, measured by formal account ownership, formal saving and 
formal credit.

Formal account refers to an adult having accounts with financial institutions within the last 
12 months. Formal saving refers to the respondent having saved at a financial institution in the 
past 12 months. Similarly, formal credit refers to the fact that the person has borrowed from 
a financial institution in the past 12 months. All of these variables are binary variables that take on 
one if the person answered “yes” and zero otherwise. Consistent with the recent financial inclusion 
literature (Allen et al., 2016; Amari & Anis, 2021; Fungáčová & Weill, 2015; Soumaré et al., 2016; 
Zins & Weill, 2016) we used individual level socio-demographic variables as explanatory variables.

The right-hand side variables in eq (3) are the individual characteristics, which are covariates 
used in the estimation of the model. Whereas β1, β2, . . ., β5 are coefficient parameters, εi is the 
error term, ά constant term and i represents a given person.

After investigating the determinants of financial inclusion, we also applied the same methodol
ogy to analyze the impact of individual characteristics on the behaviour of individuals about 
barriers to financial inclusion. Barriers are a set of reasons for an individual not to own, save or 
use accounts from formal financial institutions (such as banks, MFIs, etc). Thus, the model for 
barriers of financial inclusion can be specified as follows:

Barriersi = ά + β1Agei + β2Age2
i + β3Genderi + β4Educationi + β5Incomei +εi (4)

The dependent variable barriers4 refers to lack of money, lack of trust, lack of documentation, 
distance, too expensive, religious reasons, family member has account, and no need for financial 
services. Each barrier takes on the value one if the respondent responded “yes”, zero otherwise.

Once we delved into the barriers to financial inclusion and its relation to individual characteristics, we 
also estimated the individuals’ motive for saving and credit using the same methodology. The esti
mated model for saving motivation and credit motivation is as follows in equation (5) and (6), 
respectively.
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Saving motivei = ά + β1Agei + β2Age2
i + β3Genderi + β4Educationi + β5Incomei +εi (5)

Saving motive is the dependent variable measured by saved from financial institutions in the 
past 12 months for business purpose, and for old age security purpose, where each takes on one, if 
the respondent answered “yes” and zero otherwise.

Credit motivei = ά + β1Agei + β2Age2
i + β3Genderi + β4Educationi + β5Incomei +εi (6)

Credit motivei refers to the fact that the individual may be borrowed from financial institutions in 
the past 12 months for home/apartment/or land, for medical purpose, or for farm/business purpose.

3.2.1. Variables, definitions, and expected signs
Age: age refers to the age of the individuals measured in the number of years at birth. To 
account for the possible non-linear relationship between the age of individuals and financial 
inclusion, we use both age and age squared in our model. If the coefficient of age and the 
coefficient of age square are significant, but the signs are opposite, we confirm the non-linear 
relationship. Financial inclusion is likely to increase with the increase in age, but beyond 
a certain threshold, it drops.

Education: A dummy variable that takes one if the individual completed secondary educa
tion, zero if primary completed. We postulated that individuals that are more educated have 
more probability of adopting financial instruments or using financial services; hence, financial 
inclusion will improve. Furthermore, education allows people to understand how to open 
accounts, interpret information on financial services. Thus, it finally induces individuals to 
adopt the new financial tool. Therefore, education may have a favourable implication to 
promote financial inclusion.

Table 1. Variables, Definitions, and their expected Sign
Variables Definitions Expected sign
Gender Dummy variable which takes 1 if 

female, 0 otherwise
Negative

Age 
Age squared

Continuous variable, measured in 
life expectancy at birth. 
Continuous variable, measured in 
life expectancy at birth, squared

Positive 
Negative

Education Dummy variable which is 1 if 
completed secondary education, 0 
if primary completed or less

Positive

Income-second 20% Dummy variable which is 1 if 
individual income is in the second 
20% quintile, 0 otherwise

Positive

Income-third 20% Dummy variable which is 1 if 
individual income is in the third 
20% quintile, 0 otherwise

Positive

Income-fourth 20% Dummy variable which is 1 if 
individual income is in the fourth 
20% quintile, 0 otherwise

Positive

Income- richest 20% Dummy variable which is 1 if 
individual income is in the richest 
20% quintile, 0 otherwise

Positive
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Gender: this variable is a dummy variable, which takes one if the individual is female, zero 
otherwise. Female individuals are more likely to be discriminated against or financially excluded. It 
might be either due to a low level of financial literacy, participation in informal sectors, or exclusion 
from formal employment. Hence, being female is associated with a lower chance of having an 
account from a financial institution, using their account to save or get credit from financial 
sources.

Income: income is also a categorical variable based on the income quintile, classified into five 
quintile groups (poorest 20%, second 20%, third 20%, fourth 20%, and the wealthiest 20%), and 
we take the most deficient 20% as a reference group. We use four dummy variables, which takes 
one if the individual’s income falls in the income quintile, zero otherwise. We present the descrip
tion of the explanatory variables in Table 1 above.

4. Estimation and Discussion of Results
In this section, we presented the main empirical findings. First, we discussed the summary 
statistics of both the dependent and independent variables, and then next, we showed the 
results of the estimated model (the determinants of financial inclusion as measured by three 
indicators discussed above). Likewise, we presented the determinants of financial inclusion 
barriers; lastly, we discussed the determinants of saving and loan-taking motivations using 
individual characteristics, i.e., age, education, income, and gender, as model covariates.

Table 2. Summary Statistics of the dependent variables
Variable Obs Mean Std
Financial inclusion 
indicators 

Has an account at 
afinancial institution

1000 .432 .496

Saved in past 12 months: 
using an account at 
a financial institution

999 .353 .469

Borrowed in past 
12 months: from 
a financial institution 

999 .1001 .300

Barriers to financial 
inclusion Indicators

too far away 570 .191 .394

too expensive 566 .048 .213

lack documentation 569 .095 .293

lack trust 567 .021 .144

religious reasons 568 .021 .144

lack of money 571 .853 .355

family member already 
has one

570 .077 .267

b/c no need for financial 
services 

566 .064 .244

Motivations of Seeking a 
Loan

(Continued)
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Table 2 presents the descriptive statistics of financial inclusion indicators, financial inclusion 
barriers, and saving and credit motivations. 43.2% of adults have accounts in formal financial 
institutions, 35.3% of adults saved using accounts at formal financial institutions during the past 
12 months, and 10% of the adult population borrowed from financial institutions in the past 
12 months. The question of saving and credit is forwarded to those who already have an account 
at formal institutions. Only 43.2% of the population aged 15 and above have accounts either in 
a bank or in other alternative formal financial institutions. This figure is far behind the World, which 
is 69%.

The first most significant barrier to financial inclusion is the lack of money to open financial 
accounts. Eighty-five point three (85.3) percent of individuals do not have accounts because they 
do not have enough money. In addition, 78% of adults in Africa and 59% of adults worldwide are also 
reported a lack of finance as the primary reason for not having a financial account. Other barriers are 
“too far away” 19.1%, “lack of documentation” 9.5%, “ family member already has one” 7.7%, “ no 
need for financial service” 6.4%, “ too expensive” 4.8%, “ lack of trust,” and “religious reasons” 
account for 2.1% each.

The data shows that people save for farm/business purposes and security against old age. 
29.8% of individuals save for starting a new business, operating, or expanding the existing 
farm/business, and only 11.1% save for old-age consumption. The business motivation to save 
is twice of the developing countries (14%). According to Demirguc-Kunt (2017), the main 
reason for saving in Africa is business purposes. However, these saving methods are mainly 
through non-formal ways, through assets like livestock and precious goods (jewelry) and saving 
clubs. Thus, it shows that own saving is an essential source of starting a new or expanding 
existing business in Ethiopia and Africa.

Ten per cent of adults borrow from financial institutions during the last 12 months. The 
reason for borrowing is for farm/business purposes (12.7% of adults), for medical purposes 
(8.4% of adults), and home, land, or apartment (4.9% of adults). As a developing economy, the 
primary source of borrowing is not the formal financial institution in Ethiopia. Figure 1, presents 

Variable Obs Mean Std

Has loan from a financial 
institution for home, 
apartment, or land 
purchase

1000 .049 .216

Borrowed in past 
12 months: for medical 
purposes

999 .084 .278

Borrowed in past 
12 months: for farm/ 
business purposes 

999 .127 .333

Motivations to Save

Saved in past 12 months: 
for farm/business 
purposes

998 .298 .457

Saved in past 12 months: 
for old age

999 .111 .314
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the different sources of borrowing for individuals, which shows that 30.06% of adults reported 
they borrowed from families and friends, 16.87% borrowed from an informal saving club, and 
only 10% borrow from a formal financial institution.

Table 3 explains the definitions and descriptive statistics of the individual characteristics we use 
to estimate our model. For example, Table 3 explains that 60.2% of the samples are female, the 
mean age is 33 years, 28.7% of individuals completed secondary education, and 30.4% are in the 
wealthiest 20% income quintile.

89.99%

10.01%

 no  yes

borrowing from financial institiutions

69.94%

30.06%

no yes

borrowing from family and friends

83.13%

16.87%

no yes

borrowing from an informal saving club

Figure 1. Sources of Borrowing.

Table 3. Summary statistics of explanatory variables
Varibles Definitions Obs. Mean St.d Min Max
Gender Dummy 

variable 
which takes 1 
if female, 0 
otherwise

1000 .602 .49 0 1

Age Continuous 
variable, 
measured in 
life 
expectancy 
at birth.

1000 32.98 13.92 15 98

Education Dummy 
variable 
which is 1 if 
completed 
secondary 
education, 0 
if primary 
completed or 
less

1000 .287 .45 0 1

(Continued)
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4.1. The determinants of financial inclusion
Table 4 depicts the marginal effects of the logit estimations for the three indicators of financial 
inclusion. individual adult characteristics have a different impact on financial inclusion.

Table 4 displays the logit estimations of determinants of financial inclusion in Ethiopia. The 
dependent variables are formal saving; formal account, formal credit, and explanatory variables 
are gender, age, education, and income. The coefficients are marginal effects, and standard errors 
are in parenthesis.

Being female is negatively and significantly associated with formal account ownership. It implies 
females are more likely to be excluded in account penetration. Female individuals are 11.5% less likely 
to open accounts in formal financial institutions than their male counterparts (column 2). The main 
argument for the exclusion of females from financial access is that they are out of economic inclusion 
for several reasons. According to a study by the UN women and the World Bank, between the age of 20 
and 34 women are more predisposed to poverty than men are, and the cost of marital breakups is 
more severe on women than men. Divorced women between the age of 18 and 49 are more than 
twice poorer than men counterparts5. Besides this, women constitute the largest share of the informal 
economy, while commercial banks and microfinance institutes focus on the formal economy. Another 
explanation is that women tend to contribute the largest share of their income for household 

Varibles Definitions Obs. Mean St.d Min Max

Income- 
second 20%

Dummy 
variable 
which is 1 if 
individual 
income is in 
the second 
20% quintile, 
0 otherwise

1000 .162 .37 0 1

Income-third 
20%

Dummy 
variable 
which is 1 if 
individual 
income is in 
the third 20% 
quintile, 0 
otherwise

1000 .172 .38 0 1

Income- 
fourth 20%

Dummy 
variable 
which is 1 if 
individual 
income is in 
the fourth 
20% quintile, 
0 otherwise

1000 .211 .41 0 1

Income- 
richest 20%

Dummy 
variable 
which is 1 if 
individual 
income is in 
the richest 
20% quintile, 
0 otherwise

1000 .304 .46 0 1
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consumption than men, work in low paid and/or undervalued jobs. In the same vein, women are likely 
to make high-frequency transactions and are often manage daily expenses and smooth household 
financial risk. Women face events such as childbirth and divorce that disrupt their saving patterns and 
decrease their propensity to save, thereby their accounts become inactive (Lewis & Messy, 2012). 
However, once they open formal accounts, females are more likely to save and access credits using 
their financial account, as indicated by the positive coefficient of gender for the first and third columns 
of Table 4. Female individuals have a 12.7% and 3.8% chance of saving and getting credit from formal 
financial institutions than male individuals, respectively. This is in line with the mission of micro 
finances (MFIs) and other saving and credit cooperatives in the sense that in the face of credit, 
women are given priority over men. Mndolwa and Alhassan (2020) also finds that women are 2% 
more likely to access credit than men are. The effect of gender on account ownership and saving is 
consistent with the findings of (Fungáčová & Weill, 2015; Zins & Weill, 2016; Asuming et al., 2019).

Age is another significant variable that influences financial inclusion. We found a positive and 
negative coefficient of age and age square for a formal account, whereas for the saving and credit, 
age is negative, and age square is positive. Therefore, we detected a non-linear impact of age on 
financial inclusion. An increase in the age of individuals increases the probability of formal account 
ownership by 3.2% but only to some extent. Later on, after some age limit, being older significantly 
reduces formal account ownership. It might be because at old ages, individuals will be out of the 
labour force or engage only in a few lines of income-generating activities or may prefer to hold cash 
to reduce the frequency of travel to withdraw money from financial institutions at retirement. 
Fungáčová and Weill (2015) explain this effect as a “generation effect,” derived from either the 
demand or the supply side of the financial system. The fall in account ownership at old age is because 
banks may not attract older clients. An increase in age significantly reduces formal saving and formal 

Table 4. Results of the Logit model estimation (Marginal Effect)
VARIABLES formal saving formal account formal credit
Gender 0.127*** −0.115*** 0.0388**

(0.0262) (0.0274) (0.0193)

Age −0.0261*** 0.0324*** −0.0152***

(0.00515) (0.00492) (0.00455)

Age square 0.000299*** −0.000356*** 0.000190***

(6.41e-05) (6.01e-05) (5.85e-05)

Secondary education −0.210*** 0.314*** 0.0206

(0.0389) (0.0383) (0.0242)

Income- second 20% −0.0822* 0.0247 0.0289

(0.0438) (0.0487) (0.0333)

Income- third 20% −0.111** 0.115** 0.0336

(0.0441) (0.0493) (0.0331)

Income—fourth 20% −0.178*** 0.173*** 0.0105

(0.0424) (0.0473) (0.0333)

Income—richest 20% −0.346*** 0.360*** 0.0271

(0.0432) (0.0474) (0.0328)

Observations 
Pseudo R-square 
Loglikelihood 
Predicted probability

999 
0.1644 

–526.61068 
0.325

1,000 
0.1989 

–547.8253 
0.432

999 
0.0368 

–313.00372 
0.100

***, **, and * refers to significance at 1%, 5%, and 10% level of significance. 
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credit, but saving and credit from formal institutions bounced back beyond a certain threshold. The 
youngest is less likely to be financially included because they have less money to save and get loans 
or do not have enough income to save and no collateral or guarantee to secure credit. Assuming et al. 
(2018) justified that younger individuals are less included in the formal financial sector because they 
are less likely to be in the formal job market. However, eventually, as age increases, individuals will be 
interested in keeping money at formal financial institutions and having assets or other collateral 
forms to secure credit. Hence, beyond a specific limit being old increases the likelihood of financial 
inclusion through using institutions for saving and accessing credit. This result is consistent with the 
findings of Abdu and Adem (2021) for the Afar region, Allen et al. (2016) worldwide and Zins and Weill 
(2016) for China. However, Desalegn and Yemataw (2017) for Ethiopia did not confirm a significant 
relationship between age and the use of accounts for credit.

Education influences financial inclusion through access to financial information, financial deci
sion-making and financial literacy. Hence, theoretically, we expected a positive and significant 
effect of education on financial inclusion indicators. Consistent with the literature, the result shows 
that being more educated significantly increases the probability of having formal accounts but 
significantly reduces savings. The second is a striking result against empirical findings. Similar to 
our study result Mndolwa and Alhassan (2020) also found that education reduces the likelihood of 
individuals exclusion from the financial sector, particularly for women. Financial education 
increases individuals awareness on how to open accounts, manage transaction and make trans
fers/payments. A study by Desalegn and Yemataw (2017) also found that financially literate 
individuals are more likely to own accounts in the formal financial institutions. However, we are 
not able to deduce any significant relationship between education and using financial accounts to 
get credit, which may be because credit is conditional on the borrower’s ability to provide 
collaterals rather than being educated. Many studies in the literature have confirmed the positive 
impact of education on formal account ownership (Fungáčová & Weill, 2015; Allen et al., 2016; Zins 
& Weill, 2016; Desalegn & Yemataw, 2017; ing et al., 2019).

Income also has a significant and positive relationship with financial inclusion. The likelihood 
of owning an account is higher among individuals in the wealthiest income group. A person in 
the top 20% income group has 36% more likely to hold a financial account than a person in the 
lowest 20% poorest/the reference income group (column 2). Thus, individuals with a high- 
income level have enough income to open accounts and fewer barriers to access financial 
inclusion. The main reason not to have accounts has been reported as lack of enough money 
in the literature. Therefore, the richest have less financial constraint, with many business 
activities requiring them to open accounts for transactions. Our result is not an exception, rather 
Demirgüç-Kunt and Klapper (2013) also found a positive relationship between income and 
account ownership. Allen et al. (2016) and Zins and Weill (2016) also found a positive relation
ship between income and formal account ownership. Our result shows that individuals in the 
higher income quintile are less likely to use accounts for saving than our prior expectation. This 
result is consistent with the findings of (Abdu & Adem, 2021) for the Afar region, Ethiopia. The 
result shows that lower-income individuals are more likely to use accounts to save. Those lower- 
income groups are more financially constrained. When they need any loan from any formal 
financial institutions such as saving and credit associations, and MFIs, they are required by law 
to open accounts and save some proportion of the loan in their financial account. Besides this, 
individuals that are more affluent may keep their money in non-formal methods like lending it to 
borrowers to get a higher curve market interest rate, precious goods like gold, and in terms of 
livestock or purchase of fixed assets (house). Resorting to such informal saving is because these 
methods allow people to transform cash into fixed assets and safeguard themselves against loss 
of purchasing power of money in the future. Demirgüç-Kunt and Klapper (2013) argue that 
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saving behaviour is subjective and influenced by culture. We did not find any significant link 
between income and the use of accounts for credit.

4.2. Determinants of barriers to financial inclusion
Here, we analyze whether individual characteristics have impacts on barriers of having a formal 
account. The different barriers we used as a dependent variable are self-reported barriers to 
financial inclusion collected in the survey. Using these constraints (column headings of Table 5) 
to access financial accounts as an outcome variable, we examine how individual characteristics 
affect these barriers.

From the estimation result, we observe that gender has no strong link with the barriers to financial 
inclusion, as the estimated coefficients are not statistically significant. The implications seem that these 
barriers do not hinder both males and females from accessing financial accounts or services. However, 
we argue that the economic implication is significant. Being a female is associated differently to the 
different barriers. Being female is negatively associated with distance, affordability of financial services, 
religious reasons, and lack of money. On the other hand, lack of documentation, lack of trust and family 
members have an account are barriers that hinder females from owning and using financial accounts, 
albeit the relations are weak. From this, we can conclude that the gender gap in financial inclusion is 
mainly due to differences in participation in non-financial sectors of the economy like education and 
employment that eventually hung them not to access financial services. Other reasons, such as culture, 
legal discriminations and gender norms might play a role in women’s exclusion from financial inclusion 
(Demirguc-Kunt et al. (2013). According to Zins and Weill (2016), in Africa, market failures such as 
documentation, and lack of trust does not account for women’s exclusion from the formal financial 
sector; instead, cultural reasons are responsible for their exclusion to access finacial services. Aterido 
et al. (2013) discussed that substantial discriminations against social (education) and participation in 
non-financial (formal employment), differences in income levels and household responsibilities (head
ing household) are the main drivers of the observed gender gap in sub-Saharan Africa. Likewise, Ghosh 
and Vinod (2017) studied the constraints of financial inclusion for women using Indian microdata and 
their finding confirmed that women are less likely to be financially included where; education and wage 
are the major factors explaining the gender gap in access to finance. Morsy (2020) also pointed out that 
women financial access are correlated with the accessibility and quality of financial information.

Concerning age, distance, expensiveness, and lack of documentation are problems solved over 
time. They put less and less problem to access financial accounts to some age limit. Beyond a certain 
age, these barriers significantly hinder individuals from accessing financial accounts (the sign of age 
square is positive). As an individual’s age goes up from a certain threshold, involuntary exclusions 
such as distance and cost of financial services impede individuals from accessing and using financial 
accounts. Unlike the non-linear relationship between age and other barriers discussed, lack of money 
is one major barrier to access financial accounts for all age groups. The result is consistent with the 
findings of (Soumaré et al., 2016; Zins & Weill, 2016). One important solution to reduce the impact of 
distance as a barrier to financial inclusion rests on adopting appropriate and less costly digital 
financial technologies such as mobile banking and internet banking. The use of mobile money is 
a critical element of financial inclusion that could break distance barriers through making payments, 
transfers, and saving possible from a distance. Besides this, digital technologies are less expensive for 
banks to install compared to establishing new branches(Senou et al., 2019). Chinoda and Kwenda 
(2019) also argued that mobile money is a tool meant to reduce socio-economic and geographic 
barriers for the poor and clients in remote areas. It reduces the travel cost to make payments and 
purchases to customers and improve the profitability of banks. Therefore, we advise policymakers to 
aggressively work on increasing the penetration of accessible, affordable digital financial systems. 
However, the extension of a strong telecommunication system is at the heart of digital systems.
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Income is associated with distance, religious reasons, lack of money, and lack of documentation. 
While religious reasons are less problematic for the poor, lack of money and distance are major 
barriers in accessing financial accounts. One major reason for the richest adults’ choice not to have 
a formal account is that they perceive a family member have an account. Our finding revealed that 
those individuals are 12.9% more likely not to have formal accounts because their family member has 
an account. No individual characteristics are associated with the barrier “No need for financial service”

To sum up, from the significant drivers of financial inclusion in Ethiopia, gender, education, and 
income are associated with different barriers. This result is also similar to the findings of (Allen 
et al., 2016; Fungáčová & Weill, 2015;; Zins & Weill, 2016).

4.3. Understanding the saving and credit behaviour in Ethiopia
Here, we examine the determinants of saving behaviour using two saving motivations “for farm or 
business,” and for “old age,” and credit motivations, “for farm/business purpose,” and “for medical 
purpose.”

4.3.1. Understanding saving behaviour
Table 6 displays that saving behaviour is significantly related to gender, age, and income character
istics. Females are less likely to save for farm or business, or old age purposes. Being female 
substantially reduces the likelihood of saving for farm or business and old age purposes by 13.7% 
and 6.1%, respectively. The finding contends that females and males have different savings behaviour. 
Our result is consistent with the findings of (Zins & Weill, 2016). Being older is associated with both 
types of saving motivations. Up to certain age, being older increases the likelihood of saving. Education 

Table 6. Determinants of Saving Motivation
VARIABLES For farm or business For old age
Gender −0.137*** −0.0611***

(0.0304) (0.0206)

Age 0.0102* 0.0139***

(0.00528) (0.00415)

Age square −0.000154** −0.000152***

(6.55e-05) (5.15e-05)

Secondary education −0.0227 0.0684**

(0.0358) (0.0272)

Income—second 20% −0.00703 0.0144

(0.0477) (0.0248)

Income—third 20% 0.0347 0.0201

(0.0484) (0.0252)

income—fourth 20% 0.0510 0.0755***

(0.0468) (0.0273)

Income—richest 20% 0.118** 0.145***

(0.0472) (0.0295)

Observations 
Pseudo R squared 
Log likelihood 
Predicted probability

998 
0.0324 

–587.89557 
0.297

999 
0.1204 

–306.51987 
0.111

Standard errors in parentheses 
*** p < 0.01, ** p < 0.05, * p < 0.1 

Mossie, Cogent Economics & Finance (2022), 10: 2071385                                                                                                                                               
https://doi.org/10.1080/23322039.2022.2071385

Page 18 of 23



increase the probability of saving for old age purpose by 6.8%, and the rich are motivated to keep for 
business and old age security. Being rich induces saving for old age by 7.5% to 14.5%, and the top 20% 
richest individuals are 11.8% more likely to save for farm/business purposes than the poorest indivi
duals. The result is in line with the argument that poor individuals are more likely to save for daily 
expenses while the high-income groups are more likely to save for retirements and growth. Our 
findings are consistent with the theoretical expectations and with the empirical findings of (Zins & 
Weill, 2016).

4.3.2. Understanding credit behaviour
We discussed how the different credit motives are associated with individual characteristics of the 
sample using three loan-taking motivations, which are for medical purposes, for farm or business 
purposes, and home, apartment, or land purpose as dependent variables. Table 7 explains such relation
ship between the credit motivations and individual covariates. The first column shows that only educa
tion has a significant relationship with taking a loan for medical purposes.

Being female reduces the likelihood of borrowing for farm or business by 5.1%, while it has no 
significant effect on the other two credit motivations. The result shows that more males than females 
are requesting loans aimed at easing financial constraints to start or expand businesses. However, we 
did not found significant gender gaps to loans for medical purposes, and for the purchase of home, 
apartment or land. Our finding is consistent with the study by (Zins & Weill, 2016)

Table 7. Determinants of Loan Taking Motivation

For medical purpose For farm or business
For home, apartment, 

or land purchases
VARIABLES

Gender −0.0240 −0.0514** −0.0195

(0.0188) (0.0225) (0.0146)

Age 0.00451 0.0176*** 0.0127***

(0.00386) (0.00508) (0.00458)

Age square −8.20e-05 −0.000242*** −0.000172***

(5.24e-05) (6.80e-05) (6.37e-05)

Secondary education −0.0360* −0.0755*** 0.0113

(0.0204) (0.0234) (0.0187)

Income—second 20% 0.0228 −0.0718** 0.0176

(0.0325) (0.0357) (0.0205)

Income—third 20% 0.0122 −0.0434 0.0112

(0.0315) (0.0374) (0.0195)

Income—fourth 20% −0.0187 −0.0441 0.0450**

(0.0286) (0.0365) (0.0221)

Income—richest 20% −0.0189 −0.0449 0.0296

(0.0285) (0.0372) (0.0196)

Observations 
Pseudo R square 
Log likelihood 
Predicted probability

999 
0.0289 

–280.00336 
0.084

999 
0.0517 

–360.85238 
0.127

1,000 
0.0545 

–184.90483 
0.049

Standard errors in parentheses and *** p < 0.01, ** p < 0.05, * p < 0. 
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Being educated significantly reduce the likelihood of loan taken for the medical purpose and for 
farms or businesses by 3.6% and 7.5%, respectively. Being female, older, educated, and poor reduces 
the likelihood of taking credit for farm or business purposes. Age and income have a significant impact 
on the probability of taking a loan to purchase a home, apartment, or land. Age is positive and age 
square is negative for saving motivations of for farm/business purpose and for the purchase of home, 
apartments or land. The result is appealing because with age, people tend to save more and when too 
old people become less motivated to save. The wealthiest individuals are more likely to borrow for 
having assets such as homes, apartments, or land by 4.5%. Age has a non-linear association with all 
credit motivations, but all other variables have no consistent impact across different motivations. Our 
findings are consistent with the findings of (Zins & Weill, 2016; Dar & Ahmed, 2020).

5. Conclusion
In Ethiopia, financial inclusion is at its lowest level compared to sub-Saharan Africa and the World. 
Since financial inclusion is one pillar of development, through spurring economic growth and reducing 
poverty, understanding the status and its determinants is paramount. Therefore, this paper examines 
the relationship between different individual characteristic variables and financial inclusion for 1000 
randomly selected individual representative samples from Ethiopia using the new database of the 
2017 World Bank Findex database. We summarized the main findings of our study as follows.

First, financial inclusion as measured by formal account ownership, formal saving and formal 
credit, is low. Only 43.2% of individuals have accounts in the formal accounts and formal credit is 
less common i.e., only 10% of individuals able to access credit from formal financial institutions, 
thus people may resort to informal credit sources whenever the need arises. Second, the decision 
of adults for not having a formal account is mainly voluntary (lack of money and family member 
has one), albeit involuntary exclusions such as distance and lack of documentations are substan
tial barriers. We also found that barriers to financial inclusion differ across individual character
istics. For example, while income and age are significantly associated with different obstacles, 
gender and education have no evidence of association with any of the barriers. While younger 
adults do not access formal accounts due to involuntary exclusion (distance to the nearest 
financial access point, affordability, and lack of documentation), older individuals are constrained 
by voluntary barriers (lack of money). In the same vein, barriers for the richer individuals not to 
have formal accounts is voluntary, while the poor are mainly constrained by the distance and 
religious reasons. Our finding revealed that the existing gender gaps in financial inclusion are due 
to differences in the real sector of the economy such as education and employment than 
differences in the financial sector. Furthermore, older to a certain extent, richer, educated, and 
male individuals are more likely to access the financial sector.

Third, our analysis on saving motivations supports a negative association between gender and the 
two reasons for saving. On the other hand, age to a certain extent, education, and income are positively 
associated with the motivations for saving. Educated and affluent individuals are likely to save for old 
age security. When it comes to credit, we observe that only education is associated with loan taking for 
medical purposes while gender associated with loan taking for for farm/business purposes. Women are 
less likely to access credit for farm/business purposes. Education and income are strongly associated 
with loan taking for businesses and homes, apartments, or land. While the more educated individuals 
are less likely to take loans for farms or businesses purposes, the richest individuals tend to take credit , 
to construct or purchase fixed assets, respectively. On the other ground, the poor are more motivated 
to take loans for farm or business purposes.
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6. Recommendations and policy implications
Generally, our study attempts to bring public interest to devise policies that could mitigate 
financial inclusion. In addition, the study identifies financially excluded groups of the population 
and related barriers for their exclusion.

Based on the finding of the study, we strongly recommend that policies that aim to foster 
financial inclusion should target the poor, young, less educated, and women population groups 
because they are the most excluded groups from the financial sector. In Ethiopia, the proportion of 
youth groups of the population is huge but they are not yet financially included for several reasons. 
However, with the specialization, and advancement in technologies, the demand for accessible 
and affordable financial products and payments systems are inevitable. Besides this, distance to 
financial service points is a significant challenge to the poor, old, and less educated portions of the 
population. Therefore, policymakers and other stakeholders should design a convenient and less 
expensive financial products and payment systems to increase the inclusion of the poor and 
youths particularly those in remote areas. One such means is improving the role of digital financial 
systems such as mobile and internet banking. Policies should also focus on mitigating the distance, 
cost, and documentation barriers to financial inclusion. We also recommend the authorities to 
design policies and programs that improve the participation of females in formal employment, 
education and income-generating activities because most barriers for gender gaps in financial 
inclusion rests on differences in the non-financial sector.

Finally, our study is not free from limitations such as the lack of most recent data, and we 
analyzed only the demand side of financial inclusion. Therefore, we suggest further research to 
study financial inclusion based on a comprehensive set of indicators i.e., both the demand and 
supply sides. Since we did not look into the role of informal financial sources whether it comple
ments or substitutes the formal financial system, it would be great if other researchers study on 
the area.
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