the resilience of Micro, Small and Medium Enterprises (MSMESs) that are affected by the crises in Ethiopia, with
a focus on the North of the Country with three specific objectives specific objectives to:

1. increase flow of financing to MSMEs, including youth- and women-led;
2. improve business performance of MSMEs, including youth- and women-led; and
3. strengthen financial institutions, including Digital Financial Services (DFS).

The support to these MSMEs, including youth- and women-led, and their ecosystem, as well as the strengthening
of the financing sector with introduction of digital finance, will contribute to the recovery of the local economies,
build capacities for job creation and/or retention and a general strengthening of the cash flow enabling
entrepreneurs and jobholders to provide for their basic needs. This would also contribute to the national economic
recovery efforts, as well ensuring stability in post-conflict Ethiopia.

Hopefully the Agreement for Lasting Peace through a Permanent Cessation of Hostilities,® signed on 2 November
2022, will pave the way for sustainable economic recovery. Leveraging a Team Europe Approach in which
implementation will take place through cooperation agreement(s) with EU Member States” (EUMS) development
finance institution(s), as well as alignment and implementation of business development support through an EUMS
aid agency and strengthening financial institutions including digital financial services (DFS) through a UN agency.

With a total indicative budget of EUR 36 000 000, the action has an indicative duration of 60 months from the date
of the adoption by the Commission of this Financing Decision.

2 RATIONALE

2.1 Context

The conflict, the impact from the Covid-19 pandemic, inflation and the current food crisis threaten Ethiopia’s gains
in growth and poverty reduction with Micro, Small and Medium Enterprises (MSMES) being the most affected
through the current economic slow-down. Even before the outbreak of the northern conflict in Ethiopia; due to the
COVID-19 pandemic, MSMEs were predicted to have lost about EUR 230 000 000 in monthly net income and
2.07 million jobs. According to the World Bank studies from 2020, women-led MSMESs were six percentage points
more likely to close their business temporarily than male-owned businesses and were more likely to report zero or
exceptionally low revenues during 2020. The World bank, together with the European Investment Bank (EIB) have
therefore invested in a specific credit facility for women-led SME’s.

An estimated 1.575 million MSMEs exist nationally, of which 70 % (1.1 million) are micro enterprises (JCC,
2020). These MSMEs created 4.5 million jobs. Majority of them are characterized by high degree of informality;
low productivity; temporary employment; poor survival and progression rates; and limited female ownerships (<20
%). The costs of expanding businesses, conditional on entry, are also substantially higher for women compared to
men. Lower participation, performance, and profits for women-led MSMEs arises from their lower wealth and
access to capital, productive resources, assets and information when compared to their male counterparts. Gender
norms and roles also serve as drivers underlying some of the observed variation in women-led MSME presence
and performance. Women are also often tasked with additional burdens such as childcare, household tasks and
other unpaid labour, which negatively influence their business performance.

Despite the existence of donor-supported specific credit lines, a World Bank study showed that only 11.3 % of
small enterprises in Ethiopia have access to working capital loans from banks, as compared to 22 % average in
Sub-Saharan Africa. More than 70 % of MSMEs have no access to credit. Of the enterprises that had access to
loans, two-third have loans from Micro Finance Institutions (MFI). The multiple crises have also increased the risk
averse nature of the financial institutions in Ethiopia despite the heightened need for capital by MSMEs for their
economic recovery. Women’s access to loans from commercial banks, for example, is hampered by high minimum
loan sizes and excessive collateral requirements. Microfinance Institutions are an alternative but tend to offer very
small loans to women.

3 Cessation of Hostilities Agreement between the Government of the Federal Democratic Republic of Ethiopia and
the Tigray Peoples’ Liberation Front (TPLF) -African Union - Peace and Security Department (peaceau.org)
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