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[Editors’ Note]

ear esteemed readers, we are happy to meet
you with the 138™issue of Birritu which consist of
relevant and timely topics.

On the News column there are two news which are ‘NBE
Confer with CEO’s, Board Chairs of Commercial Banks’
and ‘Ethiopian Deposit Insurance Fund Guarantees
Deposit Money’

The topics selected for research article is “The Effect
of Financial Inclusion on Monetary Policy the Case of
Ethiopia™.

On the Educational and Informative section there is article
“CINT T2 10 B T?” Finally, on miscellany section
there is a poem.

Dear readers, your feedbacks and comments are invaluable

for enriching the next of Birritu. Please keep forwarding
your comments and suggestions.

Birritu Editorial office
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NBE Confer with CEQ's, Board Chairs of Commercial Banks | ==

Elias Salah

The National Bank of Ethiopia met with Chief Executive Officers and Board Chairmen of
commercial banks in a bid fo discuss the central banks’ three years strategic plan and
pertinent banking sector issues.

During meeting held on October 31/2023,the Central Banks three year strategic plan
objective which include ensureing price and external stability, financial stability,financial
inclusion, deepening and digitalization and technology and strengthening governance
were broadly discussed.

The agenda for discussion also included assessing the performance and challenges of
the banking industry, particularly in credit and foreign currency allocation. The meeting
aimed at fostering vision and collaborative approach by all stake holders towards shared
priorities, objectives, and, practices, NBE stated.

The National Bank noted that it has been encouraging Ethiopian banks to expand their
out reach through digital financial services and to extend their services to untapped
segments of the economy. This encouragement is aimed at reaching unserved and
underserved areas to enhance financial inclusivity in Ethiopia, NBE added.

It was also learnt that the banking sector in Ethiopia has shown growth across multiple
dimensions, including in deposit and credit accounts and accessibility. The number of
deposit accounts surged to 129.52 million in June 2023 compared to 98.59 million in
June 2022, the National Bank indicated.




It is also pointed out that, the sector is redirecting its focus towards the private sector and
extending financial sector to the economy’s productive segments.

On this a daylong meeting, Ethiopian Digital ID presented a shared vision towards a
better KYC with NBE and all banks. Fayda is a critical digital infrastructure to realize the
digital economy and it will play a key role to advance financial inclusion and to further
enable digital financial services.




Ethiopian Deposit Insurance Fund Guarantees Deposit Money

Elias Salah

The Office of the Ethiopian Deposit Insurance Fund disclosed that people, who deposited
money in commercial banks and microfinance institutions in Ethiopia, will have their
money guaranteed by a newly established Fund.

Briefing the media on Thursday, November 2/2023,Ato Solomon Desta, Vice Governor
of Financial Institutions Supervision at National Bank of Ethiopia and Board Chairman
of the Fund, announced that the main aim of the Fund isto provide insurance coverage
for finance deposit in banks and microfinance institutions and contributing to financial
stability by protecting depositors.

Ato Solomon underscored that the Fund will ensure the safety and soundness of the
Ethiopian financial system. It is expected to enable payment to the member financial
institution’s depositors with insured deposits in case of the insurance event. In doing so,
it is expected to mitigate risk and contribute to the stability of the financial system, he
added.

‘The financial institutions are required to pay a premium to the Fund which will later be
used to insure the deposit money of a person who holds funds as a deposit in these
financial institutions. Depositors of a ‘failed’ financial institution will get their insured
deposits from the Fund within a maximum of Q0 days after the occurrence of the
insurance event,” Ato Solomon explained.
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Ato Merga Wakweya, CEO of the Fund, on his behalf disclosed that the government
has allocated an initial capital of 200 million Birr for Deposit Insurance Fund and signed
Memorandum of understanding with the National Bank of Ethiopia. The CEO further
stated that the Ethiopian Deposit Insurance Fund so far collected 1.6 billion birr from the
member banks and microfinance institutions.

He elaborated that awareness creation about the fund and its activities, preparing
strategic plan, modernizing data collection, using technology and strengthening the
Fund by taking best international practices are the main priorities.

It was learnt that 147 countries have their Deposit Insurance Fund Institutions and Ethiopia
is the 148th country to establish its own. The Fund was established in accordance with
the Council of Ministers’ Regulation No. 482/2021.
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Financial inclusion affects monetary policy and enhances the
effectiveness of the domestic economy because financial
inclusion increases the degree to which members of society
respond to changes in monetary policy tools. The study
confirmed that an increasing financial inclusion through
financial access point could manage the rise in inflation.
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BSTRACT

ow a day financial inclusion draws a great attention in policy spheres for its
strength in encouraging economic growth as well as effective monetary policy
transmission. This study aimed at analyzing the effect of financial inclusion
on monetary policy in Ethiopia. Time series co-integration regression analysis
using DOLs, FMOLs and CCR estimators applied on datasets covering from 2010Q3 and
2021Q4. The result of the study exhibited that the growth in financial inclusion through
financial access points per 100,000 adults improved the effectiveness of monetary
policy by encouraging optimal money supply in the economy and reduce the risein
inflation. However, financial inclusion usage, hypothesized by bank loan and deposit,
was not statistically significant to improve monetary policy implementation. Control
variables such as nominal exchange rate and economic growth showed their positive
and significant effect on monetary policy by a rise in inflation. Therefore, to implement
effective monetary policy, predict inflationary movement and enhance decisions on
informed grounds, financial policy makers should expand financial inclusion through
the expansion of access points supplemented by suitable and affordable products and
services that target the excluded and underserved segments of the society. Special
emphasis also needed to monitor exchange rate as it has significant impact on price.

Key words: Financial inclusion, monetary policy, FMOLs, DOLS and CCR
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1. Intfroduction

Economicgrowth,lowlevelsofunemployment,
and a stable inflation rate are the primary
goals of any country. Monetary authorities
of any country endorse monetary policy to
manage interest rate or money supply in the
economy to achieve specific objectives, i.e.,
price stability, promoting economic growth,
financial stability, and inflation control.
These specific goals can only be achieved
if monetary policy actions are transferred
effectively in the market (Muhammad, et.al,
2021).

Monetary policy is a set of measures or
actions implemented by the central bank to
direct the supply of money and credit in the
economy. Monetary policy actions are aimed
at influencing the timing, cost and availability
of money and credit, as well as other financial
factors, in support of its key objective of
keeping inflation low and stable.

There are several benefits of an inclusive
financial system on a micro and macro level.
On the micro-level, families are capable
of organizing their income in a better
way while having access to credit (loans).
Also, microfinance permits them to plan
their expenses and be able to pay for an
educational plan, thus have the chance to
enjoy a better life in the future. Moreover, by
increasing accessibility fo credits, a country
can encourage entrepreneurs, so they can
start-up new small businesses, resulting
in a higher national economic output
(Brownbridge, 2017).

According to (Mishkin, F.S, 2007), there
are different monetary policy transmission
mechanisms through which the policy
actions are transferred into the economy.
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This monetary tfransmission mechanism
connects the financial system to monetary
theory. The higher level of financial inclusion
would lead to the pace and coverage of
transmission in the financial system and
makes monetary policy more effective.

The importance of financial inclusion has
been recognized by developed economies
as a stfrategic device to alleviate and
reduce poverty levels, used as monetary
policy effectiveness and achieve the goal
of inclusive growth. Not only does financial
inclusion improve the wellbeing of their
citizens and provide them with more
opportunities, reduce the poverty level,
and protect them against unexpected
negative scenarios, but also it helps in
reducing corruption and tax evasion by
reducing the size of the informal economy
and providing greater transparency in
financial tfransactions. Moreover, it ensures
that domestic and foreign aid arrives
effectively to the people who need it the
most, reduces administrative costs, and
improves efficiencies in government tasks
like pension payments and tax collection.
It also increases security in a country as
people would not need to move with large
amounts of cash (Lochy, 2020).

Shirif (2016) explained further that financial
inclusion is not only about ensuring
access to financial services, but it has to
be ftransparent, fair, and cost-effective
and through mainstream institutional
players. Greater access and usage of
financial services cannot be guaranteed
by increasing access to deposit accounts,
increasing the number of branches, and
having a larger number of Automated
Teller Machines (ATM).

A change in the level of financial inclusion
influences the trade-offs faced by




monetary policy makers. One key reason
for this is because of the effect that financial
inclusion has on consumer behavior. The
relationship between the level of financial
inclusion (based on three different measures)
and the ratio of the volatility of consumption
to the volatility of output for a broad cross
section of countries have been tasted
(Mehrotra and Yetman, 2014). They found the
negative relationship between the variables:
consumption volatility is lower, relative to
output volatility; the higher was the level of
financial inclusion. This is because financially
included consumers are able to smooth their
consumption in response to shocks more
effectively than those that are financially
excluded. The ability included consumers
to smooth consumption is important for
central banks because monetary policy
choices reflect a trade-off between different
objectives, and changes in the behavior of
consumers generally influence the costs
and benefits that society faces from policy
decisions. In addition, central banks set
policy interest rates that in turn are reflected
in the costs of borrowing and the returns to
saving in society, and the level of inclusion.

Limited access to the formal financial sector
is a common feafture of the economic
environment in many emerging and
developing economies. Financial inclusion
is an important pillar of the agenda to
boost inclusive growth and efficient and
healthy monetary policy implementation in
developing countries. A multidimensional
concept, financial inclusion can be defined
as ease of access to (lack of barriers to),
availability and usage of formal financial
services by all members of the economy
(Camara and Tuesta, 2014, Sarma, 2008).

Financial inclusion can improve the
monetary transmission channels and helps
policymakers to make better decisions. The
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impact of financial inclusion on monetary
policy has been done in the case of other
developinganddeveloped nationsinlimited
ways but to the best of our knowledge this
relationship has little attention in the case
of Ethiopia.And also the past studies have
focused on testing the effect of financial
inclusion on economic growth, poverty,
and income inequality but less attention in
monetary policy. This study addresses this
gap by taking other countries experience
and academic literatures.

The study covers the quarterly data from
2010Q1 to 2021Q4 using time series co-
integration regression analysis. The price
change or inflation is used as a proxy
measure of monetary policy variable
as it depicts monetary policy success.
Similarly, as a measure to financial
inclusions, financial access points (bank,
microfinance, insurance, ATM and POS)
per 100, OO0 adults and financial product
usage like bank deposit and bank loan
have been used. In addition to financial
inclusion variables other control variables
like real GDP, loan interest rate and nominal
exchange rate indices are considered in
the model.

Therefore, this study is carried out to
empirically investigate the impact of
financial inclusion on monetary policy in the
case of Ethiopia, to probe the relationship
between them and how they operate in
different method of analysis. The remaining
part of the studyis organized as follows:
Section two reviews literature. Section three
definesthe data set and methodology of
the study. Results are discussed in section
four. Section five presents conclusion and
recommendation.
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2. Literature Review

Limited literatures investigated the impact
of financial inclusion on monetary policy
variable especially in developing countries
like Ethiopia. Most of the past studies have
focused on testing the effect of financial
inclusion on economic growth, poverty,
and income inequality. For this study both
theoretical and empirical literatures are
reviewed in line with the research title of the
relationship between financial inclusion and
monetary policy issues.

2.1. Theoretical Literatures

In developing countries, there has been more
recent regulation, to support the financial
inclusion agenda through mandates as
regulators tend to be more concerned
with financial inclusion, such as consumer
protection, financial capability, regulation
of microfinance, promotion of savings,
promotion of access to finance for Small and
Medium Enterprises (SMEs), and promotion
of rural finance. A possible explanation
could be that richer countries already have
higher levels of financial inclusion than other
countries; as a result, they do not need to
seek for higher levels of financial inclusion
(Yorulmaz, 2012).

According to Khan (2011), financial inclusion is
vital for central banks to stabilize the financial
systems and to efficiently managemonetary
policy. Since inclusion allows the participation
of a larger sector of the economy in the
formal financial system, therefore it adds a
positive contribution to the economy and
helps more active monetary policy operation
and transmission.

One way in which a change in financial
inclusion should be reflected in monetary
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policy is in terms of the choice of the price
stability target. Central banks typically
consider a range of different objectives
when setting policy. New keynesian
frameworks, for example, are generally
interpreted as indicating that the central
bank should target the volatility of inflation
and the volatility of the output gap (Clarida,
et al (1999)). More recently, more explicit
attention has been paid to how indicators
of risks to financial stability should also be
included(Gourio et al, 2017).

One common element in nearly all
frameworks is some measure of inflation,
the volatility of which is interpreted as a
measure of price stability. This is generally
true whether the economy has an explicit
inflation target or not. The question is
which measure of inflation should serve
this purpose for monetary policy. In
advanced economies, for example, there
has been considerable discussion over the
years regarding whether the central bank
should instead focus on some measure of
core inflation, that excludes some of the
more volatile (and perhaps mean-reverting)
categories of goods from the assessment
(Bodenstein et al, 2008). Categories of
goods that are commonly excluded from
core inflation in practice are food and
energy.

Monetarypolicyaffectstheeconomythrough
different mechanisms. These transmission
mechanisms include the interest-rate effect,
exchange rate effect, asset price effect, and
credit channel (Mishkin, 1995). According
to the conventional interest rate channel,
a natural interest rate cut reduces the
cost of capital. These lower interest rates
(real) then lead to an increase in business,
residential and inventory investment, and
durable consumer expenditure, raising the




aggregate output. This infers that targeting
interest rates to achieve the objective of the
monetary policy would be ineffective with a
lower level of financial inclusion.

The credit view is another essential monetary
transmission channel. It is associated with
problems in financial markets. The credit
view is further subdivided into two different
channels of monetary transmission, i.e.,
the bank lending channel and the balance
sheet channel. In the balance sheet channel,
any alterations in monetary policy affect
the borrower’s balance sheets and income
statements. The bank lending channels
focus more on providing loans by institutions
(Bernanke and Gertler, 1995) expansionary
monetary policy causes the money supply to
rise, leading to more loans at lower borrowing
costs due to increasing bank reserves. As
households and small businesses rely on
these loans to finance their activities, this loan
expansion cause’s investment spending to
rise (Mishkin, 2007). Thus, lower borrowing
cost tends to increase the financial inclusion.

Monetary policy is a powerful tool for a
central bank to achieve its price stability,
economic growth, financial stability, and
a high level of employment. Monetary
authorities have two aspects that show how
monetary policy depends upon the level
of financial inclusiveness. First, the policy
maker faces a trade off between inflation
and output volatility. Secondly, individual’s
access fo savings and credit through the
financial system helps them smoothen their
consumption in a period of fluctuations.
With the lower degree of financial inclusion,
policymakers should reduce output volatility
as individuals are incapable of sustaining
spending as income reduces. So, in that
case, policymakers give more weightage
to stabilize the output rather than stabilize
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inflation (Mehrotra&Yetman , 2014).

Financial inclusion can be an instrument
for generating monetary fuel to achieve
inclusive economic growth. In a broader
context, it promotes economic inclusion
by improving the living condition of
poor people with better facilities and
generates employment opportunities.
A higher disposable income leads to
more significant savings and a broader
deposit base for financial institutions.
Greater financial inclusion enables
monetary fransmission channels to work
more efficiently as it increases the share
of the formal sector. A large informal
sector negatively affects the monetary
transmission mechanism as the financial
decision taken by financially excluded
are not affected by monetary policy.
Thus, the inclusion of such persons
in the overall financial system could
result in positive externalities, enabling
monetary policy to be more effective.
Similarly, monetary policy instruments
such as changes in the lending rate and
saving rate promote financial inclusion
(Anarfo et al., 2019).

The level of financial inclusion may
influence monetary policy is in terms of
the effectiveness of different policy tools.
Monetary policy tools can be thought of
as either price based (mainly interest
rates of various types) or quantity-
based (for example, the level of the
money supply, or the quantity of credit).
Increased financial inclusion is likely
to lead to an increase in the potency
of interest rate rules at the expense of
quantity-based rules, as eludedby Khan
(2017) and Tombini (2012).
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There are multiple channels by which interest
rates may be expected to become more
effective policy tools as financial inclusion
increases. First, one dimension of financial
inclusion is access to credit, the cost of which
is an interest rate that is likely to be affected
by movements in the policy rate. A decline
in the policy rate reduces the cost of credit
and so stimulates demand via increased
borrowing. In addition, financial inclusion
provides a means for business owners to
fund investments out of sources other than
retained earnings, so changes in interest
rates may become a more potent driver
of investment, which is itself an important
component of aggregate demand. Second,
financially included households may be
expected to deposit at least some of their
income into interest-bearing bank accounts,
again with the interest rate influenced by the
policy rate. One simple way to illustrate the
effectiveness of this is to look at the share
of broad money that is, the stock of wealth
that can be readily used for transacting that
is in the form of currency, as a function of
financial inclusion.

2.2 .Empirical Literatures

Mbutor and Uba (2013) tested the regression
model to analyze the impact of financial
inclusion on monetary policy in Nigeria
between 1980 and 2012. The results
supported the view that growing financial
inclusion would improve the monetary policy
effectiveness, as the rafio of totfal loans
increases, theinflation willdecrease. However,
the researcher identified the coefficient of
the number of bank branches has the wrong
sign and this is explained by the fact that,
in opening branches, banks mainly pursue
profits but not financial inclusion.

Mehrotra and Yetman (2014) studied financial
inclusion and optimal monetary policy using
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cross-sectional data for over 130 economies
taken from Global Findex. They found out
that financial inclusion has a positive effect
on the ratio of output volatility to inflation
volatility under the condition that the central
bank cares about both and sets monetary
policy to optimize their trade-off.

The impact of financial inclusion on
the monetary policy of the South Asian
Association for Regional Cooperation
(SAARC) countries from 2004 to 2013 was
examined by Lenka and Bairwa (2016).
The study constructed financial inclusion
indices, using principal component
analysis, to measure the accessibility of
financial inclusion in the SAARC countries.
Moreover, random effect model, fixed effect
model, and panel-corrected standard
error model were used for the analysis.
The empirical results of Generalized Least
Square (GLS) estimation showed that there
was a significant negative association
between financial inclusion and inflation
rate. Also exchange rate and interest rate
were found to be negatively associated
with inflation rate in SAARC countries.

According to El Sherif (2019) evaluated
the impact of financial inclusion on the
effectiveness of monetary policy in Egypt
for 17 years from 2000 to 2017 using Vector
Error Correction Model (VECM), Granger
Causality tests, and basic trend analyses.
The results showed that there is a negative
relationship between financial inclusion
and the inflation rate in Egypt. It was also
found that a bidirectional relationship exists
between financial inclusion and monetary
policy where; financial inclusion significantly
affects the monetary policy effectiveness,
also monetary policy effectiveness affects
financial inclusion in Egypt.




Evans (2016) empirically analyzed the impact
of financial inclusion on the monetary policy
effectiveness in a sample of 15 African
countries for a period of 10 years from
2005 to 2014. The results indicated that
financial inclusion has no significant impact
on monetary policy effectiveness; on the
contrary it is monetary policy effectiveness
that causes financial inclusion.

Higher financial inclusion allows interest
rates to become a useful policy tool; it also
facilitates the mechanism through which
central banks can stabilize price levels,
according to Mehrotra and Yetman (2014).
Since inclusion allows higher levels of
consumption smoothing, households are
then better able to respond to changes in
interest rates through adjusting their level of
savings and loans. Higher financial inclusion
can also encourage households to convert
their savings into deposits and away from
physical assets.

Khan (2011) agreed that higher levels of
financial inclusion make interest rates a
relatively primary and robust policy tool. As
financial inclusion increases, money stock
starts to be converted from the currency in
circulation to interest-bearing deposits in the
banking system. This allows a large portion
of the economic activity (i.e., broad money)
to be under the control of interest rates.
Khan (2011), argues that bigger the informal
sector is the harder for monetary policy to
be implemented and transmitted, as the
decisions of a larger number of households
andsmallbusinessownerswillbeindependent
without putting info consideration the
central banks’ monetary policy actions.
Additionally, financial inclusion encourages
people to move from a cash economy to a
bank economy (cashless), so their financial
transactions can be surveyed. Consequently,
Anti-Money laundry guidelines can be
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efficiently implemented to the majority of
financial transactions in the economy.

Agoba and Bugri-Anarfo (2017) attempted
to review the extant literature on financial
inclusion, financial developmentinnovation,
and monetary policy. Literature between
2007 and 2015 was surveyed, and key
themes in this field of study, methodologies
adopted, and the geographical distribution
of the studies was identified to be able fo
identify relevant gaps and direction for
future research. The study recommended
that the impact of financial inclusion on
monetary policy using panel data needs
to be assessed. In a similar study, Suman
(2017) provided a systematic review of
recent studies on financial inclusion around
the world, and this review covered several
areas of financial inclusion including
policies and challenges, determinants
and factors influencing financial inclusion,
evaluation and measurement and finally
covered the effects of financial inclusion on
poverty, inequalities, monetary policy and
economicgrowth of a country. Through
this review, it was found out that most of
the studies support the view that financial
inclusion has a strong and positive impact
on the economic growth and development
rather than on monetary policy and financial
stability. Suman (2017) recommended that
the focus of future research and the gap to
be filled should be concerning the impact
of financial inclusion on monetary policy.

From the above mentioned studies, it is
clear that there is a gap that needs to be
filled concerning the impact of financial
inclusion on monetary policy because a few
numbers of studies analyzed the impact of
financial inclusion on monetary policy and
most of them a cross country analysis and
not were applied on a single country.
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3. Data and Methodology

3.1 Data

This study covers quarterly time-series data with the period of between 2010Q3 to 2021Q4. Specifically,
the study applies the following variable for analysis: consumer price indices, access to finance per
100,000 adults, bank deposit, bank loan, lending interest rate, real GDP and nominal exchange rate. All
the data was collected from the National Bank of Ethiopia, Central Statistical Service and International
Financial Statistics. The study measures the effect of financial inclusion on monetary policy variables,
price level or inflation rate which indicates price stability as the primary objective of the Ethiopia
monetary policy. Further, the following tables describe each variable data measurement, notation,
description and expected sign were clearly summarize.

Table 1:Data and Variable Description

Variable Notation Description Expected Sign
Monetary | Consumer Price The general price level in the | Dependent
indicator | indices CI2 country variable
Financial | Access to finance All formal financial access
inclusion points i.e. banks, Negative
indicator microfinances, insurance,

Variable Faccess | ATM, POS machine and agent
banking’s per 100,000 adults.
Usages of financial | Saving Banks deposit Negative
product1 Loan Bank Loan Disbursement Positive
Control | Real Gross RGDP Measure of overall economy Ambiguous

variable | Domestic Product

Nominal exchange | NEERI | Weighted exchange rate with | Ambiguous

rate index major trading partner
Lending Interest LIR Average lending interest rate | Positive
Rate

3.2. Methodology
3.2.1 Model Specification

The main objective of monetary policy is price stability. The measurement of this price stability is the
change in CPl or inflation. The change in price level was regressed against in the two measures of financial
inclusion i.e. financial access side and both financial access and usage and other control variables for
quarterly data from 2010Q3 to 2021Q4. Therefore, the econometric model used to empirical analysis
to measure the impact of financial inclusion on general price level or inflation which is monetary policy
proxy variable is as follow:

'Dominant financial service provider in Ethiopia is banking sector. Specifically, loan disbursement to the economy and
deposit mobilization from the economy through monetary policy instruments to manage price stability. In addition,
the share of microfinance loan disbursement and deposit collection in the economy is small as compared with banks
service to influence monetary policy actions. Due to this, bank loan and bank deposit are a proxy measure for financial
inclusion usage indicator despite coverage limitations exists.
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ImCPI. =B+ B InFI + B InX +¢ ..

Where S, the intercept coefficient estimate,
is: CPI, consumer price indices, F’,
measure of Financial Inclusion an indicators
of financial access and usage at time 1, X,
stands for other macroeconomic variables as
control variables, ¢, is the error ferm of the
model.

This empirical model is improved with the
presence of control variables such as real
GDP, lending interest rate and nominal
exchange rate indices in addition to financial
inclusion indicators such as financial access
point, bank deposit and bank loan. The
specific form of Equation (1) with natural
logarithm transformation form that is used
for performing regression is given by
Equation (2):

InCPL = fi+ f} InFecesy + B, Insaving + f nloan + f, nRGDP+ f.LIR + } M NEER] +¢(2)

Where Faccess, financial access: Saving,
is bank deposit, and loan, is bank loan:
those three variables are proxy measure of
financial inclusion in access and usages of
financial instrument. Where as, RGDP, is
Real Gross domestic product; LIR, is lending
interest rate and NEERI is nominal effective
exchange rate indices are control variables.

3.2.2. Unit root and Co-integrating Test

A time series is said to be stationary if the
mean and auto-covariance of the series
do not depend on time. Any series that is
not stationary is said to be non-stationary.
There are several well-known tests for this
purpose based on individual time series:
among others, the augmented Dickey-Fuller
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(ADF) unit root test (Dickey & Fuller, 1979,
1981) is applied for the study variables.
Engle and Granger (1987) point out that
a linear combination of two or more non-
stationary series may be stationary. If such
a stationary linear combination exists, the
non-stationary time series are said fo be
co-infegrated. Cheung and Lai (1993)
report that the Johansen approach is
more efficient than the Engle-Granger
single equation test method because the
maximum likelihood procedure has useful
large and finite sample properties. The
Johansen procedure uses two ratio tests:
a frace test and a maximum eigenvalue
test, to test the number of co-integration
relationships. Therefore, the Johansen
co-integration approach could apply for
this study due to its advantage over Engle
Granger single equation co-integration
method

3.2.3.Co-integrating Regression Technique

Engle and Granger (1987) noted that if
two or more time series variables are co-
integrated, there is always a corresponding
error correction representation in which the
short-run dynamics of the variables in the
system are influenced by the deviation from
equilibrium. The vector error correction
model implies that changes in one variable
are a function of the level of disequilibrium
in the co-integrating relationship (i.e.,
captured by the error correction term),
as well as changes in other explanatory
variables.

There are several estimation methods for
testing a single co-integrating vector, an

°The study applies financial inclusion indicators such as financial access and usage variables were analysis inde-
pendently in the model. Which means the paper didn't consider financial inclusion index with a combination of
access and usage indicators as one variable due to this limitation the study expect unlikely results in access and

usage indicators from the regression model.
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error correction term. These are fully modified
OLS (Phillips & Hansen, 1990), canonical co-
integrating regression (Park, 1992), and dynamic
OLS (Saikkonen, 1992; Stock & Watson, 1993).
The Fully Modified OLS (FMOLS) estimator
is asymptotically unbiased and has fully
efficient mixture normal asymptotic allowing
for standard Wald tests using asymptotic Chi-
square statistical inference (Hansen, 2002).

The FMOLS estimator employs preliminary
estimates of the symmetric and one sided long-
run covariance matrices of the residuals. The
canonical co-integrating regression (Park, 1992)
is closely related to FMOLS, but instead employs
stationary transformations of the data to obtain
least squares estimates to remove the long-
run dependence between the co-integrating
equation and stochastic regression innovations.
Like FMOLS, the Canonical Co-integrating
regression (CCR) estimates follow a mixture
normal distribution, which is free of non-scalar
nuisance parameters and permits asymptotic
Chi-square testing. The Dynamic OLS (DOLS)
method involves augmenting the co-integrating
regression with lags and leads of the change
in variable so that the resulting co-integrating
equation error term is orthogonal to the entire
history of the stochastic regressor innovations.

Table 2: Results Summary of Descriptive Statistics

To gauge the long-run estimate, we apply
DOLS, CCR and FMOLS. They have the
power to deal withproblem of endogeneity,
simultaneity bias and small sample bias of
serial correlation to

Ordinary Least Squares (OLS) estimator.
The estimators can also be applied to
mixed order of integrated variables in co-
integration framework. Considering the
strengths of these estimators, their results
will serve as robustness checks to long-run
test results.

4. Result and Discussion

This section presents the result and findings
of the analysis. The study mainly looks
the descriptive analysis, unit root result,
co-integration result and co-integration
regression analysis using three estimation
methods such as full modified (FMOL),
dynamic ordinary least square (DOLS) and
canonical co-integration regression (CCR).

4.1. Descriptive Data Analysis

A descriptive stafistical analysis was
conducted to verify the nature of the
data before subjecting it to econometrics
analysis as depicted in Table 2.

Variable Change in CPI | Financial Bank Bank Bank Nominal
Inflation (%) access point | Deposit (in | Loandisbursement | lending effective
per 100,000 | Billion (in Billion Birr) | rate (%) exchange
adult Birr) LES
Notation INF Faccess Saving Loan LIR GDP_G NEERI
Mean 15.87 54.53 24 .45 40.80 12.76 8.58 4332
Median 12.86 41.19 17.53 33.68 12.56 8.59 42.12
Maximum 40.09 160.37 87.34 105.88 14.25 11.40 70.00
Minimum 6.11 3.85 0.40 10.36 11.88 6.09 34.62
Std. Dev. 9.31 48.65 20.06 24 .47 0.95 1.58 7.41
Observations 46 46 46 46 46 46 46
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Based on the results presented in table 2
the quarterly average score of inflation rates
between 2010 quarter three and 2021 quarter
four was 15.87 percent. The minimum and
maximum quarterly inflation rate was 6.11
percent and 40.09 percent, respectively.
lts average quarterly variability or standard
deviation was 9.31 percent. This may indicate
that, fluctuation of inflation though year on
year looks higher as compared with annual
optimal inflation target settings around single
digit inflation level. The descriptive result also
found the mean values of formal financial
access points such as branches of banks,
microfinance, insurance, agents, ATM and
POS machine as per 100,000 adults were 55
financial access points. The maximum financial
access point per 100,000 adults was 160
while the minimum financial access point was
3.85. The quarter on quarter average deviation
of financial access point per 100,000 adults
registered 48.65. The result shows financial
access point per 100, OO0 adults have at
low level as compared with national financial
inclusion targets of 405 access point per 100,
000 adult reached in 2020 (NBE, 2017).
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The financial inclusion usage indicators of
bank deposit and bank loan disbursement
quarterly average values were 24.45 billion
and 40.8 billion, respectively. And maximum
values of bank deposit and bank loan were
87.35 billion and 105.88 billion, respectively.
While, minimum values of bank deposit and
bank loans were 0.4 billion and 10.36 billion.
The control variables in the regression
model GDP growth, bank lending rate and
nominal effective exchange rate average
values through the study period were 8.58
percent, 12.76 percent and 43.32 percent,
respectively. Whereas, minimum values
6.09 percent, 11.88 percent and 34.62 and
maximum values were 11.40 percent, 14.25
percent and 70.00 percent, respectively.

4.2 Econometrics Analysis

4.2.1 Unit root Test Result

Before conducting any econometrics
analysis the first step is testing stationary.
The study used augmented Dickey—Fuller
test (ADF) to examine whether the variable
under consideration were stationary or non-
stationary. The result obtained is displayed
in table 3.

Table 3: ADF Unit root Test Result of the Study Variable

At level 1(0)

Variable At first difference I(1)
ADF statistics P-Value
InCPI -0.97 0.75 -3.04 0.04
LnFaccess -1.54 0.50 -6.79 0.00
Lnsaving -0.71 0.40 -9.01 0.00
Lnloan -2.28 0.18 -12.40 0.00
LIR 0.26 095 -6.02 0.00
InRGDP -1.65 0.44 -5.54 0.00
LnNEERI -0.72 0.83 -4.64 0.00
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As per the results presented in Table 3, it is
evidenced that the variable under the study
were non-stationary at level or | (O) but
stationary at first difference or | (1). This was
supported by p- values of the variable that
were less than 0.05 for the stationary data and
p-value greater than 0.05 for non-stationary
data. Hence, the data was stationary at the first
difference and the variable was satisfactory for
conducting further analysis.

4.2.2 Co-integration Test Result

Co-integration between variables exists if thereisa
linear combination with lower order of integration
than the variables themselves. One of the most
important questions in co-integration is weather
the disturbance term of the co-integrating vector
has a unit root. This establishes that there exists
a co-integrating relationship i.e., there exists a
long run relationship between variables.

Given that all the variables are integrated of
order one (from the unit root result), the study
employed the Johansen test for co-integration.
The test seeks to find how many co-integration
relationships exist, or simply the co-integration
rank.

This test is considered the superior test for
co-integration although it relies on asymptotic
properties. To check the existence of co-
integration in the null hypothesis (Ho): Series
are not co-integrated and there implication
of null hypothesis rejection is that there is an
underlying relationship between the variables
selected. Johansen testing is carried out both
trace statistics and max-Eigen statistics results
presented in Table 4.

The result presented in Table 4 founds that the
combination of monetary variable indicator
i.e. consumer price indices and financial
inclusion indicators i.e. financial access
and usage variables together with control
variables real GDP, lending interest rate and
nominal effective exchange rate indices
have indicated that three co-integrating
equations confirming in both trace statistics
and Maximum Eigen value results at 5% level
of significance. This co-integration equation
implies that three liner combination or long
run relationship exists between the study
variables. Since the finding shows that a
stable equilibrium relationship is present due
to the existence of co-integrated relationship.

Table 4: Co-integration Tests for Inflation rate, Financial Access Point and other Control Variable

Trace Statistic Max-Eigen

statistics

Hypothesized
Number of Co-

integrating

.05 .05
Critical Value for Critical Value for
Trace statistics Max-Eigen statistics

None 200.84 66.84 125.61 46.23
Atmost 1 * 122 B0 49.94 I5tio 40.07
At most 2 * 84.04 36.54 69.81 33.87
At most 3 47.50 25.05 47.85 275
At most 4 2244 13.49 2999 21135
At most 5 8.95 8.48 15.49 14.26
At most 6 0.46 0.46 3.84 3.84

*Indicates at most three co-integrating equation at 0.05 level
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4.2.3 Co-integration Regression Analysis

After conducting the presence of stable long
run relationships among the study variables in
the co-integration test the next steps proceeds
analyzing the main objective of this study which
is examining the impact of financial inclusion in
both financial access and usage indicator on
monetary policy proxy indicatorthe growth of
general price level.

The analysis of this study generated different co-
integrated regression model results as presented
in Table 5. The co-integration regression model
confained three different models based on
the robust estimation technique, namely Fully
Modified Ordinary Least Square (FMOLS),
Dynamic (DOLS) and Canonical Co-integrated
Regression(CCR). All estimation techniques have
superior to ordinary least square (OLS) method
for analysis fime series co-integrated variables.

Table 5 explains the impacts of financial inclusion
through financial access points and usage of
bank loan and deposit, lending interest rate;
economic growth and nominal exchange rate
index on the general price level or consumer
price indices, which is used as monetary policy
proxy variable.

In the table 5 the result of model | (FMOLS)and
model Il (CCR) shows that, there is a negative
and significant association between financial
access points and change in consumer price
indices at 5% statistical significance level. This
implies that, financial access point indicators are
inversely affecting monetary policy indicator i.e.
general price level in the economy. The result
clarifiesa 1% increase or expansion in financial
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access pointi.e., Banks branch, Microfinance,
insurance, ATM tferminal, agent banking and
POS reduces level of price by 0.2% in FMOLS
and CCR. Nevertheless, financial access is not
significantly affecting the level of price in DOLs
model estimation. The findings of financial
inclusion usage® indicators i.e.bank loan and
bank deposit coefficients were not statistically
significant at 10% and 5% conventional level
of significance. While, their coefficient sign
of bank loan is positive and bank deposit is
negative relationship with the change in the
price level in the co-integration regression
analysis this is as expected based on economic
theory.

The model result shows economic growth is
positively related with the change in price or
inflation in all model estimation techniques in
Table 5. The result reveled that a 1% increase
in the real GDP growth increases the change
in price of an economy by 2.3 in the first
estimations (FMOLS) and third model (CCR)
estimation result presented in Table 5. While
real Gross domestic product is insignificant in
DOLS model estimation in conventional level
of statistical significance. Nominal exchange
rate indices are statistical significance positive
associated with price change in Ethiopia in
model | and model lll at 1% level of significant.
However, nominal exchange rate indices are
not statistically significant in DOLS or model
ll. The result showed that a 1% increase in the
nominal exchange rate increases the level of
domestic price in an economy by 0.4% on
both FMOLS and CCR estimation techniques.

SThe insignificant result of the financial inclusion usage indicators could be:- First, due to lack of long time series data on usage indicators for financial
inclusion, only bank deposit and bank loan are considered in the model. Deposit and loan of MFIs and SACCOs could have been considered but data
was not available and the contribution to the economy from MFI and SACCOs deposit and loan is very small compared with banks. Second, the level
of financial inclusion may influence monetary policy in terms of the effectiveness of different policy tools either price based (interest rate) or quantity

based (credit or money supply). Most of the literature stated price based or interest rate policy instrument is more effective to influence financially

included households and enterprises fo access credit and mobilize deposit. However, in Ethiopian case only quantity based monetary policy tool is

applied to influence the economy. This fool is less effective to change the behaviors of financial inclusion consumers. Consequently, financial inclusion

usage indicators (bank loan and bank deposit) couldn’t be able to affect the monetary policy indicator.
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Based on the finding of the study, it was foundthat
7%, 98% and 96% at the variation in monetary
policy i.e. change in price is explained by
financial access point per 100,000 adult, bank
loan, bank deposit, average lending interest rate,
gross domestic product and nominal effective
exchange rate in the three co-infegration
regressions estimations of FMOLS, DOLS and

CCR, respectively.

Despite the dramatic increase in the level of
aggregate bank deposit and bank loan in
the past few years, they have not statistically
shown significant effect onmonetary policy.
This is partly due to the fact that banks
have extremely less focused on household
communities and micro and small
enterprises and highly inclined to provide

the services to large private and state owned

Table S: Estimated Co-integration Regression Results

Variable | Model I (FMOLS) | Model IT (DOLS) | Model III (CCR)
LFACCESS -0.2%* (-2.3) -0.1(-0.8) -0.2%%(-2.3)
LLOAN 0.1(1.2) 0.3(1.3) 0.12(-1.3)
LSAVING -0.02 (-0.9) 0.01(0.1) -0.03(-0.7)
LRGDP 2.3*%(4.2) 0.9(0.9) 2 (B0
LNEER 0.4* (3.4) 0.02(-0.04) 0.4%(3.2)
LIR 0.02 (0.4) 0.06(0.9) 0.01(0.2)
C -10.4* (-4.0) -2.1(-0.3) -10.0%(-3.7)
- ]
R-squared 0.97 0.98 0.96
S.E. of regression 0.07 0.05 0.08

Source: Calculated by authors.

Note: Bracket value of first, second and third model indicates t-value.
*Level of significance at 1%, ** significant at 5% and ***Level of significance at 10%

To further explain the empirical results of the
model, as summarized in tables 5, financial
inclusion indicator, which is access to finance,
has significant effect on monetary policy
indicator i.e. change in consumer price indices
or inflation.This is comparable to results found
by Mbutor and Uba (2013) in Nigeria that
concluded the increase in financial inclusion
supports monetary policy effectiveness.This
indicates that, higher level of financial inclusion
can the monetary fransmission
channel by converting large informal financial

improve
service to formal way and helps policy makers

to make better decision or to support monetary
policy to be more effective.
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Corporates driven by profit instead of
promoting financial inclusion to the excluded
and poor segments of the society. As a
result, usage indicators of bank loan and
saving are most likely to have insignificant
effect on the monetary policy action. This
finding coincides with Evains (2016) who
demonstrated that financial inclusion does
not significantly influence monetary policy
effectiveness.

The regression result also found
economic growth is positive and
statistically significantin the change in
consumer price indices or inflation. This
may indicate that the higher price change
could come from economic growth.




The finding leads, in the last two decades
in Ethiopia the economic growth driven by
higher aggregate demand causes inflationary
pressure and macroeconomic imbalance in
the economy. This makes the monetary policy
less effective because the economic growth
strategy leads to higher price. This finding is
consistent with the (Muchok, 2018). He found
financial inclusion indicator, bank lending
interest rate and GDP per capita significantly
determine the monetary policies of east Africa
countries.

The nominal exchange rate indices has positive
and significantly determine the price change or
inflation presented in the regression table. The
coefficient shows a one percent depreciation
of domestic currency against trading partners
inflation could increase by 0.4 percent. The
result implies that the depreciation of currency
most likely causes inflation.

4. Conclusion and Recommendation
4. Conclusion

As a general note, financial inclusion plays a
crucial role in achieving effective monetary
policy implementation in developing and
developed countries and the higher the level
of financial inclusion would enable healthy
monetary transmission channels to work more
efficiently by increasing money circulation in the
formal financial sector.

The study examined whether financial
inclusion can play role in the effectiveness of
monetary policy in the case of Ethiopia. The
study employed time series co-integration
regression method using three estimation
techniques of FMOLS, DOLS and CCR on the
quarterly data set from 2010Q3 to 2021Q4.
Financial inclusion is quantified using two
dimensions: Financial access pointand Usage
of financial product and services regress with
change in consumer price indices or inflation
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which serves as a proxy for monetary policy
indicator. The ADF unit root test and Johansen
test for co-integration test result confirms that
the variables used in this study were stationary
at order one and have three co-integrating
equations at 5% significance level. The result
indicated that there exists long run relationship
between the combined macro and monetary
variables. The findings of co-integration time
series result indicated that, there is a strong
inverse relationship between the change in price
and the financial access point. This implies that
expansion of financial access points such as
branches (bank, microfinance, and insurance),
agents, ATMs, POS devices and the promotion
of other formal financial products and services
are very likely to increase the effectiveness of
monetary policy by reducing higher change in
price or inflation, which is one of the ultimate
objectives of the National Bank of Ethiopia.The
result also found that financial inclusion usage
indicators like bank deposit and loan didn’t
have significant impact on monetary policy as
measured by changes in consumer price.

The result of control variables also proved that
economic growth had positive contribution
to the increase in the price of the domestic
economy. The result confirms, in the home
grown economy reform agenda, in the last few
years, the growth of the Ethiopian economy
was mainly derived by creating huge demand
through injecting public credit largely to state
owned enterprises.This makes macroeconomic
imbalance and monetary policy action less
effective to control the rise in price.The study
also established that nominal exchange rate
indices rate have positive and significant effect
on consumer price change.This could tell us,
the deprecation of domestic currency with as
compared with trade partner currency would
likely to create higher cost of commodities,
which in turn would cause inflation surge.
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4.2. Recommendations

Based on the findings of the study, the
following are recommended:-

®To implement effective monetary policy, the
National Bank of Ethiopia should promote the
expansion of access points such as branches,
agents, ATMs, POS devices. In this regard, the
implementation of the NFIS is imperative;

®As the expansion of financial access points
alone cannot help to archive the full-fledged
financial inclusion, it should be supplemented by
formulating and offering products and services
which are more suitable and affordable to the
excluded and under served segments of the
society. In this regard, the National Bank of
Ethiopia and the finance sector should focus on
consumers’ centric products and services design
and development;

®The National Bank of Ethiopia should devise
ways to convert the large informal sector to
formal by designing suitable financial access
points and promoting financial products and
services targeting these communities. This
would likely enhance healthy monetary policy
transmission mechanism; and

®The government could give attention on the
exchange rate and growth policy that promotes
effective monetary policy implementation or
healthy price change.
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GTm::“9°F  LavlH?” P9LA® TEE
9°7 9°7 PICT MhPTT Naomd9®:
7°7 CAPNT I°CT N9°7 aoM’y Lavli?

U g-ao- OCP1V
NAFLXEL NP O7h LD A nG9Y,
TG KG GAI° A& AVTTTE 486N TC

LA 90000 AT LV TP
avao\O LOLNINTE PGS 9°n7 01 CI°C T
MafT VTR TFD AT (scarci-
ty) NA9LFLOT®- AG haze NAL TPI°
NAZLAM A%TD AAP@- (NNI° AFNO0,
AVI1D)9°C T T19°LF NAPA- N7
NA?.LanTA: 10 A°AN NATL UIC
Té $90M A NAT FAN NGLCT
aSq LV Mat w1 Shot @L9° NCA
ATt LMAN NN TomT $5
A7 9°C Mat aPA1D Shel
Aq 0CA A%19°%1 PTé ad aTeT

LITavoqi\:: (ItavAdL, A7 UIC

CNLT 990277 ah N7 AG LVUT 210277
9°7 ATl ATmPac®-?  P4ALh
Y07 A?19°1? O8O Aaon G ao04L7?
AANLI® PMC aoAlf A1l LPA?
ATLAD TEE HIN@ 9°AT 290 T9°
TIVNLNN NMI° PTLLENID- I°7L7 107
PO.AD- HAnAGE 9°AT adtOm Nty
Can-tAA:AALPI® N9°MNL YN AL70
9°%7 Lol T? ALAD T L AP L I°
"N ooQim PULLOLATID @07
PI°C Mat AAANEAND 9°CT Naomb9I®
M7 A8LeaNFAN AaopAnd AOA 10+
ALY “9C7 LavlA? ATLAD T PE
a7L TUNLON AT 9°AT A7L71AT
NP TAD 19 L9°9 8 S NPMEL 77
U-ATE®7 TPE A%ING-4T ATI°NG::

2V ZU-§ (TLHIENT OPF “TIChAR ALSP Z°0vEnd AT, avZUE e 1 AT 271973 %.9°)”F The Worldly Philosophers  The
Lives, Times And Ideas Of The Great Economic Thinkers, 7 Edition (1998) 4G 1A% &u-6T N9IMPATH O-APA::
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“WrLt Lol Y UAFE®-  P9CY,
YN AR AT T L (VP77 PLavi-lot
H&7  PLALA: DAL  ATSPID  9°7
PAPAT 9°CT N9°F oomF Lavlt?
ATLA@®-  TPE AT hrhOm  NLA
POLNTAD AL Lavl Y POLAD T
PPeE ovaopn 1@ ALY TP 9°AT
PL.AM@M- U4 MA@ PHLTCE 09
AL, NlavooChH LSPGA: AT°AN TT7
A7 Mat Naome9® AN A2T9°LT
+OA1 NIAN: havddrl: B8 BUT?
Né Pam 1TANTT Noom+b9® NMVAP
aoy1e  LAL? ofh HooSP 707
AS AMNtE Pam- AN Naome9e
L.avl07LAM- 9°AT Agehm N9°N
Y04 N4 AS hosh, ATAC OChT
PLTID CHE@® 1079007 “I0P
aNdAL BUPGA::

NTPA ALTE  UVIC ASSE POLTA
A%l NPT vt AT
PaoEavld @ WTAECrT hoTli7 LAY
0é: Pam AN oome9°(more labor
relative to capital, per unit of output)
ALU7 UNHED NATAEPrH hddm- DLA
SAT N 707 oaom+9°(more capital
relative to labor, per unit of output)
LUPSA: NAPIP° A7L UIC “ArT
Lavl?  ATLA®  9°AT AeohmT
e KA S T PAYAE Y 11 ) I 1 R
n187L UG N @M AT Pho-
SN NA%LS LT AG OATAEPrT
nNOeR, ATACI Chii N7LP0T LK
Phovid H&AT®7 04 PAD-
AN (labor intensive) eom+9° AL
Lao(\C i

AT L79° PAM- DSeAT@- AtV HE
ANLI° NALIL P14 AS NAIALPYT
@2 NPT LN Chavi-lt HeAT @

Nl 9707 52N (capital intensive)
am+9 LPSA:ALY T 24 HIN.-7
"Nl ool 21N U4 PA@-T
CHLTC 0.2 MA0 (NANHE @6R,)
am+9® n7INFA9 AL (@07
Te adP Ot1ldlé. °CT 219°LT
COTAPA: LVI° AT%T KG N7
LONGTA? L2LAD7 9°AT N+TNL A
PI°GL SIPGA: NNV AGA 77 £9°N%
YN AL ANtF@7 RAS TEE
N°9Ne-6-F @ ML G L9°70IC
LUPGA::

“4277% Lavl? NS ® AT TOE
A7 No-Om P9°CH aCT (dis-
tribution of national product) A7%O
UvaAN?  LHA: L AIAA NATE
vic LA CHATE 0.2 @07 QALY
CUNT WIT GATE (Havdag H
AS U'nd 91990 OATILT AN PP
AP TE@m PUNLNN TN LAMm@-?
MATI® NN, L8 ALY LT? ®LN
NI NFT°F? WAL NaN44.C OCHE T
.22 ALIET? meh APATPT?
PoLAD7 AgoaoAn £MA:: AnNYT9°
nag o7 PP T 9°ah N7
N+PHPH NF A%L5¢ APT DN, aohé-t
LPMA? ®LN NPT AhAN, A%LS<
ALTF OO WGEé LACNT CPNN? A7L
At 1@ (FaoAdL PNLT C168TT
DN ALY®D “T0L0N P20 74-
A@-FNOTT  LACNT  LAAA?  @en
A7 NJao- PTONLAN AGA CULEINTN
M N SPT (AN PPMAN?
CAD7 AIRav@ANT 1@ GUI°
AT T LOASA PULADT NPME ATA
AravAn N7
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3. AMOE RAS PPN YN TPEPT
HN@ 9°AT A7 LOAMA?

T WA 2 B 1 PA | D400 bl e T 1 AN T VA A
oM N TEELT AgvavAn L7°
CHALE  TTVNLANT  PTHALE PI°MY,
Y401 OC9YTTF7 (economic system)
CSHLOA: 9N, YN OACST AOA
oMy YNFP TPLLT 1A
APMT  AG AINTINPTT7  299°40
NNl AS  aome9®  NTVNLAN
AT T ++G et AT 104
o248 ACSY T “INT @ (9N
Y0 AL PULIOE héT PS PS
oML YN OCS T (economic sys-
tems) af-:: Paolavl @ VAR PI9°MY
Y01 OC9T (traditional economic
system) A.P7: (LY OCYT hao-+1/
nuae T hr@-AL @L TN NPNNA-T
A TANL PPLLE AP A OALTEY
Novao\n' COALET N4 SPOTIN Al
L° AAS POTAA4GA: NHY OCoT
P0é- N9 (division of labor) AG A%
Poo-¢ hnuAeT  (specialization) OAMA
Pa@P T L7790 N4 (RT S PA:

NATI°  U-A-9° TIVNLNN Fapdag,
ao-¢ AL, NA?LN?1¢- Aaodhg I°CrT
PaoCHN 1N 1o AAPT9C NN
NCIT 9°CT wS 9°CHo1r 21120
LSPGA::

2u7° NNira MNe T AG LT NALT
o CLCIPA:: NV NCHT @-OT hAL
ehmen-t OdE TEEPT o000 T
ha?e  ToAE oL A TOAS
NPNNA0 D ETT @77 QWATATIL AS
+4TCE  (environment) SWPGAN:: “9°7
Lavl? ATLA®- PULAM@: 9°AT $LI°
A P04 ALTF 9°7 LooCt: INC?
PLAD7  Navaoi  hALI° ADT

POLGENT TETCAR AhaN, (environ-
ment) 9°7 A?19°L1 1@ POLovT®-?
PLAD7 NoontA SLPSA: TINT9°
MALTE ACOH ALC NING PABYI® AM
4713 NMNCS HCER o071 LIS
PINCS I°CHT7 LaoCHN  hLI°
OAZE (197 AZ hiNg AB9I> L7
SoAN ATLTINT -

“hW1lt  Lavli? P90 T PP
P00 1@ NPTI Ch@ AG PaTNAT
AT Noomeb9® LPSA 9°n:e-4:9°
LY ¢9°N% YN+ ACYT P A
NGB NM9° 2101 AAPT AN PHa-
TANTT  ATTTH PULEINTN VAP
aoO\LeDT 7L L9717 hh4.T aoTU.f
AG o\ aoALPLPT NF TPI° AL
AATLo-A 1o (Y ACY T Mgt
@07 NaoPr “h977 Laol?” P90
TeE  PMaoAN@D  AALN 990l
N79.A LUSA:: m7é- LING T NCYT
NAILSC AS  L2IUNLON9° €AY+
A tsd APt A9 PULLANIDT
APCF SMPTIA: MG T A h0A
ATy, fhd Nad Ao-@-T (barter)
AT ME7  Nehh@  ATLIADT
AL NATLY 7 A7 €120 LIPSA:
2 8V OCYT 0T L NhdT PN
A7 oo 303 T G V1T AP t+ao(\ it
A @o0NaN AP Agom NAA
NCYT aftth P28 LWP79° NAU-T
oP T No-07 v Mo NFDPF
nAE MG SOTPAAN:UATTF@ PAH
Ahg9, OC% T (command econom-
ic system) A.P7 OHY AC%T hAgL
etmeh-t Otk ool P TPEEPT
Po9.aoAOT TIVNLNN OHFAL (e HE @
PI7UNLNAN PG L4 N9, £ hao@-
a0 AT 0CLAT C10hAP
APE ARG hovdC LUPSA: a3l
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“goy Bavl?t ‘A Lol Y AS
“429% Lol ? LA LONSA:
t U7 AGDLAT® LN AP LHL4A:
NAPS. ool ShaSA: LV L7
H7&9° a0 70t PI9°Ct avd b PP Ty
(MTHANT vl AS CWe+5 FANTT)
oo 30T (199€47  ACTVNLAN: 9°7FF
A% RS AT Lavl? PULAMY
NaoavAD (L.Chd-N, SHLIA: PHHL IO
LCné-O. LPSA hHI® NALS oo\l
®L 9°CT 21N h9°CT N7LA° A77
LWwisr?  POAD TPE (HavAAL
NaAPe LhoSA:: LV NCYT JAan,
POLLLCID MA@ TIVNLAMN
9°7 LLAIA? PULADT (VFahaA AS
NG 9od SFAA P7LA 10 11C
77 ONH V1T AP av it
AMMYV7? 00 TPEPT Agoaoph
Tt ALLCT NHFANAG® 1M P ®-
TUNLON 9°F7  LOLAIPA? PoLAD-7
MoF OAcoFa PI°CH NarHaTe 7
ALantA  tHort@md A ALLVI® AL
ML PULPCNa- NHY ACYT P9°CT
g\ P P Pao 301 NATLU T
WG InI° e L9 N9°18%/L9° N
Po9.04- QALY PI°CT aomy  ghnavl
ndebLaol, 97T L9°H £, \ao Py
°CT7 Aaoe9°C hS M6R,7 Aaodih
Te?1e Tit ALLCT hBATPAI::
AAPII® 9°79° A7, TI0NLON PNCENT
PAV AfA MooVt ACALT ¢-tavlot
NCE? AHo- 00NA APC  LTAA:
AALT" N7IVNLAN: PULANID- 21T PS
ONNHF NCHENT Aooldt STFAA:

LV7° Moo NCET heATT NAL
+aoCF ATSLNAT NThCT M
NCERT? ANIL L Par(IT ANe-C (tying)
GHLIN LUI° TTVNLNN PU184.00107

AL L. h7%M NN7.LL.C10-
AGI-CE: NF ALEA A0
PoYRLNIDT NCENTI® ANE AT M
ANTLLCT7 GTE 2NN hel1a-
NN AG NAAANLAL D6R, B840
ATeHY ALTT AOG-C OHALE VT
(V177 I°C) MA2E o (AINC
raA 9090 BT, LY NCYT AT
TUNLANPE GV POTS7 (public wel-
fare) 292217 O :i0NH V1T
NVHN +L@-9° AG TIA MAA OCET
A TAA:NTHALIS PPLPO AT
vt ndda 072A hiH 01T ALON
(L 2aNARE

PI0ge oo C A.hS 91 AC% T (market
economic system) OO FF@- Phhs o,
ACoYT K2 A7 (LY OCo T bk
TEeLPT AN e2LeTT T NNg/
NP2 A%1@hr 1o L9 210t
“goy  Laol-? TPULA@ TPE IUAT
POLLeTIM N 4MNE@- (entrepreneur)
LT 1o Mg AL UL/
CTmLLm? P7LA®7 £MGA NTGk
ao(\l Pola0l4@7 PIPCT WRY T
LONGA:: nAvr9® Co.av i@
PGl ALY PUlo0NI®  0INg
LUGA:: o0l t@ PI°C ALY
MY aoAl htoat 07LA “A7L T
Lavl?” PULAD P9la0AND- hAL
A7 tmPOA® 276 L MNED-NTTVNLNN-
@-0T OChH PULTIm 9°IeT 1?
N7.A®- VAN AL NgoaoCh'H SONGAN::
TNTI° CO@- DA hoTiiT A7AC NChT
POLTE A1 N1 PO TANT AS AIDHE
NNr M°1PSE P299°% 1 Vw3 Oé-
4ME@- (entrepreneur) SMNGHN::
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nALI° ALMT LONSA TI0T9° -
M7 AS KIS PO@- USNT N714SET
P9l NE? LavCAAN:: Naogld®
‘077 Lavlh?” PULA®- ATLONID- £7
I°CT 717 LANIPA? P7LAD-7 Navh A
LGN GUTI MLD LONTPA::
A7°an NNM72° +HPH NPT AN, P7.54
A2F W EOCT SAP Bh 7 NATLEANT:
St ACLLePCONTFO-  PAA PO
Navid N FPLE NATLPT NAH AhAaN,
PoLLN®-  Bhk BPSA TN o
NAPYI° Bht A7TF Rovlt? PULAG-
TeE NNE FavAh A2 TN -

ALY AL 2734 POLLNLAID NA
Me 1o Mg Nt 1 (C1TIE 90
eo°CtE  G91T)  AS  Aar (9°CE7
n9°LT)  POLLLCH T LC&C/NT
- ATt g Po LMOGA
YN BT AT/ ATE 0MTPA AF LT
Po.a0l4® 7 PI°CT h@1r Lovi-lol
H&®7 AG A%T7 LOALF?7 CTLAD7
ATONSAT 2N 1o gV NCYT
hat ahso OWCoYT L7LAP D PHTTY/
A7 e2°M Y0 121 n°70mne
10 AT WTT/ACTET ARTE 9°CoT
AT ASETo PHLET 9°CT PO
NooghaoC AKI°CE PEANTT I°ART
CARTAN  AI°LEI 27 I°Cl h9°CH
AGZTET NP4 TC47 SOANOOA ATE
AL Al Phahs?l OWCYT P70l
PI°CT a8l av 0T hLDNTIC::

PHY OCYT PS N CHIT? PN
Y0 92T 09T he s G
h75%.L00C: NI4T TCFT AS 107
ALY 1@+ (LY PN YN OWCYT
a3t 9290 WLt PN N3 R 7S
PAD-9°:: BARTIN Cao 30T 1S WIT7
nu1cC O-0T 1TANTE AS Hé-é VT AS

22C%T7 N7I0hNC aohAhA: haa UIC
P0Y.a0My PP+ avaopt AG PRI
LT AT aot T1L01T AL
NF LOASA TN 10 711C 77 LV9°

ACoT Pl ST AN P0g
aoC ahe OCYTT PTUHE 9°U-6F

NPst 2210901 1 724 HCR:
ao-f FirdET POLLLCID HCE AL
Neo P’ ATVNLAN  ANdAL PP
TUNLANLE V7 POLEATT PN
Y0 HCET (A9°AA Chnién 1L
aoy1&: FIUCTT MG WG ap(A
HCEST) AL ALATIS NATLTA (U4
Pao(\lt NI AT NooemC
e LA T ALONTA STAN LAA:

N+ten2149°  ¢ME  aoC  hbhT,
ACS T N770N0L0N AL £79.8CN 1517
AN, AA?ILLCT CanN. NanTT AS
N2 aoAnI~Fm- Lo70NLAN  AGAT
AL PLLCAMT 141 (negative ex-
ternalities) h<?9°1 OGA°7£010 CanhaN,
aoi(- 7 AN BAN::

NAP1° N9A9° AL GA49° PIE aoC
eI YN OACAGT A LI° av-A- hao-p-
PAaH P9°N% YNt ACY T aoh-tA hAL
Ctme -7 TUCT AATLLeOnTA hng
aoC N\CYT aoAhov-7 @78, U-9° ha'H
goeay YNt AC%Yt mThe 17

£ hétE NCYT AT EN:
LV PLT AhS. OCYT (mixe-

deconomic system) ©&0AA:: £v
ACIY T Aao 709 AN HCH9®
7.9 LAMA:: ALY avOlt ao 70T
ATUNLAN O TP N7LAar
HCET AL A°AA A7L HI9°UCT:
MS AG o0l AT AL 9o
1N>E 7.907 LOTNN: NATA¢
P20 HCE Os 29N 10 HCET
AL CAT4A 7N 1o HY ACHT
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a v hmehT NCET  hovd4-
N42C A70- HCE: NHAL AT°T 7 AP
PETTC (regulation) aS A OCIT
NeoHCO T WIT7  hhANdAL  PI0f
AHOH  ShADAA:: 0 T602749° oo 30T
AT 2770042 POS (social welfare)
AN ROAMA: Y OWCYT Mau-T-
wo - N9A9° AL A~ N VT T
s 215N ARYE (AL AT U1
P20 HCE A6 hao 7200 1evF (L.J-8
NAANT VICT L79° Coo 70T A6
N0 HC& INNt 2P0 hNPI°
NA7& a7 VLT Lo 30 916G
N7 Lo70Ne- PG (social welfare)
AN APCOT AL NF LOASA
NAAT VT L29°  A°T0NLAN  (és
TPI° P.0M aoNLA-ATTTF T TIPLA
(AT13R aoP7) AL NF LONGA:LVT
OCYT P9 E  9°0-¢7 P29 CNT
T Coo P AG P20 HCET £CA
N-Fand oo OATISFEN oo 0T
PHHN 9N, YA &CHT ATS.00E
N?9L47 NE HE oL AH 9°0% 91T
AC% T N“IHao9® P9°C T N/ aTit
CantaAN oL 1@

4. “LNT TF” 100 ArLT?

nAg P40 897 AT 9A°Y
“LINT  Tr0 1”07 NYA
ho°mN Y01 A0 HCS ATAC £AD-7
TCT9° A%IMNG-CT AN TLCT 1o
Ctmedt ok aoO LS P P9 AT
TLLLT Nad-k P9°NL YN ACHT
AT T 9PAT ATLYLETT  AapSOn
PRGN ATPAN NFTHAP AT (feu-
dal system) N9%.a0é- VIC THY AOOE
T LeLLT TG FaHH 478 A'H OCY T
Naoqm- 9°%7 w7L%%00l1F Wil T
AT ool AS AT WILN.avlt

LOOSA:: 790 T9° NAH P9°MN YNt
NCY T a0 30T A7L79.0010- “10T
10 NATHLY ACEGPT @-0T ovd 70
ATE “CTNG TN ALPIIC: 9N L9

eoeCT NCYE NP TF 0Nk
AT Lavd-dN RTE MNTTE @AY
NA71LmN7:  ATRLMI  OATSTE

V1T AP e WIT At
nre PPCHTT ArsSmean- N0k
AfNlhaohhi LLCAN:: N7°an,
NUE-F7 M Hé-@- 1) 0103k 0
A3 L9° DALY N0 b ME aoMAG®
Y1 aom+e9® LhAhd A7LINC Fén
L1LSA: 0ArT® MY OCYTT
“CINE  Tr 10" PULAD- NUA
ACOS PA@-9°::

"IC 77 LG YO UL hAL
AaoPPh A7LHPhié® NNE oo
AhSo,  0C% T (market economic
system)ad£9° NPLT AhSo1, NCYT
Madte O-NT 10 NN aoC h.hS
AC% T Oohk ool P9°NE AT
TLELDF Poa0A(T PHTE “TUNLAA
CAT AL Navoohilr NAPT A AL
Ik ‘9 Ravlh? RIS
Lavl1? hS ‘N1 Lavl 1?7 ATLAT
TLeLPT AT OVET/LMNMET AhI°L-E
ean TP 0P QA N794¢-
A8 LovC T AGLCIPAT: (T (AT
ATPETATT ONTPA A PI°TLAI0-
nNait SAP Fhnt hP1: CThd 7
PO NINLOT he N91LLD WT°eET
That  A18.L00CT (FHH  ALP7
nreoe AN PAT:: N-+avAq L,
NNCENT LAP aoH hdNT7 hI°LE7
Aoo<H  1TAA PO Nevhd oo
h°Ct Ar8LPCN A AL TN
NP2 a%78'rl ASHHPAT: AAUPI9®
NV ?0° ACST “LMNG 71" U
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9Nt 1@ aod TN POLANIDT
h7L791.e0aoC T A7L71.00¢ LI mPA
A”Ah  0HALE 114 (U167
BLI°CE) NPCNTrT  AooHIN®- PULTT
Paén YNET aMSE 11231 vH?
AS NPOTTT AdHINLED AOSTo-
ATE NNe NCYT ool NG AS
NAPCOT AL Navaohlr  ANTASI°:
AAY9° NNV ACY T WIT PoL3% 1
A7L I°CT a0l g NF 10 ATe GATT
T £ SN T 7 A%179A T TG
ATENT @ hLLAT::

“CMT Tr” 1) LA NAAA
A78.806-4- N7 NPCH hhCS OC +£LH
PrHh0tT@7 ARG PhAeIon,  oo(idT
SN SN AG AU CANTTT PN
LLE TN OO aoAn9° 1@ Aao P
NH.L7 1H Ah hCS ®L VU1-T7 77210
NA9°7 AVHN PATS Pha®rsn, oo(ids
SN A8 PCAN NA°SFE AS N4ALD-/
LING@ aohpA PINl@- 00T 907
MC? AUN? AN OLCTT @L U16-T7
M OO PATRS Pa®rm,  oo(LY
PN PO AGPN (TINTI° ADLCTT
har 0ok e gu G oot
AT8PCNNT ATEANI07 PPLA aodAniT
APE/ 70 2700400 AAI°E HCS:
NP2 Nh-A aoAART ANTANL) hI°e-F
HCG9° ONPL0AT TEE av(lr 9°Cok7
A tm P N4 71PLAN Cavl:: LYI°
°CE U147 UN ATLECTAPAPD:
nLl1: ntodtr M 0pA 77 -
A% e APE 2700400 NP he+d
PGATT oomT NH 9°C GAavll: hS
TUNLOANI°  WADLCTHT  LA@- 770
LI°C PIO® APMLL 'LL AG NPCN-
NMNe AL AN ANE o3P FA
A TI° LING D/ T AUT CICLANID-
PARS CheTom, av(\LG BN ALP7

MA I°CT NooP PhRS Pherem,
ao(idE  BHNN I°CTVUT OLAA
HCe: AlC P70 9°Ant PO Nh-A
070 HANG PI°C-E APCOT N0L AL
15005007 KL TINT 10 (HVI°
aof\iv LT @ THATET hOC::

5. "ImPAf

NTPA NATL  2TV0LO0N “L7NGF
IO 10 CINT ATETAN hHéan
0. “7uNinN o-aT ¢ aCot
(*L&T My YN ACY Y
MI°C) ASC 7L 1o e hivh
g  Atmeat  TEEPT  9CAT
POLAM@ AA AMA AT GATT
AS APCOT ALIMMon.  CFAM::
A°An 0L NCYT havh hé, 1T0+7
@ VAT PTG LD (G hAFI°
aeg NF LIPSA °n71fE9° (ads
a1 e +7 PPIH2Cm NG
@mLI° 48 A7 NATLTA: NAP19°
o1 AL AIAU- ALY C1GA PO
ANGANU- ALANT N6V NV IPD-
ME N ASTI°: TIC 77 NL7N
eIa04t e NG T ha R
POLLATTT I°CT hS WIATNT7
A5 et CHT PO
NooghhooC SN T@7  ao70AKX
ANLT®  PTIRLNTTT  9°CT/
AMNDN T AL E T 274
néar L29° Porm7 N29@-L &
THEVIT® 7 1401 BTAN:
AArY 0f ooC OCEYT WIAT
PI°CT ovOLe NF AL GATT
AT @ AG 7 SN T o7 AICh T
POLLNT DALY AT°STT A7 710
THHF @7 ALnNG BTNIPSGLTIN:: 07
M A9 “LING T 1o
TN LFAN::
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C4% TNNL

n4- 1NC Al MW@ AdhA
Hée AN4S T'e @ 11D
A7L T1NG €Ch PT he 771794
ANSTNT U LU THCH
AT 7400 ALAT £A@ hiéhh
I°7 £LCI0N avil Ad.C hANN
A@1T7 TGIC S NG WS
+N4 1V a0 NA AENCOE
A9° 1 L7 S Aol 514
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V+sd ool GCS HNNL
PO@. ao@-LL AT vooao- AMG
ALHY 0L ALS LD COT £71.£05G
At O@ MM PRAG am6m, 3@
I°19° A h&mPao @ NP h1LNAD-

afv 0+a
NATE1ETE NS TN G W0
ATHBLC 82en1bT
P e Ndué-P N7h
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CAPITAL GOODS FINANCE COMPANIES

No Name Of Company Address Phone Fax

1 Waliya Capital Goods Finance Bahirdar 058-2206780 | 0582 205 342
Business S.Co

2 Oromia Capital Goods Finance Addis Ababa 0115-571307 | 251-0115571411
Business S.Co

3 Addis Capl'FaI Goods Finance Addis Ababa 0111-262445 251-0111263479
Business S.Co

4 Rebub Capital Goods Finance Hawasa 0462125191 | 251-462 125170
Business S.Co

5 Kaza Capital Goods Finarnice Mekelle 0344400085 0342 40 00 84
Business S.Co

6 Ethio lease Ethiopian Goods Addis Ababa 0116393397 = 0116 392 730

Finance Business S.Co
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NBE MFI No.

001

002

(0[]

004

005

006

007

008

009

010

011

012
013

014

015
016

017

018

019

020

021

022
023
024
025

026

027

028

029

Name of Institutions

Telephone No.

Fax No.

Yegna Microfinance Institutions S.Co

0911318756 / 091202835

Dedebit Credit and Saving Institution S.C.

034-4409306 / 0914702214

251-034-4406099
251-034-2400208

096619611 GM

Omo Micro Finance Institution S.Co. 251-046 - 220-20-52
046-2202053/ 0462207384
0118952389/90/91
Gasha Micro Financing S.Co.
0911240437
0116463569

Vision Fund Microfinance Institution S.Co.

0911211823 (GM)

251-011 - 6293346

SidamaMicro Finance Institution S.Co.

046-2200850 / 0462206151
0916836687 (GM)

251-046 - 2204704

Africa Village Financial Services S.Co.

0116532052 / 0113204732
0911296401 (GM) 0913113446

Buusaa Gonofaa Micro Financing S.Co.

0114162491
0911223679 (GM) / 0912017087 (FM)

251-011 - 4162501

PEACE Micro Financing S.Co.

0116678059 / 0911219506 (GM)

251-011 - 4654088

Addis Credit and Saving Institution S.Co.

0111572720 011111512/13 0911406174
(Gm)

251-011 - 1573124

Meklit Micro Finance Institution S.Co.

0113484152 / 0113482183
0911318625 (GM)

251-011 - 5504941

ESHET Micro Finance Institution S.Co.

0113206451/52 0911677434 GM)

251-011 - 3206452

Wasasa Micro Finance Institution S.Co.

0911-67-38-22 / 0113384133

251-0113679024

Benishangul-Gumuz Micro Financing S.Co.

057-7750666 / 057-7752042
0911951484 Gm

251-057 - 7751734
251-057 - 7750060

Kendil Micro Finance Institution S.Co.

046 1105952 / 3831 / 5663

251-046-11015

Metemamen Micro Financing Institution S.Co.

6615398/6635801 /0913460432 (GM)

251-011 - 6186140

Dire Micro Finance Institution S.Co.

0251129792 /1127072/1119246/47
0911353890 (GM)

251-025 - 1120246

Aggar Micro Finance S.Co.

6183382/3104 0911689457 (GM)

251-011 - 6183383

One Micro Finance Institution S.Co.

0911658497 (GM) / 0911169263
(Finance GM) 0911418280 (Aster)

Harbu Micro Financing Institution S.Co.

0116185510 / 0911512633 (GM)

251-011 - 6630294

Digaf Micro Credit Provider S.Co.

0112787390 /2782252/ 0910-27-52-34
0911936785 (GM)

Harar Micro Microfinance Institution S.Co.

025-6663745/025-6664078/0912401911

251-025 - 6661628

Lefayeda Credit and Saving S.Co.

0116296976 / 0118237179

Tesfa Micro Finance Institution S.Co.

0115526205 / 0911831882

251-011 - 5512763

Gambella Micro Financing S.Co.

0475511250/0475512252 / 0917823153

0475511271 / 0475512390

Dynamic Micro Finance S.Co.
(Approved 23/03/09)

01155491585540390 / 0915766908(GM)

Somali Micro finance Institution S.Co.

0257752122257-756976/77
0915768505 (GM)

0257780462

Specialized Financial and Promotional Institution
S.Co.

0116622780 0911625576

251-011 - 6614804

Lideta Micro Finance Institution S.C.

0914788554 0344450064/32

0344452829 /0344450383
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032
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044
045
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047
048
049
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Name of Institutions Telephone No. Fax No.

Nisir Micro Finance Institution S.Co. i D s 2 305/1250
0911059722 / 0911875165

Adaday Micro finance Institution S.Co. 0342405095/69 /0914749064 0342405217

Rays Micro Finance Institution S.Co. 0913386180 496/1110

Afar Microfinance Institution 0913399644 0336660748

Kershi Micro Finance Institution S.Co. 0118 721106/02

Debo Micro Finance Institution S.Co. 0911758872

Sheger Micro Finance Institution S.C 0113 698998

Yemsirach Micro Finance Institution S.C 0118312404

Grand Micro Finance Institution S.Co. 0912116101

KAAFI| Microfinance Institution S.Co. 0946877364

Sahel Microfinance Institution S.Co. 0252789263

Gogiba Microfinance Institution S.C. 0911951484

Wallet Microfinance Institution S.C 0912116101

Tana Microfinance Institution S.C 0911153087 /0912974550

ELSABI Microfinance Institution S.C 251116732829

NEO Microfinance Institution S.C 0911805994

Yeshewa Birhane Microfinance Institution S.C 0911645046

Awera Amba Microfinance S.C 0916823282

Amel Microfinance S.C 0911707269

Akufada Microfinance S.C 0988999996

Marchuwa Microfinance Institution S.C 0911763263

Semien Microfinance Institution S.C 0914107403
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