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ABSTRACT

People need reliable access to a broad variety of financial services,
such as savings, credit, payments, transfers, and insurance, to man-
age their lives, take advantage of business opportunities, and prepare
themselves for major expenses and difficult times. While financial inclu-
sionl has been a concern of governments for several centuries throughout
theworld, in the past 20 years or so, financial access for the poor and the
unbanked has rapidly evolved with microfinance. Thousands of new institu-
tions have emerged to serve those at the bottom of the pyramid and micro-
enterprises, and many of them have become financially sustainable while
fulfilling a social mission. Many governments have adopted and continue
to adoptnational strategies for financial inclusion. The emergence from
the G-20 of the Global Partnership for Financial Inclusionshows that fi-
nancial inclusion has become a major concern for leading countries
worldwide.

This access dimension of financial development has often been over-
looked, mostly because of serious data gaps on who has access to which fi-
nancial services and the barriers to broader access. However, without in-
clusive financial systems, poor individuals and small enterprises need to
rely on their personal wealth or internal resources to invest in their educa-
tion, become entrepreneurs or take advantage of promising growth opportu-

nities. Financial market imperfections-such as informationand transactions
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costs-are likely to be especially binding on the talented poor and themicro
and small enterprises who lack collateral, credit histories and connections.
Hence, financial market imperfections can lead to slower growth. Theoreti-
cal models have shown that existence of financial market frictions can be
the critical mechanism for generating poverty traps. A wide-ranging empir-
ical literature, has found a significant and robust relationship between fi-
nancial depth and economic development. Despite the emphasis it has re-
ceived in theory, empirical evidence that links broader access to financial
services to development outcomes has been very limited, providing at best
tentative guidance for public policy initiatives in this area. This article at-
tempts to study the factors which influence the growth from one different
perspective—financial inclusion, through the empirical analysis to fill in
gaps.

The data we use are Global Financial Inclusion ( Global Findex) Da-
tabase, Enterprise Survey and Financial Access Survey. The dependent
variable is the annual growth rate of real per capita GDP; The indicators of
financial inclusion we construct include the share of individuals with a ac-
count at a formal financial institution, the share of individuals with a loan
from a financial institution in the past year; the share of individuals with a
electronic payments used to make payments, the share of individuals with
a debit card, the share offirms with a checking or savings account, the
share offirms with a bank loan/line of credit, the share offirms using banks
to finance investments, the share offirms using banks to finance working
capital, bank branches per 100000 adults. Other social characteristics of
the country include initial level of GDP, initial level of Human Capital,
fertility rate, inflation rate, Openness ratio, government consumption ra-
tio, the rule-of-law index, the democracy index, etc.

By correlation test, we find that correlation among the share of indi-
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viduals with a account at a formal financial institution, the share of indi-
viduals with a electronic payments used to make payments, the share of in-
dividuals with a debit cardun limited and using them in the same model is
unfeasible. We also find that correlation among the share of firms with a
bank loan/line of credit, the share of firms using banks to finance invest-
ments, the share of firms using banks to finance working capital unlimited
and using them in the same model is unfeasible. On this basis, OLS mod-
el is used to study the influence of the indicators of financial inclusion on
economic growth. Finally, in order to find the evidence that the relation-
ship between financial inclusion and growth is driven by “third variables”
that simultaneously affect financial inclusion and growth, we add invest-
ment ratio, entrepreneurship index and innovation index into the model
respectively.

We find from our regression that the share of firms using banks to
finance investments is the only inclusive finance variable that has a sig-
nificant and robust negative effect on economic growth. Taking into ac-
count the different macroeconomic and social conditions of different e-
conomies, we found that in a country with higher initial GDP per capi-
ta, more years of schooling, higher level of rule of law and a larger
share of SMEs, the negative effect of finance inclusive variables on eco-
nomic growth is significantly higher. In addition, We find that the rela-
tionship between financial inclusion and growth does not appear to oper-
ate through the effect of financial inclusion on investment, entrepre-
neurship, or innovation.

Based on the analysis of research, we can conclude that there is a
great need for better data and more research. Financial institutions should
provide financial and business training to their clients in an effort to im-

prove the financial management and use of microloans by these clients. The
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government needs to balance its wish to increase lending to those who pre-
viously had difficulty accessing financial services with the need to keep fi-

nancial stability.
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