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Abstract 
Annotation  

In the last two decades, there has been much discussion about the impact of 

financial inclusion on the economic development of nations. This paper provides 

a meta-analysis of some existing literature on the relationship between financial 

inclusion and economic development to present researchers in the field of study 

with an insightful summary of approaches adopted by researchers and the 

findings of their work. It divides the review into studies that concluded a 

unidirectional relationship between financial inclusion and economic 

development and those that found otherwise. It then discusses the studies’ 

methodologies to identify their gaps and recommends dimensions further studies 

in the field should consider. 
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Introduction 
The relationship between financial 

inclusion and economic development of 

countries has been gaining increasing 

attention of scholars in the fields of 

development economics and 

development finance since the emergence 

of the twenty-first century. Before the last 

two decades, scholars focused on the 

relationship between broader financial 

development and countries’ economic 

growth. Financial development is a more 

general concept that measures how an 

economy’s financial service sector has 

overcome costs incurred in the financial 
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system, enhancing the ease of financial transactions. On the other hand, financial 

inclusion, a relatively new frontier in financial development, measures equitable 

access to financial services by the population of an economy regardless of their 

position in the economic pyramid.  

Financial transactions aid economic activities in every economy, and a reduction in 

transaction costs, or a decrease in resource use per transaction, increases economic 

growth and economic welfare (Bywaters & Mlodkowski, 2012). In many 

underdeveloped countries, there is often exclusion of those at the bottom of the 

economic pyramid from financial services. In other words, the cost of financial 

transactions for those at the bottom of the economic pyramid is often higher than those 

at the different locations, thereby excluding these vulnerable individuals and 

households from equitable access to financial services required to aid their economic 

prosperity. As a result, many research works have investigated the correlation between 

the financial inclusion rates and economic development levels of countries with 

diverse findings. 

The diverse findings of the existing works of literature motivate this paper to review 

them to provide scholars in the field with a summary and perspectives of past studies 

in the area of research and identify directions for further studies. It does this in the 

following sections by categorizing them in line with the nature of their findings. The 

two broad categories are those that conclude that financial inclusion has a 

unidirectional positive impact on economic development and those that find that 

financial inclusion does not have a one-way positive effect on economic growth. The 

paper provides brief perspectives on the relationship between the variables as 

explained by the various studies.   

 

Financial inclusion Has Unidirectional Positive Impact on Economic 

Development 

Andrianaivo and Kpodar (2011) explained the role ICT development plays in 

promoting financial inclusion and economic growth in African countries, especially 

mobile phone penetration. They assessed whether mobile phone penetration enhances 

economic growth by improving financial inclusion. They also investigated how mobile 

penetration, financial inclusion, and economic growth interact in countries where 

mobile financial services are integral to their financial system. They found that mobile 

telephone penetration can foster economic growth by facilitating financial inclusion 

and consolidating the impact of financial inclusion on economic growth. It becomes 

easier to access deposits and loans with significantly high mobile penetration. Quality 

information flows promptly through mobile devices, improves information acquisition 

of both depositors and financial institutions, and enhances monitoring. In addition, 
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higher mobile penetration reduces the cost of financial transactions and improves 

access (Andrianaivo and Kpodar, 2011).  

Yorulmaz (2012), in his work, Financial Inclusion & Economic Development: A Case 

Study of Turkey and a Cross-Country Analysis of European Union, attempted to 

identify the relationship between financial inclusion and economic development. 

Generally, the research found that the extent of financial inclusion and human 

development has a strong positive correlation, and therefore, financial inclusion has a 

direct positive correlation with economic development. The study submits that an 

advanced financial system enhances economic growth at the macroeconomic level. It 

also shows that human development and income as measured by GDP per capita are 

vital factors for explaining financial inclusion in an economy. The paper observed 

further that the unemployment rate and rural population factors are negatively and 

significantly associated with financial inclusion in an economy. It concludes that the 

higher the employment rate and rural population, the higher the financial inclusion 

(Yorulmaz, 2012).  

Hariharan and Marktanner (2012) attempted to estimate the impact of financial 

inclusion on economic growth within the framework of the Solow growth model 

sequel to the World Bank’s 2011 financial inclusion reports, which estimated that only 

50% of all adults (aged 15+) in the world had an account at a formal financial 

institution. Their work was motivated by the growing assumption that the exclusion of 

large population shares from access to comprehensive banking services is a significant 

obstacle to development in recent years. They found that a 10 percent increase in 

financial inclusion can increase income per worker on average by 1.34 percent. After 

this observation, they noted that financial inclusion is still a vast untapped source of 

economic growth and development because it boosts a country’s productivity and 

ability to grow capital as a factor of production (Hariharan and Marktanner, 2012).   

Migap, Okwanya, and Ojeka (2015) explored the level of financial inclusion and its 

potential impact on the inclusive growth of the Nigerian economy, using relevant, 

inclusive growth indices and indicators. The research noted that financial inclusion is 

necessary for inclusive growth in Nigeria. It concluded, among others, that for Nigeria 

to achieve the upside potential in development and poverty reduction, the government 

needs to play a central role in coordination between banks and others to expand efforts 

to support key industries. It should also pursue access to capital and provide other 

essential services required to improve the quality of life (Migap, Okwanya, and Ojeka, 

2015).  

Park and Mercado (2015) examined the effect of financial inclusion on poverty and 

income inequality, among other hypotheses. They found that financial inclusion 

reduces poverty to a great extent and lowers income inequality in developing countries 

of Asia. They also observed that per-capita income (PCI), the rule of law, and 
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population size increase financial inclusion, while the age dependency ratio lowers 

financial inclusion. Their findings indicate a strong relationship between financial 

access and poverty reduction. They recommended that policymakers make and 

implement policies addressing financial inclusion impediments. They further directed 

the attention of economic managers to microfinance, which makes credit and other 

financial services available to lower-income groups and enables them to be 

economically active and smoothen their consumption in the face of short-term adverse 

distortions. To further reduce income inequality, the researchers recommended that 

governments address the financial exclusion of those at the bottom of the economic 

pyramid from financial services (Park and Mercado, 2015).  

Kim (2015) investigated whether financial inclusion, measured through financial 

accessibility, positively affects economic growth by reducing income inequality. The 

study found that income inequality negatively correlates with GDP growth, such that 

the higher the level of income inequality, the lower the GDP growth. It observed that 

the negative relationship between income inequality and GDP growth was strong in 

low-income and highly fragile countries. Hence, financial inclusion reduces income 

inequality and enhances economic growth (Kim, 2015).  

Onaolapo (2015) examined the effects of financial inclusion on the economic growth 

of Nigeria between the years 1982 to 2012. It found a relationship between financial 

inclusion in Nigeria as an independent variable and poverty reduction and economic 

growth as dependent variables over the thirty years of the study. Consequently, the 

study suggests that financial inclusion has a positive and significant impact on the 

economic development of Nigeria (Onaolapo, 2015).  

Like Onaolapo (2015), Babajide, Adegboye, & Omankhanlen (2015) researched the 

impact of financial inclusion on economic growth in Nigeria. The study aimed to 

identify the determinants of financial inclusion and its impact on economic growth. 

The study used secondary data from the world development indicators and the ordinary 

least square regression model. The result showed that financial inclusion is a 

significant determinant of production and capital per worker, which invariably 

determines the economy’s output level. The economic implication of the findings from 

the study assumes a complete transition of up to 100% financial inclusiveness, 

suggesting that growth potential of 374% could be achieved within the economy while 

keeping political and socioeconomic factors constant (Babajide, Adegboye & 

Omankhanlen, 2015).  

Inoue and Hamori (2016) examined the relationship between financial access, an 

indicator of financial inclusion, and the economic development of countries in Africa. 

In doing this, they used panel data of thirty-seven countries in Sub-Saharan Africa 

between 2004 and 2012 to examine whether improved access to financial services 

contributed to economic growth in the African continent. Their result showed that 
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financial access significantly impacts Sub-Saharan Africa’s economic growth and 

development. In other words, the higher the financial access in Sub-Saharan Africa, 

the higher the economic growth (Inoue and Hamori, 2016).  

Rasheed, Law, Chin, and Habibullah (2016) tested whether financial inclusion 

positively influences financial development in their paper entitled “The Role of 

Financial Inclusion in Financial Development: International Evidence.” Based on a 

panel of Ninety-Seven (97) countries, the study suggests that the level of financial 

inclusion has a significant and positive correlation with financial deepening. 

Specifically, they found that the GDP per capita has a positive and meaningful 

relationship with financial development. They submitted that by deepening financial 

inclusion and, by implication, financial development, a national economy would 

experience improved economic development (Rasheed, Law, Chin & Habibullah, 

2016).  

Ganti and Acharya (2017) analyzed that financial inclusion as a supply leading 

strategy of the financial development model can create faster growth. Using the 

various methodology, they showed that financial inclusion as a supply-leading strategy 

produces more output than a demand following the financial development model. They 

also demonstrated the superiority of financial inclusion in creating faster growth. 

Finally, they showed the power of financial inclusion as an integral component of the 

supply-leading financial development strategy (Ganti and Acharya, 2017).  

Kim et al. (2017), in the paper entitled “Financial Inclusion and Economic Growth in 

OIC Countries,” investigated the relationship between financial inclusion and 

economic growth in the Organization of Islamic Cooperation (OIC) countries. Using 

panel data of 55 OIC, they found that financial inclusion positively affects economic 

growth. Their result suggests that financial inclusion has positive effects on economic 

growth and financial inclusion and economic growth have mutual causalities. They 

concluded that financial inclusion positively impacts the economic growth in OIC 

countries (Kim, Yu & Hassan, 2017). 

Lenka and Sharma (2017) examined the impact of financial inclusion on India’s 

economic growth between 1980 and 2014 using the annual time series data of financial 

inclusion and economic growth indicators. The study found that financial inclusion 

has a positive impact on economic growth and reported that financial liberalization 

aimed at deepening access to financial services contributed to the economic 

development of India (Lenka and Sharma, 2017).  

Sethi & Acharya (2018) contributed to the existing literature by assessing the 

dynamic impact of financial inclusion on the economic growth of many developed and 

developing countries. The research used some panel data models and panel causality 

tests of financial inclusion data obtained from Sarma (2012) for the years between 

2004 to 2010 to establish the long-run association between financial inclusion and 
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economic growth and find the direction of causality between financial inclusion and 

economic development. They found a positive and long-run relationship between 

financial inclusion and economic growth across 31 countries. They also observed bi-

directional causality between financial inclusion and economic growth, confirming 

that financial inclusion drives economic growth (Sethi & Acharya, 2018). 

Motivated by the limited cross-country research on financial inclusion in Asian 

countries despite the continuous attempt to improve financial inclusion, Malhotra 

(2020) examined the causal relationship between financial inclusion and economic 

growth for seven emerging Asian economies from 2010 to 2018. He observed 

causality between financial inclusion indicators and development from the data set. 

The paper also noticed a positive and significant relationship between four financial 

inclusion indicators and economic growth. He noted that financial technology was 

essential in improving financial inclusion rates. He advised developing economies to 

promote financial technology and encourage collaboration between financial 

technology and traditional financial institutions (Malhotra, 2020).  

More recently, Barik and Lenka (2021) analyzed the impact of financial inclusion on 

poverty reduction in Twenty-Eight (28) Indian federating states between 1993 and 

2015. They found a significant negative correlation between financial inclusion and 

poverty reduction, thereby stating that financial inclusion leads to poverty reduction, 

indicating economic development. Hence, financial inclusion is necessary to achieve 

economic growth. They concluded that states with higher levels of financial inclusion 

have lower poverty rates and vice versa (Barik & Lenka, 2021).  

 

Financial Inclusion Does Not Have Unidirectional Positive Effects on Economic 

Development 

Despite the enormous research contributions confirming that financial inclusion 

positively impacts economic growth, some studies concluded that financial inclusion 

does not consistently induce economic growth and development. Some of these studies 

concluded that there is no clear directional causality between financial inclusion and 

growth, while others surmised that there is an exaggeration of the relationship.  

Apergies et al. (2007) examined whether or not a long-run relationship between 

financial development and economic growth exists using panel integration and 

cointegration techniques for a dynamic heterogeneous panel of 15 OECD and 50 non-

OECD countries over the years between 1975 and 2000. The research used three 

measures of financial deepening, a proxy of financial inclusion, to capture the variety 

of channels through which financial development can affect growth. They found a 

single long-run equilibrium relationship between financial deepening and economic 

growth. Further, they discovered bi-directional causality between financial deepening 
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and economic growth. This bi-directional causality suggests that financial inclusion 

can induce growth and vice versa (Apergis, Filippidis & Economidou, 2007). 

Sharma (2016) contributed to the existing literature by assessing the nexus between 

the vast dimensions of financial inclusion and economic development of the emerging 

Indian economy by employing data on various dimensions of financial inclusion and 

economic development from 2004 to 2013. The study suggests a positive correlation 

between economic growth and multiple dimensions of financial inclusion, specifically 

banking penetration, availability of banking services, and usage of banking services in 

terms of deposits. The study further reveals a bi-directional causality between 

geographic outreach and economic development and a unidirectional causality 

between the number of deposits/loan accounts and gross domestic product. The results 

favor social banking experiments in India with a deepening of banking institutions 

(Sharma, 2016).  

In Africa, Gouréne and Mendy (2019) investigated the causal relationship between 

financial inclusion and economic growth in the West African Economic and Monetary 

Union (WAEMU) between 2006 and 2015 to analyze the bi-directional causality at 

different time scales. The results show no causality between economic growth and 

financial inclusion indicators between two to four years of the data set. In comparison, 

there was a bi-directional causality between economic growth and financial inclusion 

between four and eight years. The study further revealed that using financial services 

(demand) causes more economic growth than the demographic penetration of financial 

services (supply). Conversely, economic growth causes more demographic 

penetration of financial services than the use of financial services. In addition, it 

observed that there is no causality between financial inclusion and economic growth 

in the short run but bi-directional causality in the medium to long run (Gourene & 

Mendy, 2019).  

Narrowing his research to a country in the West Africa sub-region, Anane (2019) 

investigated the relationship between financial inclusion and economic growth in 

Ghana. Unlike many other studies, it employed quarterly time series data from 2005 

to 2016 and used the Granger causality approach to determine the direction of causality 

between financial inclusion and economic growth. The study found mixed results and 

no clear causality between financial inclusion and economic growth indicators. It then 

concluded that causality depends on the parameters employed to measure the 

variables. Consequently, the study recommends careful selection of financial inclusion 

indicators as policy tools in designing and executing Ghana’s economic growth and 

development policies (Anane, 2019).  

Adedokun & Aga (2020) assesses the relationship between financial inclusion and 

economic growth in Sub Sahara African countries between 2004 and 2017. It 

employed a principal component analysis to harmonize the various dimensions of 



26  africanscholarpublications@gmail.com                                                                               

 2022 

 

financial inclusion and develop a composite index for the variable. The results show 

that financial inclusion has a significant favorable influence on economic growth in 

Sub Sahara Africa. The study also found causality from economic growth to financial 

inclusion in the short run, implying that the cause-effect relationship is dependent on 

the length of time (Adedokun & Aga, 2020). 

Ratnawati (2020) examined the effect of financial inclusion on economic growth, 

poverty, income inequality, and financial stability in many Asian countries. He used 

the three-dimensional financial inclusion measures, namely banking penetration, 

access to banking services, and use of banking services, as indicators of financial 

inclusion. He also employed the poverty ratio below the national poverty line and the 

Gini coefficient as poverty and income inequality indicators. The study results showed 

that all the dimensions of financial stability significantly impact economic growth, 

poverty, income inequality, and financial stability. However, the study found the 

partial effect of the financial inclusion dimension on economic development, poverty 

alleviation, income inequality, and financial stability in ten Asian countries to be sub-

optimal. The study concluded that while financial inclusion positively affects 

economic growth, poverty alleviation, income inequality reduction, and financial 

stability in many Asian countries, not all dimensions of financial inclusion have a 

significant impact (Ratnawati, 2020).    

Thathsarani et al. (2021) examined the impact of financial inclusion on human 

development and addressed this gap using secondary data from eight South Asia 

countries from 2004 to 2018. A financial inclusion index was developed through 

principal component analysis using an econometric approach of panel data with vector 

error correction models and a Granger causality test. The study found evidence that 

the development of financial institutions causes human capital development in South 

Asian countries in the long run but not in the short run. It further concludes that 

economic growth has no relationship with financial inclusion in the long run, but it 

does in the short-run (Thathsarani, Wei & Samaraweera, 2021). 

 

Discussion 

Many of the available works of literature use specific country and region data to reach 

their conclusion. For example, Migap et al. (2015) and Onaolapo (2015) found a 

significant positive relationship between financial inclusion and inclusive growth in 

Nigeria as it improved production. Similarly, Park & Mercado (2015) explained that 

financial inclusion reduces poverty and income inequality, positively inducing Asia 

growth. Furthermore, Inoue & Hamori (2016) observed that financial inclusion 

positively impacts growth in Africa. In a related development, Kim et al. (2017) 

discovered that financial inclusion positively affects economic growth in Organization 

of Islamic Cooperation (OIC) countries. On the international scene, Rasheed et al. 
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(2016) and Sethi & Acharya (2018) showed evidence that financial inclusion 

positively correlates with economic growth across countries.    

A number of the papers reviewed above show how financial inclusion positively 

impacts growth in specific terms. Park & Mercado (2015) and Barik & Lenka (2021) 

explained that financial inclusion reduces poverty and income inequality. Kim (2015) 

also showed how financial inclusion reduces income inequality and enhances 

economic growth. Similarly, Babajide et al. (2015) explained that financial inclusion 

significantly impacts economic growth by improving production and output. 

Andrianaivo & Kpador (2011) revealed that the mobile telephone as financial 

inclusion enabler fosters economic growth. In a related vein, Kumar & Sharma (2017) 

observed that financial liberalization, a strategy to deepen financial inclusion, 

contributed to the economic development of India. 

It is noteworthy that there is no consensus on the theory that financial inclusion 

positively impacts economic growth, just as is the case with the financial development 

and economic growth nexus. Apergies et al. (2007) found bi-directional causality 

between the two variables, meaning one can cause the other. Similarly, Adedokun and 

Aga (2020) and Thathsarani (2020) explained that one of the variables could induce 

the other, depending on the length of time. In another instance, Sharma (2016) 

observed bi-directional causality between a dimension of financial inclusion 

measurement and growth and unidirectional causality in others. 

Gouréne & Mandy (2019) and Anane (2019) discovered no causality and mixed 

causality in the relationship between the variables. Gouréne & Mandy (2019) 

explained that there is no relationship between the variables during the initial years 

and bi-directional causality in later years of the study. Similarly, Anane (2019) 

described mixed results and no correlation in all measurement indicators, explaining 

that the relationship depends on the parameters employed to measure the variables. 

Among several other reasons highlighted in each piece of literature reviewed in the 

two sections of this chapter, the lack of agreement and consensus on the hypothesis 

justifies further study. Furthermore, each work has at least a gap that requires filling 

by other pieces of work.   

 

Recommendation for Further Studies 

The literature reviewed above gives a basis for further research in the field. For 

example, Yorulmaz (2012) recommended the extension of the financial inclusion 

index for future research to achieve more robust results.  

In addition to Yorulmaz’s call for further studies, many works of literature in the field 

of study support a unidirectional relationship between financial inclusion and growth. 

Regardless, this review finds justification for investigating the hypothesis that 

financial inclusion induces growth on the backdrop of markedly contrary views of 
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Sharma (2016), Anane (2019), Gourene & Mendy (2019), Adedokun & Aga (2020), 

and Thathsarani, Wei & Samaraweera’s (2021) conclusions. Similarly, the review 

noted the observation of Ratnawati (2020) that financial inclusion parameters have a 

sub-optimal impact on economic growth and its proxies in some countries. The 

researcher observed that not all dimensions of financial inclusion significantly affect 

economic growth. Therefore, there is an impetus for further examination of the 

relationship (if any) between the variables. 

Moreover, a good number of the reviewed literature, such as Andrianaivo and Kpodar 

(2011), Migap, Okwanya, and Ojeka’s (2015), Park and Mercado (2015), Onaolapo 

(2015), Babajide, Adegboye, & Omankhanlen (2015), Kim et al. (2017), Lenka and 

Sharma (2017) and Malhorta (2020) are limited in scope. While some focused on a 

single country, others concluded by studying a few countries within a region. These 

countries are too few to figure that the outcomes are representative of all countries 

across continents. Consequently, there is a need to close this gap by broadening the 

study scope. 

According to the Global Partnership for Financial Inclusion (GPFI), financial 

inclusion measurement is multidimensional to include access, usage or depth, and 

quality (Global Partnership for Financial Inclusion, n.d). However, in his work, Kim 

(2015) used one dimension of the financial inclusion indicator, access. Similarly, 

Hariharan and Marktanner (2012) relied on the World Bank Development Indicator 

database for their model estimation information on GDP and income. While the study 

used GDP as an economic development indicator, it did not use financial inclusion 

indicators in its estimation; instead, it simulated the expected impact of an increase in 

the independent variable (financial inclusion) on the dependent variable (economic 

development). Relatedly, Inoue and Hamori (2016) limited their financial inclusion 

indicator to access to financial services, an aspect of the broader financial inclusion 

indicators. 

Similarly, the proxies of financial inclusion used by Rasheed, Law, Chin, and 

Habibullah (2016), domestic credit to the private sector, is too narrow. It requires 

expansion to include other indicators of financial inclusion, namely those that measure 

access and depth for more reliable results. Also, Barik & Lenka (2021) acknowledged 

that a significant limitation of the study was that it used few financial inclusion 

indicators to construct the financial inclusion index. It recommended that future 

studies use more financial inclusion indicators, such as microfinance and insurance.  

 

Conclusion 

Most of the literature in the field confirms that financial inclusion induces economic 

growth and development. Even the few that do not establish unidirectional causality 

from financial inclusion to economic development demonstrate bi-directional 

causality and mixed causality, which may depend on the length of time. Only in 

isolated cases did studies surmise no relationship between the variables. However, 

these existing pieces of literature show the need for further research in the field of 
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study to cover the gaps identified, including the global application of findings based 

on a broader spectrum of data analyzed by drawing samples across all the regions of 

the world. It is also essential for future studies to consider the inclusion of more diverse 

parameters of the two variables to reach more insightful conclusions. The various 

invalidation of findings by previous researchers and divergent conclusions requires 

that future works independently examine the subject and contribute to the body of 

knowledge in the field, as suggested by much of the literature. 

It will be a worthy academic endeavor for researchers in the field of development 

finance and development economics to conduct further studies on the relationship 

between financial inclusion and economic development. It is especially essential given 

the challenges faced by underdeveloped countries and the numerous studies that found 

a strong correlation and cause-effect relationship between the two variables. These 

studies should aim at closing the gaps identified in this analysis. Suppose they confirm 

the alternative form of the hypothesis that financial inclusion induces economic 

development and reject its null form. In that case, they will provide further proof that 

underdeveloped economies and bilateral agencies should focus on improving their 

financial inclusion indicators to improve the economic welfare of people. On the other 

hand, they may reject the alternative form of the hypothesis that financial inclusion 

induces growth and development and accept its null form. In that case, they will 

provide economic managers with insight to seek other development accelerators to 

solve their economic advancement challenges.  
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