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Abstract  
Production cost control and management in industries are central to organizational 

sustainability and profitability. The purpose of the study is to reduce the cost of cement 

production by using operational excellence concepts on the problem identified on Habesha 

Cement SC; a description of the problem is the increase in product cost. In HCSC the production 

capacity was below target 54%, the energy cost was 50% of the total production cost, and the 

raw material used above ranges 1.65 to 1.75 per ton of clinker production. Based on data 

collection method, secondary information was the basis used in the study. In this regard, data 

collection is focused on direct cost, and indirect cost, which were direct relation to production 

cost. The system dynamic model tool used to structure the model, to run simulation and to show 

the behavior of production cost; the data analysis, presentation, and interpretation based on 

product cost results on the model. In this, the scenario analysis was used to show the production 

cost in what manner has relation to the input variables; when input variable reducing on direct 

and/or indirect cost, that have been done we have seen as well a reduction in production costs. 

Accordingly, the initial cost, on direct cost (core cost): 10.5 million birrs for supply chain and 

logistic wastage, 57.03 million birrs for production wastage cost and 2.64 million birrs for 

energy loss; on indirect cost (operational performance): additional cost was 1.92 million birrs, 

and 0.0043 million birrs was human resource; in these condition, the production cost was 40 

million birrs. Reducing the cost of these inputs from the initial value; Supply chain and logistics 

decreased towards 4.5 million birrs, production loss to 30 million birrs, energy loss to 1 million 

birrs, additional cost to 1 million, and human resource to near 0; production cost reduced 

towards 15 million birrs. Moreover, the validation tests have performed based on historical and 

simulation data. Among these tests the parameter evaluation has taken as one in the study, which 

was mean error test, the result which was by comparing the historical and simulation output; in 

these, the average percentage error is less than 5% validity test in the literature, and this study 

mean error test result is 3.5% and this indicates the model is valid. Finally, to maintain and 

improve production costs in cement factories, the company must emphasize product cost 

challenges and work hard to achieve the goal of the minimization of production cost. 

Key words: Operational Excellence, Production Cost, Cost factors, Direct Cost (Core Cost), 

Indirect Cost (Operational Performance), System Dynamics, and Scenario Analysis.  
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should be regarded as a management philosophy; a set of principles and behaviors that guides, 

encourages and supports managers and partners for future sustainable development (Mohammad 

et al., 2009). 

Operational excellence in the study has seen the growth and the development system based on 

Lean management and achieve sustainable continuous improvement. Lean management is 

establishes new "rules" to enable and support management movement successfully compete, i.e. 

waste disposal and increase productivity. While, these are very important to ensure the growth of 

companies, but they are not enough. The concept of operational excellence developed over time 

as a core the basis of the philosophy of continuous improvement. Most of the concept of 

continuous improvement focus the need for the client and staff to identify and correct problems 

should be part of translation. Operational excellence is more than easy concept; it is a philosophy 

that has a strong impact on the level of operation on competitiveness at strategic level  

(Naftanaila, I., Radu, C., & Cioana, 2013). 

An integrative model selected and used in this study, which was system dynamics that helps to 

support operational excellence improvement concept in manufacturing company. An integration 

of OpEx with system dynamic model tools were an easy to define complex problems. Forrest 

(Georgiadis & Vlachos, 2004) in the early '60s analyzed the SD approach as a model, simulation 

method and introduced long-term solutions to changing industrial management problems.  

Operational excellence in this study used and showed how to reach the overall performance of 

operation improvement technique by reducing waste in each functional group of firm that crate 

sustainable growth of company. While system dynamics is simulation model that helps to define 

complex problem to support OpEX with run the model simulation. The model result can be 

checked with different validation test method to make confidence and soundness of the system. 

Therefore, the system dynamics model in this study can be applied as a tools that easily integrate 

with OpEx to define problem in length time and sustainability of OpEx.   

In recently there have been a significant incline in production and other functional facets cost 

incurred in cement companies. The purpose of this study is showing the factors that contributed 

to the rise in production cost and how to solve this dilemma by using cost factors, to minimize 

cost of cement production.  
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The researcher surveyed the production process of cement factories in Ethiopia. In this has seen 

poor coordination and ineffectiveness that lead to increase production costs. So, this study shows 

companies can be saved from economic failure by identifying the main sources of cost and 

adjusting the process. 

This research includes a review of similar studies, discussing their contribution, identifying the 

causes of the increase in production costs, the methods used to solve those problem, and adding 

contribution with having seen the gap through. It also showed there contribution in cement 

factories how to minimize cost of production by using cost factors with the method used to 

achieve minimization. 

The focus of this research is on Habesha Cement, one of the cement factories in Ethiopia. The 

factory produces 3,000 tons of cement a day. The company is in the medium cement category 

according production capacity among cement factories. 

The study arranged on by define the problem statement, research question and objective of 

research; literature review and the method used; developed the gaps found from literature and the 

study area; designed a research process,  method and model; data collection; data analysis; 

interpreted result and discussion; finally conclusion, recommendation and future work.  
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1.2. Statement of the Problem 
Cement is the main ingredient used in the construction industry. Cement consumption is directly 

related to economic growth and the improvement of the living standards of the society. The 

nature of industrial, the high energy and capital intensive, impact large investments that require a 

long-term view of finances and returns. In addition, cement production and consumption are 

largely dependent on economic and construction cycles, and as a result, operating costs and 

revenues are volatile (John, 2020).  

The number of cement factories in Ethiopia has increased to 20, of which 16 are integrated 

factories and the rest are milling. By the end of 2014, Ethiopian cement factories have a total 

production capacity of 12.6 million metric tons per year. For 2015 to 2025 Ministry of the 

Federal Democratic Republic of Ethiopia (FDRE) has developed new strategies to lead the 

industry growth of the Ethiopian cement industry; consumption of the country's cement to the 

end 2025 is expected to be 19.97 million tons required capacity 25.16 Million tons. Moreover, 

the energy cost for Ethiopian cement firms accounts nearly 50 to 60% of the total production cost 

structure as contrast to 30 to 40% of global standards (FDRE GTP, 2010).  

In cement production, most material consumed is limestone, which is more than 60% of the total 

mix ratio raw materials. In Ethiopia, cement factories, this material crushed into the required size 

and then transported with the belt to the factory stacking pile with proper control of spillage 

material. The limestone transport at Habesha Cement Factory is prone to waste because it is 

more than 70 kilometers from the quarry to the factory. Since of this, and due to lack of 

performance, the production input data shows that it is out of standard by more than 1.65 to 1.75 

tons of raw material to produce 1 ton of cement. In addition to this, energy wastage is more than 

the set standard production in cases of repeated failure, owing to the fact that the heat in the kiln 

system keeps on running without production during maintenance time. Moreover, HCSC the 

production planed of cement average two years 819477 ton and actual production was 445437 

ton. It is indicated that the performance of production was 54%, and under the planned volume. 

The problem statement of this research paper emphasizes Habesha cement factory faces high 

production costs, with the relation of low production performance, 54%; thermal and electrical 

energy greater than 50% of the total production cost. The multi-dimensional gaps observed lead 

to one result, a high production cost of cement. These gaps have led to the social-conflict, case of 
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dust mites during the transport of raw materials, the loss of raw material input and material 

imbalances in the production process, energy wastage due to running machinery and keeping the 

heat up without production, prolonged maintenance, lack of management commitment, and 

absence of staff participation in the reduction strategy. Hence, this research paper addresses and 

uses operational excellence as concept for improving the overall performance of company by 

minimize production cost for cement by integrating core factors with different functional groups 

of case company HCSC to clearly define the hidden points that need to be indicated to cost 

optimization. 

1.3. Research Questions 
 

1. What is the role of core costs in total production cost of HCSC?   

2. How does the impact of operational performance in total production cost of HCSC?  

3. How does integration of OpEx with core cost factors and operational performance to reach 

production cost minimization of HCSC? 

4. What is the outcome of using integrative model of core cost and operational performance in 

HCSC?  

 1.4. Research Objective 
 

1.4.1. General Objective 

The main objective of this research is to develop an integrative model of core costs and 

operational performance to minimize cement production cost at HCSC.  

1.4.2. Specific Objective 

The specific objective of this research paper is: 

� To indicate the significance of cost factors in HCSC functional groups. 

� To identify core cost factors for minimize production cost in HCSC  

� To show core cost factors that are contribute for minimize production cost in HCSC  

� To show the relation of Operational excellence to integrate core cost factors and 

operational performance to reach minimization of production cost. 
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In this study, the core cost drivers took as direct cost and which has a major impact of  

production cost.  

b. Direct Manufacturing Labor costs 

Direct Manufacturing Labor costs include all manufacturing workers who are directly related to 

the product that how it works in the process and then monitors the finished goods in the economy 

(Horngren et al., 2015). To convert raw materials into finished goods, men need as inputs, and 

these called labor costs. They are an integral part of a product or service.  

c. Manufacturing overhead costs 

Manufacturing overhead costs are other than direct material and direct labor cost which are not 

clearly associated with specific product are manufacturing overhead costs. Overheads include the 

cost of indirect material, indirect labor and indirect expenses. The major category of overhead 

costs is operation overhead and general administrative overhead. Manufacturing overhead costs 

are costs incurred in the factory for production of goods and services. These include all indirect 

material like grease, oil, cost of tread etc., indirect labor like salary for factory managers, salary 

of warehouse man and indirect expenses incurred in the factory such as rent for factory building, 

power and fuel used in the factory, insurance of factory building etc.(Horngren et al., 2015). 

In this, operation performance cost indicated in the study indirect cost or overhead cost, which is 

indirect relation but significant. It has medium contribution of production cost, even if, this cost 

under indirect cost but in some manner has relation of production cost. 

2.4. Cost Minimization 
Manufacturing organizations face a strategic dilemma between accumulating revenue and 

decreasing cost to enhance profitability White Paper, (2010), Profitability defined by Lucey, 

(1994) as the excess of revenue and cost differences and a company with a good cost structure 

has a higher chance of attaining its profit target. However, what most seem to miss is that cost 

should be controlled rather than reduced through unscientific methods, resulting in low quality 

products (Cooper & Slagmuder, 1998). To correct this slight and reduce cost without docking the 

quality and performance of their product, manufacturers use a method known as cost 

minimization. Cost minimization is a financial strategy with the purpose of achieving the most 

cost-effective way of producing and delivering goods of a desired quality. in cement industry 
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2.9. Conceptual framework of The Research 
The objective of this research is examining production cost management practice for reducing 

production cost in manufacturing company. The cost optimization in manufacturing company 

has challenge internal and external factors, as listed by Elaswad et al., (2019), such as cost of 

labor, and size of capital investment, plant location cost, ICT cost and capability, cost of supply 

chain, and smooth energy cost. For this particular research, the researcher would identify the 

general problems that have challenge of cement production cost minimization in HCSC. As 

described above, these challenges cross other multiple specific problems and cross multiple 

production cost processes. These are supply chain and logistic costs, Production and maintenance 

costs, energy costs, quality costs, financial costs, marketing costs and human resource 

management costs. The study formulated based on two major dimensions of production cost 

minimization tasks namely direct cost (core cost drivers), and indirect cost (operational 

performance) which is direct relation to production cost even if it in under indirect cost 

(Horngren et al., 2010).  

The concept framework of the study is based on financial accounting cost method, which is 

production cost can be calculated on direct and indirect cost which is direct relate to production. 

On this basis developed production cost is the function of core cost drivers (direct cost), and 

operational performance (indirect cost) concept developed based on Cost Accounting book. The 

term cost allocation is used to describe something of a particular cost object. Cost allocation is a 

general term that includes both (1) tracing direct costs of cost  object and (2) indirect costs to a 

cost object (Horngren et al., 2010). This is deficit in figure 1 below 
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Hence, the research answers the dedicated research questions mentioned in chapter 1, using the 

following research framework expressed in figure 3 below. 

 

 

Fig. 3. Research Design 

3.3.Research Methodology Approach  

To conduct the study and achieve the desired results, the following methods/approach are 

suggested to be used, these are stated in research design structure. 

x Literature review survey: The survey includes Production cost minimization system of 

different manufacturing company with in identification of cost factors to answer the 

question such as what are the cost factors companies selected, what is the relation of cost 

factors to production cost and how cost minimization companies are taken.  

x Data collection 



24 
 

Data collection is an important stage of research to answer research questions. In this research, 

data collection take in both quantitative and qualitative nature. Data collection is done from 

primary and secondary source of HCSC. 

x Observation  

In this study, observation is taken as a way of data collection with having observed a company 

process and wastage cost in the process line and sub system. 

x Integrative Model 

The researcher used appropriate techniques and tools for the analysis and presentation of 

findings obtained from the primary and secondary sources. In this research simulation model 

used to analysis, presentation and interpretation with using system dynamics tools.  

x Scenario analysis  

The scenario analysis is showed the way in how much the production cost various when 

increasing and decreasing the variables in the model. 

x Validation test  

Validation test is helps to checked the validity of model with the comparison of historical and 

simulation data. 

x Report Writing 

In general, the presentation and interpretation of the analysis mainly involves comparing 

scenario dynamics model, including tables and graphs. 

3.4.Sample Size  

The sample size selected in this study nonrandom and performed on the case company of HCSC. 

The researcher working in this company and took this as an advantage; which makes it easier to 

access information, shortens study time and reduces costs. In addition, the study sought detailed 

data; it was difficult access detail requirements of data in similar companies; in this case in the 

select company hoped and found better data, for solutions on the problems described. 
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Fig. 4. General System Dynamics Model Structure of the Research. 

3.6.1. System Dynamics Model Building Block 

The dynamic model of the system is the basic building blocks of stocks, flows, converters and 

connectors c. Stocks represent physical and non-physical accumulations, flows represent actions. 

They transport quantities and can be changed immediately. They occur over time and are used to 

fill or drain collections. Connectors, represented by arrows, are used to establish connections 

between different elements of the model. Contains information that can be used as input for 

decisions or actions. Converters are represented by graphic circles, handles for performing 

algebra with graphic and built-in functions. This represents the image of the construction block 

below figure 5. 

 

 

Fig. 5.Model Building Block 

 (Source: System Dynamics Model for Sustainable Cement and Concrete: Novel Tool for Policy 
Analysis (Nehdi et al., 2004). 

3.6.2. System Dynamics Positive and Negative Casual Loop 

All dynamics emanate from two types of feedback loops: positive or self-reinforcing and 

negative or self-correcting loops. Positive loops tend to reinforce or emphasize anything in the 

system, whereas negative loops counteract and opposite changes (J. Sterman, 2018). This is 

expressed in figure 6 below. 

Process
Input Out put
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Fig. 6. Positive and Negative Causal Loop 

 (Source: (J. D. Sterman, 2000) 

3.6.3. System Dynamics Model Structure of Production cost. 

In this model diagram defined with system dynamic approch on production cost in HCSC which 

is defined input parametric, stock and out put variable. The input parametric contains core cost 

drivers, and operational excellence. The process contans the stock which carry the level amount 

that indicates the amount of production cost. The output contains to define the result of 

productivity and better cost in the system. This is expresed in the following figure 7. 

 

Fig. 7. System Dynamics Model Structure of Production Cost. 
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3.6.4. Casual Loop Diagram of Production Cost 

In this model using casual loop diagram of system dynamics to show how feedback loop is used 

in operation production cost. This loop contains two-closed loop such as core cost derivers loop, 

and operational performance loops. The casual loop diagram expressed in figure 8 below. 

 

Fig. 8. Casual Loop Diagram of Production Cost. 
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x The existing production cost system of the company was studied in detail (refer 

Appendix C, D, and E).  

4.2.1. Physical Observation  

Physical observation of the production system, the company's products follow different 

production processes. The main processes of the company are as follows: 

A. Quarry mining and size reduction: in this work is done by mining of limestone, 

sandstone, clay, gypsum and pumice; the quantities of material are reduced to the desired 

size. 

B. Pile: in these process stock materials in each material pile system to provide and maintain 

equal chemical composition. 

C. Proportion: In these processes the  pile material reclaimed and store in each proportioning 

silo, the system that has weigh feeder to weigh material with given parameters to be 

grinding. 

D. Raw mill: in this process grinding the proportioned material such as limestone, clay and 

sand with required volume. 

E. Homogenization silo: In this process, the pulverized material is collected and air passed 

from the bottom to obtain the material turbulence flow in the silo that maintains an equal 

chemical composition of the material. 

F. Kiln: in these process the grinded material flow in to five stages of preheater, calcination, 

heating and burning in the kiln to produce intermediate product of cement called it 

clinker product. 

G. Cement proportion: In these processes, clinker, gypsum and pumice are collected and 

weighing with required volume to be grind cement. 

H. Ball mill: in theses process cement is grinding in PPC and OPC cement type. 

I. Cement silo: In these processes, cement is stored and keep equal composition with 

passing dry air through it. 

J. Bulk load and packing: In these processes, the cement is loaded according customer 

requirement with bulk truck or bags. 

K. Cement dispatch: in these process the loaded cement is weighing and out to deliver 

customer. 



31 
 

 

4.2.1.1. Company Process Layout   

The company process layout is to show how produce cement with possible effort of low 

production cost in the central process of clinker and final cement production. In these processes 

the sequential, one is dependent with other and integrate manner of producing cement These is 

shown in the following figures 9, 10 and 11. In figure, 9 and 10 below have shown the process 

schematic flow diagram of cement production that has two stages of operation such as clinker 

and cement production. The clinker production schematic flow diagram indicates raw material 

preparation, size reduction, material piling that makes constant chemical composition of 

material, then proportion system that to determine the amount of raw material flow weighing to 

monitor the given amount to feed raw mill. After meal, the grinding material collected to homo 

silo to make homogenize meal material, then feed to kiln process and produced clinker or 

intermediate product of cement, at end this clinker is stored in silo for next operation. 

 

Fig. 9. Clinker Production Process of Schematic Flow Diagram on HCSC. 

The second steps of operation is final cement production, this schematic flow diagram the step of 

flow arrangement primary indicates clinker, gypsum and pumice preparation, size reduction, 

piling and stored in proportion silo. After proportion silo weighing and monitoring each material 

and grinding cement in ball mill, then stored cement in storage silo, finally according the 

requirement of customers cement loaded in bulk load and bags, dispatch and deliver to customer 

place. This is shown in figure 10 below. 
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Fig. 10. Cement Production Process Schematic Flow Diagram of on HCSC. 

The overall cement production process in this study is shown in the following production process 

flow diagram 11 below. These include the preparation of raw materials from the quarry to the 

production site; the reduction of size in quantity to the appropriate quantity of material; and the 

stacking of materials to maintain the constant chemical composition of each pile. Then, 

proportioning, by weighing the material and control its amount with an automatic control feeder; 

each material in the system is ground to a fine grater; then processed into a homogenization silo, 

that stabilizing the collected grinding material; and maintaining the constant chemical 

composition of the feed material into the kiln. In these, process used coal to heat, burn and 

produce clinker. Prepare this clinker, gypsum and pumice to produce the final cement product; 

proportion, maintain and control the volume of flow material in weigh feeder to grinding and 

produce the require quality of OPC cement and PPC cement. The cement is stored in a silo and 

transported to the customer in bulk or bagged according to the customer's needs. This is shown in 

figure 11 below. 
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Fig. 11. The Overall Cement Production Process Flow Diagram of on HCSC. 

4.3.Secondary Data Collection Format 
The data collection format of this research is based on measuring factors, parameters and 

matrixes. The matrix is used to define the parameters cost value easily. Measuring factors 

included core cost drivers, and operational performance. Under core cost drivers, the parameters 

contained supply chain and logistic wastage cost, production wastage cost, and energy wastage 

cost. In operational performance parameters contained human resource, additional cost (socio-

environmental cost), finance and sales. Each parameters contained different matrixes that 

showed how to define data collection format in this research. These are expressed in appendix B 

on table 5 and 6. 

4.4.Secondary Data Collection 
In this research production cost of HCSC, quantitative data on relation of production cost gather 

from secondary sources. Study reports in relation to the research topic, which consists of 

information from literature studies and document review. This source obtain on bases of Habesha 

cement departments supply chain and logistic, operation and maintenance, human resource and 
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sales document and annual performance report. The data collection is performed in core cost 

drivers, and operational performance data of HCSC.  

4.4.1. Data Collection on Core Cost Drivers 
Data collection in core cost drivers contained supply chain and logistic wastage cost, production 

wastage cost and energy wastage cost. Under these variables, that has different parameters and 

matrixes.  

4.4.1.1.Supply chain and Logistic Wastage Cost 

In the supply chain and logistic wastage cost parameter, the matrixes included transportation 
over cost and inventory over cost.  

4.4.1.1.1. Transportation over cost 

Transportation over cost is expressed in appendix C on tables  7, 8, 9 and 10.  

4.4.1.1.2. Inventory Increase cost 

Inventory over cost is expressed in appendix C on tables 11, 12, 13, 14, 15 and 16. 

 
4.4.1.2.Production Wastage Cost 

In production wastage cost the matrixes contained material, unbalance in-out cost and dawn time 

production wastage cost these is expressed in appendix C on tables 17, 18, 19, 20 and 21.  

4.4.1.3.Energy Wastage Cost 

In energy wastage cost the matrixes included electrical energy wastage cost, these is expressed 

on appendix C on tables 22 and 23  

4.4.2. Data Collection on Operational Performance 
Data collection in operational performance contained additional cost (socio environment cost), 

human resource, finance and sales. Under these variables, that have different parameters and 

matrixes such as human resource performance, finance performance and sales performance. This 

are expressed in appendix D. 

4.4.2.1.Additional Cost 

Data collection in additional cost contained socio-environmental cost. Under this variable, that 

has different parameters and matrixes such as land lease holding cost, compensation and 

community support cost, healthy, safety and environment cost. This expressed in appendix D on 

table 24. 
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4.4.2.2.Sales Performance 

In sales performance, the matrixes included PPC sales performance loss and OPC sales 

performance loss. These are expressed on appendix D on tables 25 and 26. 

4.4.2.3.Finance Performance Loss 

In finance performance loss, the matrixes included currency performance for machine spare part 

purchase loss. This is expressed on appendix D on table 27. 

4.4.2.4.Human Resource Performance 

In human resource performance, the matrixes included human resource recruit and employee 

development, performance loss. This is expressed on appendix D on table 28.  

4.4.3. Data Behavior of Production Cost 
In general the data based on core cost drivers, and operational performance input of operation 

and output of production cost behavior have seen in HCSC graph below. The production cost 

HCSC behavior has seen the cumulative sum of core cost drivers, and operation performance. 

Production cost is increasing and decreasing behavior variation has showed in operation period 

of company. This is expressed in appendix E on table 29 and fig 12. 

 

Fig. 12. Production cost behavior of HCSC 
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5.3.1.  Supply Chain and Logistic Waste Cost Data analysis 
In this research supply chain and logistic waste cost data analysis contained with the sum of 

transportation wastage cost and inventory increase cost This is expressed in appendix F on table 

30. 

5.3.2. Production Wastage Cost Data analysis 
In this research Production wastage cost data analysis contained with the sum of material 

unbalance in-out cost and dawn time production wastage cost. This is expressed in appendix F on 

table 31.  

5.3.3. Energy Wastage Cost Data analysis 
In this research energy wastage cost data analysis contained with the sum of clinker production 

wastage cost and cement production wastage cost. This is expressed in appendix F on table 32. 

5.4.Operational Performance Measuring Matrix Data Analysis 
In this research operational performance, measuring matrix data analysis contained additional 

cost, sales performance, finance and human resource performance data analysis.  

5.4.1. Additional Cost Data analysis 
In this research additional cost data analysis contained with the sum of land lease cost, 

compensation and community service, medication and insurance cost and environmental 

protection cost. This is expressed in appendix G on table 33. 

5.4.2. Sales Performance Data Analysis 
In this research sales performance data analysis contained with the sum of PPC cement sales loss 

and OPC cement sales loss. This is expressed in appendix G on table 34. 

5.4.3. Finance and Human Resource Wastage Cost Data Analysis 
In this research finance and human resource wastage data analysis contained finance wastage 

cost and human resource wastage cost. This is expressed in appendix G on table 35.  

5.5.System Dynamics Model Structure of Production Cost Detail in HCSC 
The general model structure of production cost is built on the base of system dynamics with data 

collection format. This is expressed in figure 13 below. 
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Fig. 13. System Dynamics Model Structure of Production Cost Detail in HCSC 

5.6.Data Description and Build Model in Vensim 
In this research for data analysis using system dynamics model and the software Vensim, PLE 

8.1.1 version. The analysis based on model and data description below.  

5.6.1. Data Description to Build Model of Vensim in HCSC. 
For data build in Vensim used summery of cost factors variable average values base on the cost 

value can be define a dynamic model that represent situation and run it for the next 21 months. 

These is expressed on table 1 below. 
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Table 1 Summery of Cost Factors Value 

Data Description of Cost Factors 
Parameter 

Data Description of Cost Factors 
Variable 

Average Value of 
Variables in Million 

Birr 

Core Cost Drivers 



















































































84 
 

CHAPTER FIVE:  
5. CONCLUSION AND RECOMMENDATIONS  

This chapter contains conclusions, recommendations, and directions for prospective studies, based on the analysis 

made in the previous chapter.  

5.1. Conclusion  
People who are financially included are better able to manage their money on a day-to-day basis, such as 

making payments, investing, saving, and obtaining loans and other financial services. With low levels of 

financial inclusion across the country, recognizing the determinants can help policymakers and financial 

players better understand how to promote it.  

The current investigation offers a novel and significant strategy for addressing financial inclusion in the studied 

area. The study's initial purpose was to investigate the determinants of financial inclusion in Ethiopia using 

data from the Jigjiga City Administration. The current study is attached on theories of financial inclusion 

beneficiaries, theories of financial inclusion funding, and theories of financial inclusion delivery or categorized 

into demand-side theories and supply-side theories from an economic perspective. The study used an 

explanatory research design and quantitative research methods. Primary data was collected from a sample of 

384 respondents was selected using multistage sampling techniques. The responses were evaluated with 

descriptive statistics and binary logistic regression analysis using SPSS version 25 software. To confirm the 

statistical validity of the binary logistic model, the current study has tested, the muliticolinerty, Omnibus test 

of model coefficients known as the goodness of fit test, and Hosmer and Lemeshow measure of overall fit of 

the model. Based on the discussion of study findings the researcher came to the following classic conclusion.  

The findings of this study demonstrate that financial inclusion is relatively a good condition in the studied 

areas when we compare to 45.9 percent in 2018/19overall all country's financial inclusion status, but that use 

of microfinance and SACCOs is still low and that respondent' accounts do not allow them to switch to modern 

banking services. Based on the findings the researcher concludes that females are less likely to be financially 

included in the study area. The major findings on age show that people's chances of being financially included 

rise as they get older. However, each group has its own set of specifications and characteristics. The study also 

decided that unmarried people reduce financial inclusion levels. Because a single person is not motivated to 

open a financial institution account he or she lives hand to mouth. Those with more income earners are more 

likely to have formal bank accounts and be able to use them regularly than those with less and irregular income.  
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They also concluded more educated a person is, the more likely he or she is to be financially involved, implying 

that someone with higher education may appreciate the importance of having a formal account better than 

someone with lower education. Based on the findings the study concluded that distance from financial 

institution branches is reduced respondent's financial inclusion status. The researcher also concludes that 

financial literacy is improving the level of financial inclusion. The current study also decides that Trust in a 

financial institution increases the probability of people being more financially included. The study also 

concludes that the difficulty of documentation is diminishing financial inclusion. Also, the researcher 

concludes that Muslim respondents, and who reside in rural areas are decreased financial inclusion levels. 

Finally, the study concludes that Religious restrictions, a lack of documentation, and a lack of sufficient funds 

are the key reasons why respondents do not have accounts with financial institutions in the study area.  

5.2. Recommendation of the study  
Governments, development partners, financial institutions, and other stakeholders all have a role to play in 

promoting the country's financial inclusion. Because finance is the lifeblood of the modern economy, financial 

inclusion is a term that refers to the inclusion of people from all walks of life in financial activity. The study's 

overall goal is to determine the factors that influence financial inclusion in Ethiopia utilizing data from Jigjiga 

City Administration. Therefore For each explanatory variable, the researcher makes the following 

recommendations for policymakers, governments, financial institutions, and development organizations, 

based on the studied data and the research purpose.  

Women continue to lag behind males in formal financial industries across the study area. There is a need to 

design policies that focus on women's financial empowerment to increase their financial inclusion. 

Governments, in partnership with some pressure groups, can create forums for women to communicate their 

concerns, such as the cultural impact of their husband's potential obstacles. Governments can assist women-

focused institutions such as Women's Banks by offering appropriate savings, investment, and borrowing 

products. Furthermore, most women live in rural areas and have less general and financial understanding. 

Introducing and expanding agent banking in rural Ethiopia will assist women, and increasing the income of 

the women is very important because financial participation is highly linked to income-generating ability.  

The younger generation is more financially disadvantaged than their elders. As a result, the researcher urges 

that financial education programs begin in primary school and that kids have access to structured and 

integrated programs that include personal finance management training. Financial inclusion will become a 
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component of the curriculum after teachers are trained in money management. Financial education can begin 

as early as the child's birth. This can help enhance confidence and increase financial product understanding.  

Education should be enhanced to increase financial inclusion. The more a person understands financial matters, 

the higher their educational level. As a result, governments and other interested parties are attempting to 

improve education standards for the entire population in countries, particularly those with low literacy rates. 

Financial literacy and inclusion can be improved by adding financial education into the curriculum and 

employing additional tools such as the media.  

Financial services and products can be directly associated with the individual income capacity. Government 

programs should be in place and maintained to improve financial capabilities, particularly for women, young 

people, and the elderly, by creating jobs for those vulnerable groups of society.  

Married people are more financially involved than unmarried people. As a result, policies and initiatives 

encouraging financial inclusion should focus more on unmarried groups, such as young people, by establishing 

jobs and improving financial capacities as well as an understanding of financial products and services.  

When compared to respondents in urban areas, respondents in rural areas are still behind when it comes to 

financial inclusion. The researcher suggested that governments provide appropriate financial and other forms of 

infrastructure, such as electric power, telecommunications, mobile banking, and agent banking, to improve 

financial inclusion in rural areas; the number and branches of microfinance institutions, SACCOS, and banks 

could be increased in rural areas. Furthermore, the government should prioritize improving laws that support or 

grow microfinance and SACCOS, which serve the vast rural population.  

Financial inclusion is influenced by knowledge of financial services and products. The government's provision 

of internet services and/or infrastructure will go a long way toward encouraging or enhancing financial 

inclusion at the individual level, hence improving people's financial literacy.   Making certain financial 

information available online to attract internet users is a fantastic idea. Governments can publish financial 

information online as part of their financial literacy effort. Providing financial advice via social media and the 

internet allows for immediate feedback. Financial institutions and bodies representing all financial sectors can 

provide information distribution platforms, resulting in increased use of financial services and products, such 

as high-interest savings accounts. The researcher also suggests that a society financial inclusion advice Bureau 

be established to provide financial advice and help to people living in rural areas.  
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The greater the respondents' Trust in a financial institution, the greater their financial inclusion status; trust is 

a major issue in financial inclusion. Many people are more likely to trust a local financial counselor who 

speaks their native language than someone they have never met. This legislation, according to the researcher, 

should also apply to those who speak their original tongue in government and other interested bodies, interpret 

for them, or explain difficulties to them.  

Distance from the financial institution's branch is also a major obstacle to financial inclusion. As a result, 

researchers believe that promoting mobile banking and agent banking services in addition to traditional 

banking services, as well as increasing the number of microfinance branches and SACCOS, at a lower distance 

from each society would be more helpful to increase the financial inclusion status of the society.  

Another factor to financial inclusion, according to this report, is the difficulty in getting the documentation 

required by financial institutions when opening a financial institution account or another service. As a result, 

adequate procedures must be established to prevent people who lack the requisite papers from opening an 

account from being excluded. Possessing the government's support, a national ID should be adequate for 

opening a lawful financial institution account, and the government can adopt a regulation that forbids banks 

from refusing to offer accounts to anyone with a national ID. Moreover, the government can solve the 

bureaucracy behind getting documentation such as national ID and other required by the financial institutions.  

Religion has also the other factors of financial inclusion. This negative link between Muslims and financial 

inclusion may occur because Islamic law (Sharia) prohibits interest-based financial services and transactions, 

as well as the unavailability of interest-free financial institutions. As a result, the researcher proposed that the 

government and any other relevant entity develop and spread products and services that conform to Islamic 

finance, such as banking and microfinance.  
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5.3. Direction for prospective studies  
This thesis has attempted to provide a better understanding of the relationships between financial inclusion, 

and different demand-side determinants of financial inclusion by relying on different parametrical techniques 

to offer robust results that have a wide range of policy implications for policymakers, financial institutions, 

and governments. However, this research is not without its limitation, and they have been discussed in this 

section along with some of the prospects for future research.  

 In general, two primary sides influence financial inclusion at the micro-level: demand- side and supply-

side determinants, with the current study focusing solely on demand side variables. As a result, it is 

preferable to train as a researcher to concentrate on supply-side variables such as accessibility, 

outreach, ATMs, technology, infrastructure, and other associated variables that affect financial 

inclusion. 

 This thesis is likewise spatially restricted to the Jigjiga City Administration. Due to time and resource 

restrictions, therefore researchers believe to those studies in all parts of the country is yielded more 

results. 

 In addition, the current study is unable to address macro determinants that influence financial inclusion 

at the country levels such as a country's level of development, GDP, income inequalities, inflation, and 

urbanization. 

 This thesis is only focused on individual-level financial inclusion status; therefore the interested future 

researcher may address firm-level financial inclusion status by using other proxy of financial inclusion 

such as availability and accessibility in addition to financial institution account. 
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APPENDICES 
 

BAHIR DAR UNIVERSITY COLLEGE OF BUSINESS AND 
ECONOMICS  

DEPARTMENT OF ACCOUNTING AND FINANCE  

Research Questionnaire Dear Participant  

I am Mohamed Hussien Maalin, postgraduate student in the department of accounting and finance, Bahir Dar 

University. The purpose of this questionnaire is to collect information on Factors Affecting Financial Inclusion 

in Somali Regional State: Evidence from Jigjiga City Administration. The information you share with me will 

be kept confidential and only used for academic purposes and will not affect you in any case. So, your genuine, 

honest and timely response is vital for the accomplishment of this study on time. Therefore, kindly ask you to 

give your response to each item/ question carefully.   

Thank you in advance for your support and participation  

With best regards,  

MOHAMED HUSSIEN MAALIN  

                   Mobile: +251915014709   

                  Email:  

Part-I:  Socioeconomic and Demographic Characteristics of Respondents 

Q1. Your  Gender 

0. Male                                        1. Female   

Q2. Age: _ 

1. Age category18-30 2. 31-43 3. 44-56 4. >  56 

Q3. Your level of Educational qualification:  

0. No formal education 1. Primary 

2. High School 3. Diploma/Degree and above   

Q4. Your occupation 


