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ABSTRACT

This study set out to examine the impact of finahoiclusion in poverty reduction in Sub-
Saharan Africa. Using a representative sample o€alihtries from the region covering a
period from 2010 to 2014, the study examines tiwellef financial inclusion among the
countries in the region. Sarma’s (2008) approachwsed in computing the index of financial
inclusion for the 40 countries in the study. Thedgtalso examines the factors that determine
financial inclusion in Sub-Saharan Africa and flpahow financial access affects poverty
reduction in the region. The study is quantitativeature and made use of econometric models

in the estimations.

The findings of the study indicate that, most coestin Sub-Saharan Africa have medium
financial economies and over the study period, @mly countries fall within the high financial
economy namely: - Cabo Verde, the Seychelles, SameTand Principe; and Nigeria.
Secondly, the findings suggest that, Gross Natitm@me (GNI) per capita and remittances
are the main determinants of financial inclusiomhia region, meaning that per capita income
is the main factor for determining financial indlus in Sub-Saharan Africa and that
involuntary financial exclusion in the region mag lbletermined greatly by inadequate
household income and high-risk profile rather thaarket failures and weak implementation
of contractual agreements. Moreover, the findinigs alearly suggest that financial access
does not have any meaningful impact on povertyatd in the region but credit to private
sector by domestic banks (financial depth) sigaifity reduced poverty in Sub-Saharan

Africa.

Xi



Based on the empirical findings, the study makesftiowing recommendations for both

policy making and implementation.

First based on the finding that per capita incosrtbé@ major determinant of financial inclusion
and involuntary financial exclusion is greatly ighced by insufficient household income and
high risk profiling in Sub-Saharan Africa, the regjis policy makers and leaders must develop
policies and conduct research that centre on imtaly exclusion as it can be solved by
suitable economic programmes and strategies wiaigtbe intended to increase income levels

and correct market failures and imperfections.

Secondly, the various governments in the regionulshbave policies towards reducing the
rapid population growth since it reduced the l@fdinancial inclusion. The region, as a matter
of urgency must put policies in place to integratebile money technology fully with the

formal financial system since the mobile money tethgy has a great potential to help the
region achieve some appreciable level of finanaieusion. But currently the mobile money
technology (ICT) is significantly reducing level &rmal financial sector in Sub-Saharan

Africa.

Finally, the findings suggest that financial incars in Sub-Saharan Africa does not
significantly reduce poverty, but rather it is dted the private sector (financial depth) that
has significant impact of reducing poverty in tlegion. To lower poverty levels in Sub-
Saharan Africa, policymakers should devise stratetfiat will resolve obstacles to financial
development (financial depth). For this to be dffes the role of microfinance is very

important.
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CHAPTER ONE

INTRODUCTION

This chapter presents the background of the stibdyproblem statement, and the objectives
of the study, the research questions and the ggnife of the study. It also discusses scope,

limitations and chapter organisation of the study.

1.1 Background to the Study

The past teaches us that every country in evergghéaces many trials but also opportunities.
Africa faces numerous challenges, comprising regjisustainable growth to reduce income

inequality, poverty and to deliver expressive emgpient to its young population.

Africa is said to be the subsequent fastest risiognomy in the world after Asia, with an
average yearly Gross Domestic Product (GDP) in &xcé 5% over the last decade (AfDB,
2013). Despite the gigantic growth, the contineas heflected in the last decade, -that the
benefit of such emphatic macroeconomic result isvigdely spread among the countries in the
continent. The majority of Africans still lives abject poverty. According to the World Bank
(2013) report on poverty 48.5% of Sub-Saharan Afrgcstill live on less than $1.25 a day.
The test for the continent’s policy makers is tuence socioeconomic profits related with
guick economic development. Financial inclusiorecrigcial as growing the poor’s access to
financial services is frequently measured as amatpe instrument that can aid decrease in

poverty and income inequality (World Bank, 2013DA&f, 2013).

Despite thus, the financial exclusion globally iegominantly static. Latest studies have

revealed that, - 2 billion adults are unbanked dwidle (Demirgic-Kunt et al., 2015).

However, the study has established that one cenery four adults has access to an individual

bank account at a formal financial institution (Degtic-Kunt & Klapper, 2012). In addition,



only a small fraction of the adult population inbS8aharan Africa has bank account

(Demirguc-Kunt & Klapper, 2012).

According to the latest World Bank (2013) report poverty; document that; women in
particular can profit from financial inclusion cted@ies as they are more excluded than their
men counterparts from formal financial services.tfis effect, the president of the World
Bank, Jim Yong Kim, has articulated hopefulnesachieving universal financial access by
2020. This is a critical effort to recognise thgngficant part of financial inclusion for economic

growth and mitigation of income inequality and pay€World Bank, 2014).

Furthermore, the use of official accounts diffexteasively through regions, markets and
distinct features. The Global Financial Inclusioimdex data for 2012 shows that 50% of
grown-ups testify to owning an individual or comdihaccount at an official financial
establishment. However, whereas bank accountratfitn is almost total in high-income
economies, by 89% of grown-ups having an accoust afficial financial establishment, there
are merely 41% in emerging economies. In Sub-Sahafaca, for instance, the fraction of
adults with a bank account is 24.1%, as compar&8% for South Asia, and 39% for Latin
America and the Caribbean (little book of finandralusion, 2012). Broad access to financial
services will mobilize greater household savinggaaise capital for investment, increase the

class of entrepreneurs, and allow more peopleviesinin themselves and their relatives.

However, improvements in microfinance have occugi@e point in determinations to grow
financial access over the past two decades. Thradmmation is now ever-changing to openings
in restructuring formal banking systems to estabiisurance, savings and loans products to
the financially excepted (Karlan & Morduch, 2008ptwithstanding the increasing interest in
formal banking systems, there has until lately Heeited availability of complete surveys of
household usage of financial services in Sub-Sahafaca, particularly at the cross-country

level (Beck and Demirguc-Kunt, 2008).



Financial inclusion has numerous benefits for Stiteelopment. Studies have revealed that
communities with access to savings instruments réxpee improved savings, productive
investments as well as consumption and female erapoent (Aportela, 1998; Ashraf, Karlan,
& Yin, 2010). It also helps in poverty reductiors$ening the level of income inequality and
improved private investment (Allen, Demirglc-KuKtapper, & Martinez Peria, 2012; Beck,
Demirguc-Kunt, & Peria, 2007). Financial inclusionproves the fascination of remittances
and eases the relocation of funds from overseawifDéc-Kunt, Cérdova, Peria, & Woodruff,

2011).

Again, financial inclusion also enables effectiv&ribution of productive resources, implicitly
advances the daily running of finances and guaeandecomplete financial structure that can
aid diminish the progress of unauthorised aventfiexcessing credit which time and again

have had a tendency to be manipulation (Sarma,)2012

In spite of the important role financial inclusiplays, limited empirical studies are available
which analyse the factors of financial inclusiomnfr the microeconomic viewpoint by
measuring the influences of various aspects onlveweent in the official financial structure
(Allen et al., 2012; Camara et al., 2014; Efokalet2014; Tuesta et al., 2015). In this study, it
is very important to comprehend which socio-ecomoi@atures that are promoting the use of
the formal financial system, and to what point till help to expand people’s awareness of

economic policies intended to inspire financialiiseon in Sub-Saharan Africa.

For instance, Allen et al., (2012) were the ficstelate three indicators of financial inclusion
that is: account ownership, usage of account te sad frequent use of the account. To
approximate the determinants of financial inclusismg over 123 economies from the Global
Financial Findex database is the most accuratestdest of my knowledge. The authors find
that individual characteristics most detrimentafit@ncial exclusion are people with lesser
incomes, females, lower education and personggliwirrural places. Camara et al.’s, (2014)

3



account related findings for Peruvian householttsy secognised gender and education as
aspects applicable to financial inclusion. Efobalet (2014) document that individual qualities
such as gender, age and education meaningfullifiethibanking services in Nigeria. In a
similar vein, Tuesta et al., (2015) shows that igehtina, in relation to usage, a person'’s level
of age, education and income, all these imperataeables, define whether he/she has
financial products such as a credit and/or dehitl,caccount, formal credit and electronic

payments.

In distinguishing the role financial inclusion ptagn poverty reduction, to the best of my
understanding; there is quite a lot of empiricatkgahat have been done at both the micro and
macro level to observe the influence of finanamlusion on poverty reduction. For example,
Fadun (2014) states that financial inclusion le@mdpoverty mitigation and restructuring of
income in Nigeria; similarly, Mishra (2012) who douents that the development of bank
accounts is not definitively identified with thedli@e below the poverty-line in populations

across states in India.

From the macroeconomic point of observation, stthat examine the connection between
finance and poverty reduction links are many. Baneple, Jalilian and Kirkpatrick (2005)
discover that the effect of financial growth on pdy decrease will only to some extent be
obstructed if variation in income disparity bringsout from financial growth in emerging
economies. Honohan (2008) studied the effects oéscto finance using household survey
data from 160 economies globally, which include -Salharan Africa countries and finds a

relationship but no fundamental link between actesmance and poverty reduction.

On a note of the above considerations, there isi¢legl to study the level to which financial

inclusion will lower poverty in Sub-Saharan Africa.



1.2 Problem Statement

It is important to note that theories and empirieabence have inspired the assumption that
financial sector development induces poverty andrime inequality curtailment. At hand, there
are different opinions on the efficiency of finaaciinclusion in improving economic
achievements in emerging economies (Williamson &hita 1998). However, there is an
agreement that the outcomes of financial segmentuturing have remained unsatisfactory,
dwindling lower than expectations. In several gituss, the decision not to identify the under
developed and flawed features of financial markedsaged to untimely hinder deregulation,
with severe contrary costs for the strength offth@ncial structure as a whole (Brownbridge

& Kirkpatrick, 2000).

Following from the above, the marginalised in stcigeed financial intermediation to enable
them reduce the incidence of poverty and incomguakty. The surest approach to inclusive
development is financial inclusion in Sub-SaharafticA. Despite the harmony in the
definition of financial inclusion, a collective aggment on the technique by which it can be
measured is missing. Subsequently, current reseadts propose diverse ways of measuring
financial inclusion. Honohan (2007 and 2008), éxample, construct a financial access
indicator which includes section of the grown-ugpplation in a particular economy using
admission/access to official financial mediatorse Tombined financial access indicator was
put together making use of household survey dataeeéonomies with obtainable data on
financial access. For some economies, short ofusdimld survey on financial access, the
indicator was attained by using evidence on bardo@at numbers and Gross Domestic
Product (GDP) per capita. The data used was a-semt®nal series and the best current data
as the reference year, which differs through caeesitConversely, Honohan’s (2007 and 2008)
instrument of measure offers a snapshot of findmtdusion and may not be appropriate for

variations over time and through nations.



Amidzi¢, Massara, and Mialou (2014) put together a fir@naiclusion indicator as a
combined indicator of variables relating to the mwaments of financial inclusion, outreach
(terrestrial and demographic infiltration), usadegosit and lending), and quality (disclosure
requirement, dispute resolution, and cost of usagé)the measures were standardised,
statistically recognised for each aspect of finahaiclusion, and added together by using
statistical weights. The aggregation method wasierhrout through weighted geometric
means. A disadvantage derived from their methdbasit put into practice a factor analysis
method to decide which variables are to be pareémh aspect of financial inclusion. Hence,
it does not ensure full utilization of all availaldlata for each economy. This therefore provides

an avenue for further studies in this area.

Aside the indices of financial inclusion and of ess, one other issue that has received
substantial prominence in the financial inclusigerature is the use of the Global Financial
Inclusion Findex dataset to explore the sociaieauc determinants and obstacles to financial
inclusion (see Demirguc Kunt & Klapper, 2012, 20A8en et al., 2012, Klapper & Singer,
2013, Efobi et al., 2014, Camara et al., 2014 amskfa et al., 2015). Some of the authors only
provide the link between the individual charactasswithout examining the impact they have
on poverty. These studies, therefore, leave a@déye fiilled on the linkage between financial
inclusion and poverty reduction connection. A Ibtasearch works have looked at the suitable
instrument measures for financial inclusion togetaehousehold and country levels, whereas
some studies concentrate on the part financialsagglays in reducing poverty, other studies
have focussed the attention on the changing l@fdisancial inclusion both in sophisticated
and developing economies. All the earlier studesgelset the agenda in this direction and have
initiate major understandings of the significandefioancial inclusion on viable progress.

Nevertheless, further research need to be carry out



The guestion now is, what is the impact of finahaialusion on poverty reduction in Sub-
Saharan Africa? It is on this basis that the stgdyeared towards investigating the impact of

financial inclusion on poverty reduction in Sub-8&in Africa.

1.3 Resear ch Purpose

The purpose of the research is to study the lemahich financial inclusion influence poverty
in Sub-Saharan Africa. The study investigates #terthinants of financial inclusion in Sub-

Saharan Africa; and how financial access affecepgvin Sub-Saharan Africa.

1.4 Objectives of the Study

The key objective of the research work is to aretiie effects of financial inclusion on poverty

reduction in Sub-Saharan Africa. The exact objestiare:

1. To examine the level of financial inclusion amg@ub-Saharan Africa countries.

2. To examine the factors that determines finana@usion in Sub-Saharan Africa.

3. To determine how financial access affect povertgub-Saharan Africa.

1.5 Research Questions

The thesis will be guided by the following reseagciestions:

1. What is the level of financial inclusion amongoSSaharan Africa countries?

2. What are the determinants of financial inclusim®ub-Saharan Africa?

3. Does financial access reduce poverty in Sub+3ahvafrica?



1.6 Significance of the Study

This study will be of relevance to researchersgtttaners and policymakers. It will add to the
vast research on financial inclusion, and spedificahe impact of financial inclusion on
poverty in Sub-Saharan Africa. This, to the bestngfknowledge, happens to be one of the
few studies that look at the linkages between fir@nnclusion and poverty reduction in Sub-

Saharan Africa.

Secondly, development finance and development exmt® have a share in applying the
findings of the study in fashioning out modules tww to use financial inclusion to solve

poverty problems instead of the continued use @trthditional modules of growth.

Moreover, the findings of this study will be usefor policymaking concerning financial
development and financial inclusion in the Africamtinent, development organizations such

as the World Bank, International Monetary Fund African Development Bank.

1.7 Scope of the Study

The study exclusively focusses on the financialusion and poverty link in Sub-Saharan
Africa. It excludes North African countries becauserth Africa and the Middle East are
grouped into the same belt in World Economy. Theuses data from 40 countries that have

enough data on financial inclusion.

1.8 Limitation of the Study

The study is limited to Sub-Saharan Africa. It usesntry study panel data to determine the

effect of financial inclusion on poverty.



1.9 Organisation of the Study

The study is placed under five chapters. Chaptex @rovides introduction to the study. It
highlights the background and contextualisatiothef study and the argument for this work,
in the form of the research problem. It also higils the questions this study intends to find
answers to. Other items in this chapter includestrificance of the study, and the scope and

limitation of this study.

Chapter Two presents the evaluation of literaturdine with this study, financial system
overview in Sub-Saharan Africa, theories underpigrfinancial inclusion in Africa and the

world at large will be reviewed.

Chapter Three of the study expatiate on the melbgg for this study. It will describe the
research approaches and strategies to be useuhpgbkation, samples and the sample size. It
will provide the source of the data used in thelgtaescription of the data and the means by

which data can be analysed.

Chapter Four present the results of the analgatd This chapter will also report the various

discussions of these results, in relation to exggliterature and the context of the study.

Finally, Chapter Five summarize the study and hghitlits implications for research and
practice as well as other policy implications. ltllwalso highlight suggestions and

recommendations on the study subject and the csioclu



CHAPTER TWO

LITERATURE REVIEW

There have been a good number of scholarly artaidpublications on the impact of financial

inclusion on the various sectors of economies. §hdbe study on financial inclusion has been
comprehensive, it is not exhaustible. This studyaiin at exploring the extent and the impact
of financial inclusion on poverty in Sub-Saharamiéd. This is a gap in literature that has to
be filled with regards to the study on financiatlusion on poverty reduction in Sub-Saharan
Africa. In order to achieve this objective, a revief publications from accredited researchers

and scholarly articles that are relevant to thdystuin financial inclusion is very important.

The literature review seeks to critically analysel @xamine scholarly articles and books on
financial inclusion in Sub-Saharan Africa and glbpbarhe chapter will therefore provide
description, summary, and a critical evaluatioreath work with the aim of achieving the

research objectives.

2.1 Introduction

Chapter Two talks about the theory and empirindication on the influence of financial
inclusion on poverty lessening in Sub-Saharan Af(8SA). This section is separated into two
main fragments. The first part presents an overagtfwmancial systems in Sub-Saharan Africa,
dimensions of financial inclusion and; financiatlusion and poverty concepts. The second
part discusses some key theoretical suggestiotisedimance and poverty reduction nexus. It
also presents empirical literature on determinanrit§inancial inclusion and the financial

inclusion and poverty reduction nexus respectively.

10



2.2 Theoretical Literature

2.2.1 Financial System Overview in Sub-Saharan Africa

Between 2011 and 2014, financial inclusion levélsough the world have largely been
enhanced. Nevertheless, financial systems in Afniage gaps and holdups like those in
different emerging economies, notwithstanding thenerous intervention policies that have
been put in place by international organisatioks, lthe International Monetary Fund (IMF)
and the World Bank to revive the financial sectathim the past decades in SSA. According
to World Bank’s (2012) development indicators reépartransnational assessment of private
credit to GDP which is a core indicator of finanndapth confirms that a slit/split between SSA
and other developing economies exists. The repditates the proportion of private credit to
GDP could be in the region of 24 percent of GDBub-Saharan Africa in 2010 and 39 percent
in North Africa, linked with 77 percent for all ®@hemerging economies, and 172 percent for
high income economies (Demirgui¢-Kunt & Klapper, 20T his demonstrates a huge disparity
in the ratio of private credit to GDP (Financiapti®) between Sub-Saharan Africa and other
developing countries thereby lowering the configetiat the public has in the financial sector.
Beck, Maimbo, Faye, and Trik (2011) show that tlk@-bank section of Africa's financial
systems depicts a level that diminishes the amofiprogress in the banking sector. They
judge that only a small number of African countree stock markets and merely a few of
these are liquid. The World Bank Group (2012) réptirat with the exclusion of South Africa,
African stock exchanges are trivial as signifiedthg proportion of market capitalization to
GDP. The report shows that the percentage of madg@talization to GDP is only 38 percent
on average, as compared to 44 percent in all akegloping economies and 62 percent with

advanced economies.
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2.2.2 The Concept of Financial Inclusion and Exclusion

Financial inclusion targets bringing the unbankemsses hooked onto the official financial
systems and as a result they can have the chammecéss financial services like savings,
payments, and transfers to credit and insurancgutigns. Financial inclusion does not
suggest that everyone must make use of formal dinhservices, or that suppliers should
neglect risks and additional costs when planningravide services. On the other hand,
deliberate exclusion and adverse risk-return festaray prevent a household or a minor firm,
notwithstanding uncontrolled access, from using @nextra services. Such consequences do
not essentially permit policy involvement. Relalyea course of action ingenuities ought to
target and address market disappointments and emmwvmarket obstacles to gain access to
an extensive variety of financial services (Demargdunt et al, 2008). Financial inclusion can
help to make financial services more accessibédl including the poor, by ensuring that there

is a robust financial market which is an element&imonomic growth.

2.2.3 Definition of Financial Inclusion

Prevailing works on financial inclusion have alttefinitions of the idea. Several analyses
ascertain financial inclusion in relations to fic&al exclusion, which transforms to a bigger
framework of social exclusion. For instance, Legsf®95) defines it as exclusion of some
entities and humans from having admission to afifinancial systems, whereas Sinclair
(2001) emphasises failure to have access to nefetmttial services in a suitable system.
Alternatively, Amidz¢, Massara, and Mialou (2014) and Sarma (2008) unswgdy outline
financial inclusion. Amid4, Massara, and Mialou (2014) define financial isahm as
economic behaviour where individuals and busineaeegsot denied access to basic financial
services. An absolute financial system has a numibieenefits. An inclusive financial system
enables the effective administration of advantagdands and can possibly abate the cost of
capital. Moreover, admission to acceptable findns&xvices can advisedly advance the

everyday administration of finances. Comprehensiv@ncial systems can aid in frustrating

12



the progress of informal sources of credit (suctmaseylenders), which frequently turn out to

be expensive.

The significance of an extensive financial systemell known in the policy sphere and lately
financial inclusion has turned out to be a poliogltin several nations. Openings for financial
inclusion have emanated from the financial corgrsll the regimes and the banking industry.
Legislative accomplishments have been accomplighegrtain economies. For instance, in
the United States of America, the Community Reitmesit Act (1997) demands banks to
provide credit all over their absolute breadth pé@tion and forbids them from affecting only
the affluent areas. In France, the law on exclugi®98) demands a person’s right to have a
bank account. In the United Kingdom, a Financialusion Task Force was adopted in 2005

in an adjustment to curtail the advance of finanaigusion.

World Bank Global Financial Report (2014) describirancial inclusion as the arrangement
of bodies and firms that use financial services féport add-on that absence of use does not
mean lack of access. Some could accept admissitmatwial services but does not make use
of certain financial services for the reason oftcadmitted barriers, and market failures or
because of religious beliefs or cultural practi@@éorld Bank, 2014).This study adopt the
description by Sarma (2008) who believes finanaiglusion is a process that guarantees easy
access, availability, and use of financial servifmgsall participants in an economy Sarma’s
(2008) description forms the idea of financial istbn on a number of dimensions, comprising

accessibility, availability, and usage, which canalogued independently.

2.2.4 Measurement of Financial Inclusion

Although the significance of a comprehensive finahgystem is generally accepted by policy
makers, banks, and educational societies aroungltiee, empirical literature on financial
inclusion do not have an inclusive standard meathatecan be used to evaluate the level of

financial inclusion from one economy to the oth&arma, 2007 and 2008). The writer
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acknowledges a number of indicators that have hesed to specify the level of financial
inclusion by different researchers. Those auth@kewse of indicators that include substantial
deposit accounts (current and savings) seizedsasir@ of the grown-up population (Sarma,
2008), number of loan accounts as a part of thé adpulation (Samantaray, 2007), as well
as the number of bank branches per million pedpé&enumber of ATMs per million people,
amount of bank credit, and amount of bank dep&sitrha, 2007).

Sarma (2007 and 2008) discovered that indicatoenwised separately, offer only fractional
evidence on the comprehensiveness of the finasg&ém of a country. Therefore, the writer
advocates a complete measure of financial inclugan includes material on quite a lot of
aspects of financial inclusion. The author mairgdimat a single digit measure permits cross
country assessments, trends to study and assesi®@asiimprovement of policy ingenuities,
and responding to academic problems such as nesfijos between economic development
and financial inclusion.

In partnership with the Indian Council for Reseamh International Economic Relations
(ICRIER), Sarma (2007 and 2008) established a gtand inclusive measure of financial
inclusion that integrates information on quite anber of dimensions of financial inclusion,
his measure is easy and not difficult to calculate] it can be used to compare across nations.
The measure is known as the Index of Financialsioh (IFI) which is comparable to some
of the UNDP assessments for calculating welli#isfaed indices such as the Human
Development Index (HDI) and the Gender-related Diaent Index (GDI). The IFI joins
three basic dimensions of financial inclusion sgndalculations namely depth, availability, and
usage. The rest of the indices include the Eurabater Survey 60.2 (European Commission
2008) and the Patrick Honohan'’s Index of acce$mémce. These indices are centred on the

dimension of access.
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2.2.5 Benefits of Financial Inclusion

The significance of an inclusive financial systemextensively identified in the strategy circles
(Sarma, 2008) and financial inclusion has develg=ed strategy and main concern in several
countries (Sarma, 2008). The popularity of the intgoace of an inclusive financial system was
determined by the finding the important role o&fiice as one of the serious features for growth
and development. This acknowledgement, togethdr thi¢ fact that growth alone cannot be
viable, has encouraged an interest in financidlgion among academic world, public policy
makers, and scholars.

A comprehensive financial system enables effedig&ibution of useful funds and this can
possibly lessen the cost of capital (Sarma, 208i&ancial inclusion offers an opportunity for
placing the savings of the poor into the officiabincial intermediary scheme and station them
into investment. Furthermore, the huge amountstié kcharges deposits give commercial
banks prospects to decrease their reliance on kagad deposits and aid the commercial

banks to improve and succeed both in liquiditysiakd asset liability disparities.

Financial Inclusion can aid to lower the progresar@eremonious channels of credit such as
money lenders which are time and again seen tofaerSarma, 2008). Financial inclusion
safeguards the deprived from the controls of infdrmoney lenders. Persons left out from
formal financial system often depend on the infdreector to assists them with finance and
frequently charged excessively high rates. It i@ sssult that the financially left out individuals
do not have access to more credit options. Thexeforcruel cycle of high cost finance is
customary where an individual borrows at high castd pays out a considerable share of
his/her income to money lenders.

Participation in the formal financial system camsiderably advance everyday managing of
finances (Sarma, 2008). In economies that promashless economy for instance, Western
Europe and North America, as well as those in eimiuthe non-existence of admission to

operate a bank account could indicate the varidretereen indebtedness and prosperity.
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Individuals without accounts have it difficult toxdertake individual commitments, like the
settling of bills. Persons without a transactionkbaccount have to depend on an unsafe money
centred trade that renders such individuals to epeheft and uncertainty.

Separately from the personal assistances giveimagdial inclusion, financial inclusion also
provides benefits to financial organisations aredéntral bank.

Generally, this is supported by a number of hypiitheand experimental investigation studies
that shows the serious role that better accessdnde has in encouraging faster and impartial
growth as well as sinking income disparity (BeckD&mirguc-Kunt, 2008; Honohan, 2004).
This is because a well-built financial system etesgoor individuals into the formal financial
system and makes such individuals participate neorergetically towards their personal

economic development.

2.2.6 Definition of Financial Exclusion

A study on financial exclusion has a well-definedbéence of a bigger affair of societal
segregation of some sets of individuals from thicial banking structure of the people.
Leyshon and Thrift (1995) explain banking exclusicas any process that seeks to stop
individuals, social groups and bodies from admissmthe official banking system. Carbo et
al. (2005) explain financial exclusion as largdig tifficulty of some individual or groups to
have admission to formal financial services. Howe@®nroy (2005), tries to define financial
exclusion as a practice that exempts deprived adeénprivileged social groups from having
admission to the proper financial systems in ti@me countries. Mohan (2006) as well
explains that financial exclusion is the non-exiseof admission by some sections of society
to appropriate, less expensive, reasonable andiéssrfinancial packages and services from
accepted suppliers. The World Bank (2014) desciitiestional exclusion as a situation where
part of the population or businesses decide notdake use of financial services, the reason

being that they do not need them or because af ¢chéural or religious motives. In the other
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hand, unintentional exclusion occurs when individwae suffering from insufficient income

and have high risk profile or because of seleatiagket failures and imperfections

2.2.7 Dimensions of Financial Inclusion

The agenda of financial inclusion has absoluteilyy@nced decisions of policymakers such as
the World Bank, the Consultative Group to Assistoor (CGAP), Asia Development Bank,
African Development Bank, International MonetarynBUuIMF) and governments of some
Sub-Saharan Africa countries to ensure the neethétusiveness in the financial sector. The
primary appearance to defining the degree of firmclusion is to recognise the instruments
that admit the smooth availability, usage and sopexdvantage of financial services in an
economy. Policymakers essentially need dependdfitmations about the level of present
inclusiveness in their corresponding countries,tiias is imperative to structure policies and
plans to eradicate obstacles to financial inclusidre Alliance for Financial Inclusion (2012)
views financial inclusion as multi-dimensional. Tleem, individuals and enterprises are
classified into different divisions, whether inceedor not. By the purpose of outlining a more
absolute abstraction of attachment, the Finannigusion Data Working Group (FIDWG) of
the Alliance for Financial Inclusion (AFI) has s$ett on three key ambits of financial inclusion
that act on the advancement of data gathering. @anewccess, usage and quality. The group
documents that the accepting of a broader and aimakinsional definition of financial
inclusion is basic to modifying the notion accegtithat inclusion will unavoidably be

accomplished through the offering of sufficientess points.

The ambit of financial inclusion are ample categ®rin which indicators can be grouped,
without being cramping. The ambit simply gives anfiework to policymakers in developing
robust measurement strategies that reflect thei-gintensional attributes of financial

inclusion. Contained by this framework, policymakeyill still be in charge structure a set of

indicators acceptable to their needs and levesséis in their individual countries. The World

17



Bank Report (2012) on financial inclusion stratsgiecommodate abundant descriptions on
access, usage and quality dimensions of finanuiésion including a fourth dimension which

is the impact of firms and household. A detailestdssion is stated below:

Access: the possibility to use absolute financiatvises and packages from official
organisations. Accepting intensities of access cauted intuition into and analysis of
attainable obstacles to having and using a ban&uatdor any drive, such as charges and
closeness of bank service points (for example, divem and ATMs). An appropriate
straightforward alternative for access can be aptishred by counting the number of accounts
that are opened through financial institutions apgroximating the percentage of the citizenry

with an account.

Quality: the adaptation of the financial service ppduct to the accepted needs of the
consumer. Quality involves the captivation of tbesumer, accustomed in outlooks and angle
in the administration of those products that amsently attainable to them. The degree of
appropriate quality would be acclimated to admearsent the attributes and assimilation of

the link as part of the financial service suppked the end user as well as the selections

attainable and consumers’ stages of indulgentaddlselections and their consequences.

Usage: Outside the fundamental acceptance of bgrdarvices, usage centres extra on the
perpetuity and assimilation of financial productalause. Therefore, defining usage needs
added details about the consistency, occurrendea@non of use over time. To measure usage,
it is necessary that information reveals the ugmuiat of view, that is, data accumulated from

a demand-side survey.

Impact: barometer variations in the lives of conetsrthat can be adjusted to the usage of a

financial device or product pose astringent procaldiests to the survey design. This advice
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can be acquired either from the demand side, shat the individual, household, or firm level,

or from the supply side, that is, at the level éihancial institution, or from a mixture of both.

2.2.8 Concept of Poverty

Generally, poverty has been connected to incoméchmemains the fundamental of the
concept today. Conversely, income in itself is essldifficult a concept than poverty it has to
be cautiously and specifically explained. Othempenties such as assets, income in kind and
support of public services and employment shouldrbdited to attain a complete but precise

measure of income.

Poverty in Sub-Saharan Africa (SSA) is extremessfstent. Quite a lot of attempts have been
made by governments and development organizatiood ss the World Bank, Non-
Governmental Organizations (NGOs), and the Intewnat Monetary Fund (IMF) to influence
it by developing poverty reduction strategies (Ghakrty & D'Ambrosio, 2013). According
to the World Bank (2013) currently, 48.5% of thepplation in SSA live on less than $1.25 a
day, and 69.9% live on less than $2.00 per day [@®ank, 2013). The report stresses that
with slight above 910 million persons existing e tregion, and still more than half of that

population of Africans below the poverty line.

Many of the definitions recognize poverty to be altidimensional concept. David and
Timothy (2002) define poverty the absence of resesicomparative to needs. Foster (1998)
also reasons that in order to operationalize tHimiten of poverty, an inception should be
defined in terms of absolute and relative poverty.the researcher, in the case of absolute
poverty, a group-specific absolute poverty linettmeshold (food, clothing, healthcare and
shelter) is defined based on the resources neededintain basic needs among the group;
while relative poverty, refers to a belief of ligirstandard for the income distribution such as

mean, median or other quintiles that define theoffuhs some percentage of this standard.
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2.2.8.1 Measurement of Poverty

There are various measurements of poverty, notieeabong them are, the poverty headcount
which is measured by headcount, H, whose inconliesdiaw the absolute poverty threshold.
The World Bank (2008) pitches in to the absoluteireof poverty and explains severe poverty
as living on less than $1.25 a day Purchasing P&asty (PPP), and moderate poverty as less
than $2 a day. The headcount ratio on the othed haasures the fraction of the population
under the poverty line. The Human Poverty IndexIjt{éBmpiled by the UNDP in 2006 is an
additional measure of poverty. It measures povertyhree areas of deprivation. These
comprise life, basic education and economic prowuisi he 2006 UNDP report states that there
is evidence of poverty when one dies before agyg {d0). In respect of basic education, the
report measures the fraction of adults who areilite and finally for the economic provision,
it measures the fraction of people without accessafe water and the fraction of children
underweight. A further measure of poverty is theltMDimensional Poverty Index (MPI)
which revolves around the three measurements arppjust like the Human Poverty Index
(HPI). The difference is that while HPI concentsaté aggregate level data, MPI concentrates
on individual level data thereby directly concetecbon poverty measurement. The three levels
it concentrates on include health, education anddistandards.

2.2.8.2 Measurement of Inequality

Inequality is concerned with the dissemination méome. There are two main types of
measurement of inequality. These are size/persdiséibution of income and practical
distribution of income (distributive factor sha@sncome). Functional distribution measures
the share of income amassing to various factopsafuction namely labour, land, capital and
entrepreneurship. That of size/personal distrilbutdd income deals with total income of
individuals or households regardless of sourceis. the greatest common measure used for
inequality, and it naturally arranges individuatafeeholds by ascending order of income and

divides total population into distinct groups. Exdes are quintiles and deciles as shares of
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income, Lorenz curve and Gini coefficient. Otheamples include Theil index, Atkinson
index.

2.2.9 Theoretical Argument on Finance, Poverty and I nequality

It is clear in the literature that a proficient, llafeinctioning and active financial system is an
essential condition for long term economic grov@bhumpeter (1911) debated that financial
intermediation through banking contributes a magnt in economic growth thereby ensuring
productivity, technical change and an active finansector and the distribution of savings
through two channels. Firstly, these policies makedit cheaper, boost, entrepreneurial
activities, generate employment opportunities amtthace the welfare of the poor. Secondly,
the availability of credit at cheaper cost can pewrucial abutment to the financial weaker
area by allowing them to invest in health, appsghip and advance the life of their children
and enhance the human capital of the economy wimploves the income distribution. More

followers of the concept that finance may promatengh consist of Goldsmith (1969) and

McKinnon (1973). They absolutely agree in theirgesggions that finance can promote growth
by inspiring technological novelty and level befarg growth can be attained, or technological

development made, however, the obtainability ddifice is imperative.

Robinson (1952) proposed a conflicting argument éiatvocated that where enterprise tops,
finance only keeps an eye on promising a demandiedthesis. This assumption advocates
that finance just transforms an economy from lowigh growth areas and even if finance is
absence, economic growth could still be accomptishem low value areas such as

agriculture.

With two opposing hitherto reasonable theoretimmpis, another assumption also exists in
the literature. At the same time as, a well-degigimeancial system may drive technological
change and increased economic growth, this econdevielopment may be an aftereffect of

the demand for financial services causing a bi-gdigk among finance and growth.
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An endogenous growth model proposed by Pagano Jk#&t&s the possible methods through
which financial expansion may influence growth. Bhél to assess cost-effective investments
is a crucial role of financial mediators. Goldsm{t969), and Greenwood and Jovanovich
(1990) reiterate that, the higher adequacy findnngtitutions in accepting and meting out
advice about investments at the bargain cost pgrenitdit to be focussed on the best capable

entrepreneurs/firms, that will present new enhaqeducts and production processes.

Ravallion (1997) argues that the growth elastiaitgrcation and induced-growth altercation
add to new approaches and empirics. The two argisrherput forwards were taken to appraise
how antecedent household income administration atspadvance in limiting poverty. By

invoking the Gini index, his results specify thatrer inequality tends to crave a lower rate of
poverty abridgement at any accustomed absoluteofageowth. The researcher sums it up by
arguing that antecedent distribution does not afieev abundant the poor can get to improve

average incomes.

2.3 Empirical Literature

2.3.1 Empirical Evidence

The empiric evidence on the finance-growth linktstay a research done by King and Levine
(21997). The findings of their work authenticateadosolute link between finance and growth.
They used a dataset comprising eighty economies @60 to 1989, the writers ascertain that
the original stages of financial expansion antittgraalternating growth rate through the thirty-

year period.

Examining the trend of affiliation between finareoed growth has been studied by a number
of researchers, (Demetriades & Hussein (1996); thr& Demetriades (1997); Rousseau &
Watchel (1998)). Even admitting advancement iseg¢han its trend, the supply-led hypothesis

inclines to be preferred. Demetriades and HussE39Q) ascertain slight provision for the
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demand-led hypothesis, admitting a bi-causal Igkeialised in seven countries from their
absolute sample of sixteen. Arestis & Demetriade397) measure financial progress by
containing both bank based and market based vasiabheir findings advance that; countries
that support an intermediate centred financialesyssuch as Germany, follow the supply-led
hypothesis, at the same time as countries thatosuppnarket centred financial system, such
as the United States follow the demand-led hyp@hé&ousseau & Watchel (1998) after-
effects shows that when finance was not sophisticain the advance of accelerated
industrialisation (1870-1929), finance accord thsteaction to advance growth providing to

the supply-led hypothesis.

Beck et al. (2000) make use of legal backgroundmfasential variables in their work and

authenticate that finance has an acceleratinganfla on absolute factor productivity growth,
which aliment through to general GDP growth. G24i02) use a dynamic panel analysis and
indicates that finance counted for growth over tiygrear period from 1970-1990, nonetheless
the writer as well indicates that the supply-legdipesis is far from abiding and may have
been motivated by certain periods in his work. &i&jValev (2004) add to the existing studies
by finding the impacts of finance on growth vanpjgat to the level of a nation's economic
progress. The results from their work suggest tioatlow income economies, the impact of
financial development on economic growth is matipugh the capital accumulation channel,
whilst for middle and high-income economies, it saddbundantly through improved

productivity growth.

Demetriades and James (2011) research financerawthgn Africa, one of the world's fastest
growing continent. Their results to literature icaties that the relationship between financial

development and economic growth may be region 8peci

In Africa, the writers’ findings suggest that asrreags increase, savings are absolutely

mobilised, as bank balance sheet grow. Conversegse savings are not channelled and
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offered as loans due to information irregularitaasd brittle contract execution in Africa,

stopping finance from causing growth.

Financial development can be aggregate into twok based and market based development,
Levine (2002). Demeriguc-Kunt and Levine (1996)fthat bank based financial systems, like
those in Germany and Japan have associated gratethornations that are serviced mostly by
a market based system, for instance the Unitedd¢ingand the United States of America.

Nevertheless, the writers’ find that the two stames match one another and countries with

superior stock markets are inclined to have bétieks.

Regardless of this, the broadly captivated empoafirmation illustrates that there is a
positive linkage between financial developmentisedme per capita. Furthermore, if growth
is comprehensive to all citizens globally, it mgpeopriately play a role in reducing poverty

and inequality.

2.3.2 Determinants of Financial Inclusion

This part discusses the determinants of finano@usion affirmation in the financial inclusion

literature. It is done forth some key studies #tatlied financial inclusion and its determinants.

Demirguc-Kunt and Klapper (2012) provide the oraianalysis of the Findex Data, a first-
hand set of indicators that extent absolutely hdulta in 148 countries covering across over
150,000 individuals save, borrow, accomplish payhemd cope with risk. The data shows
that 50% of adults globally have an account atficial financial institution, however account
infiltration differs extensively through regionsncome groups and individuals features.
Demirguc-Kunt and Klapper (2012) note that althoGgB6 of adults all over the world stayed
unbanked, of at least 35 percent of them indicdtstazles to account use that might be
addressed by public policy. In the midst of the nfoequently declared obstacles were high

cost, physical disengagement and absence of aighregbrds. These early studies by the
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authors on the data set alone offers a descripfitime condition without testing for statistical

significance.

Allen et al., (2012) with a number of probit modfids 123 economies for both individual and
country specific characteristics, shows that enbdnownership and usage of accounts is
accompanied with an improved supporting environmfentaccepting access to financial
services such as lower account costs and morengesdo financial mediators. The writers
indicate that policies directed to encourage irolusuch as necessitating banks to give basic
or low-fee accounts, excusing some depositors rardensome records requirements, accede
to correspondent banking, and using bank accoorassdomplish government payments are
decidedly effective between those most likely toelxeepted. Lastly, the writers study the
issues associated with declared barriers to acawmérship among those who are financially
excluded and documented that these individualstépeer barriers in nations with lower cost
of accounts and better infiltration of financiaihngee suppliers. There is weakness in their
study, which is their disability to account for r@gal dynamics, therefore conclusions drawn
from it may not be applicable. This is because auittitive institutions in these countries or

economic zones vary from each other.

In examining an overview of financial inclusion ifrica using descriptive statistics

Demirguig-Kunt and Klapper (2012), show that lesmth quarter of adults in Africa have an
account with a formal financial institution and tladot of adults in Africa use informal means
to save and borrow money. Thus, 23% of adult Afrcchave accounts at any formal financial
institution and about 77% remained unbanked (ddawe bank account at a formal financial
institution). Likewise, they note that the bulk sshall and medium enterprises in Africa are
unbanked and access to finance is a main challévigiehed to other emerging economies,
the writers indicate that high-growth small and medenterprises in Africa are less likely to

use formal financing, which means formal finang@gstems are not confined the needs of
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enterprises with growth openings. Their study opigvides descriptions of the problem

without testing for statistical significance.

Anson, Berthaud, Klapper and Singer (2013) stufirehcial inclusion and the role of the post
office. By controlling for both individual and coum fixed effects for 60 countries, they report
that post offices are reasonably more likely thaaditional financial institutions to offer
accounts to individuals who are most likely to bt financially helpless groups, such as the
poor, less educated, and those out of the laboce fd he writers also suggest that post offices
can increase account ownership by temporary as rm@sbhants for transactional financial
services, such as electronic payments and remgttand that partnerships between the post
office and other financial institutions overlap lwé higher bank account penetration.
Demirguc-Kunt, Klapper, and Singer (2013) studiearicial inclusion and legal
discrimination among women from emerging countriése results from their probit models
and ordinary least squares (OLS) regressions damnateshat individual characteristics such
as income, education, employment status, ruraleesly, age and gender remain considerably
correlated to usage of financial services. Theessitlso find that legal perception contrary to
women and gender norms may explain some of thescamuntries disparity in access to
finance by women. They observe that in countriesr@livomen face legal boundaries in their
ability to work, head a household, choose whervéoand receive inheritance, women are
less likely to own an account, comparative to nasnyell as to save and borrow money. Their
findings also confirm that displays of gender narsisch as the level of violence against
women and the occurrence of premature marriageavtonen, contribute to clarifying the
difference in the use of financial services betweam and women, after controlling for other
individual and country characteristics.

Demirguc-Kunt, Klapper, and Randall (2013) studigdmic finance and financial inclusion
among Muslims adults in 65 countries. Their analyiows that Muslims are considerably

less likely to own a formal account or save atranfd financial institution than non-Muslims
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after adjusting for certain individual and counteyel characteristics. In addition, the study
finds no evidence that Muslims are less likely timam-Muslims to use formal or informal
borrowing.

Aterido, Beck, and lacovone (2013) measured gendennces in the use of finance by
household and enterprises in SSA using multivaniaggessions. Their findings show that
some proof about the presence of an unrestrictadegegap, once they controlled for firms
and household features. They found no extra prdod oestricted gender gap either for
enterprises or persons. After controlling for augroof features such as size, industry,
ownership type, foreign involvement, export status] age, enterprises with female ownership
involvement in Sub-Saharan Africa use as much ter®ad financing as enterprises devoid of
female ownership involvement and female individumie as likely to use formal financial
services as male individuals. They settled that emare deprived in involvement in the labour
force and education, which has consequences fopiduicipation in the contemporary market
economy, including the formal financial sector. Yioaim that policies to increase access to
financial services by women have to be addresseaifen are to secure the advantage of
financial services as much as men. These findimgpgse the requirement for extra new
methods for banks to spread out to female custothetsdo not meet the requirement for
formal banking services centred on outmoded feature

In evaluating the part of familiarity in financialclusion in Africa, Klapper and Singer (2013)
find related claims made by Demirguc-Kunt and Kleapf(2012) that fewer than a quarter of
Africa adult population have formal accounts, anangn Africans use informal methods in
saving and borrowing. When the writers used pragtessions models on three indicators of
financial inclusion such as account ownership,rsgviand credit, their findings also sanction
earlier studies with regard to account ownershgingi univariate analysis and indicate that
women, poorer and less educated individuals, thasg in rural areas and of middle age are

more unlikely to have an account. Their findingsoadlisclose that employment prominence is
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an important determining factor of account owngrsfiihey show that adults engaged by an
owner are more expected to own an account thae thibhe are entrepreneurial and at the same
time those jobless or out of the labour force ass lexpected than the self-employed to own
an account.

In investigating factors that determine financiatlusion in Peru, Camara al., (2014)
confirm earlier results that more weak groups adgbe such as women, persons living in
countryside areas and young persons are thosdhetbxtreme difficulties in gaining access
to the formal financial system. They show that eémnts of financial products, loans and
mortgages there seem to be better improved drofdnsancial inclusion than saving products.
This endorses the fact that financial inclusiortde go beyond only having access to formal
accounts and savings to encompass access to lodnmartgages. On the aspect of the
enterprises, Camashal., (2014) emphasize that rigidity and educationdtut as important
features for financial inclusion. They claim that persons excluded from the financial system,
elements such as age, gender, education and ileselseem to disturb opinion of the hurdles
to financial inclusion. On the aspect of policye tivriters note that credentials of distinct
characteristics that could affect financial inctusioffers useful observed proof for crafty
policies that help more inclusive financial systems

In applying micro-econometric approach, Efabial., (2014) study access to and use of
banking services by individuals in Nigeria using tfinancial inclusion data from Global
Findex 2011. Their findings shown among others ihdividual ‘s attributes such as gender,
age and education significantly clarified bankireyvices in Nigeria. They also find that
income and ICT disposition are significant in digrig the use of bank services in Nigeria.
Individuals dwellings such as urban and rural dneddistance of the resident of the respondent
to banks were not provided by Gallup World Poll dhdse were limitations to their study
considering the framework they designed and thetfat they intended to use these social

factors for robustness checks. They however, cdectbat despite the above limitations, the
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study is worthwhile for policy making in Nigeria érother African countries on issues
associated to financial access and inclusion.

In addition, with regard to credit, the multinomiagressions show that income, age, education
and engagement status are statistically considecatelated to the log-odds ratio of using
formal credit as associated to not using any crédapper and Singer (2013) also show
evidence that for formal savings, there is no stiatilly important link between gender and
formal credit regardless of the predictable impurteariation by gender in the univariate
setting. This is attributed to the fact that, thisrequat level of formal credit in Africa and the
fact that gender variations manifest themselvegl@mtally through income, education and
employment status. Nevertheless, gender is cordijeadversely correlated to the log-odds
ratio of using only informal credit, compared toings no credit. They also revealed that
informal credit has no statistically important cention with income, proposing that credit
from informal avenues, such as family and frietlds key basis of credit in Africa and through
emerging nations, is similarly reachable to all.

2.3.3 Remittances and Financial Inclusion

Recently, the importance of remittances on accedshe use of financial services has gained
a lot of consideration and has become a primarysae development policy. Many studies
show that remittances are correlated with indicatufrfinancial development. For instance,
Giuliano and Ruiz-Arranz (2005) found a robust pesiimpact of remittance on financial
development. Moreover, threshold analyses revedlrdmittances appear to substitute for a
well-developed financial system by promoting growtbre robustly in those countries with

weak financial systems.

A recent work by Aga and Martinez Peria (2014) vd#ta from about 10,000 households in
some selected Sub-Sahara Africa countries possuldi®t international remittances from
migrants to the countries under consideration hla@eendency to increase the use of a formal

account in the home countries. This affirmed thelgty Ambrosius (2012) that established a
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correlation between remittance and financial dguelent. It was observed that, remittances
have a significant effect on the ownership of a@rggssaccount and availability of borrowing
and serve as a catalyst for access to financean npoal households. Aggarwal et al. (2010)
also found that remittances may influence the dnowftfinancial development in recipient
countries. This is because financial institutionsynpersuade the recipient of remittance to
convert the remittance received as deposits whesetremittances are channelled through the
banking system. This will make enough funds avéldbr commercial banks for lending
purposes to the private sector of the economy.alt Wwowever noted that distance and the
income level of the households are significant ecoic factors in explaining the receipt of
remittances (Adam, 2006). Anzoategui et al. (20bé)vever, did not find any relationship
between remittances and the loan outcome of hoidsghltbough there is a positive correlation
with deposit accounts of households. The positelationship between remittances and
financial development complements financial intedimBon and therefore lead to an increase
in savings of households. The rise in savings r@salt of remittances and the intermediation
role they play in the financial sector help in #féicient allocation of resources (Ojapinwa &
Bashorun, 2014). Woodruff and Zenteno (2004) belignat remittances do not only enhance
financial development but promote entrepreneugtiVdies as well. This was arrived at after
their research found that remittances help in ietathe financial constraints for small business
especially in developing countries. The relaxatiofinancial constraint is due to the fact that
remittances increase the size of the financialsexid reduces overhead cost and the margin
of interest (Cooray, 2012). Remittances also platgaificant role in solving the liquidity
constraint and provide alternative way of financingestment in most developing countries

(Giuliano & Ruiz-Arranz, 2009).

A different line of research from Coulibaly (201p9stulates that though remittances may
positively impact financial development in some mivies, financial sectors in other countries

may not have any significant impact as a resuteatfittances. This and other factors are the
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reason why Mexico, though the second receiver ofittances in the world, places more
emphasis on interest rates and inflation than omitt@ances in economic decision making (Ruiz

& Vargas-Silva, 2010).
2.3.4 Channels of Remittances

Remittance flow and fund transfers have becomeowigg area of interest among scholars
and researchers as well as international policyersak recent timesrving, Bonaparte and
Ratha (2010) indicated that remittances from migrémhouseholds provide the most tangible
and least contentious relation between migratiahdevelopment, and also have the potential
to reduce poverty and other UN Millennium Developin@oalsit has then become very vital
to know the means of remittances and funds transteras to enhance transparency and

accountability.

Remittances may either take the formal or the midrchannel. Formal channels may include
cash transfers that is usually based on persdagibreships through business people, or carried
out by courier companies, friends, relatives orseffe The international standard sector on
anti-money laundering and combating the financihgworism (AML/CFT), FATF generally
describes “Formal” funds transfer systems as thmadaded in the regulated financial system,
leaving all other method of “Informal” category. Hernandez-Coss’s (2005) work, he
described formal institutions that aid in remittasdransfers as those that are supervised by
government agencies and laws that determine tineation, characteristics, operations, and

closure.

The informal channel, on the other hand, is defimeall types of remittances transfer services
that do not involve formal contracts, and hencenatdikely to be recorded in national accounts
(Freund & Spatafora, 2005) thereby comprising 108050% of the total remittances
(Ratha ,2003; El-Qorchi et.al, 2003). Maimbo & Rat{2005) indicated that informal channels

charge fees under 1% of how much is been chargé drmal channel. In Bangladesh, for
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instance, Siddiqui (2003) concluded that the cbistformal channel is 45 percent of the formal
channel. Freund and Spatafora (2008) also shoveedhé negative impact of transaction cost
in most cases influences migrants’ decisions to theeinformal channel of remittance.
Hernandez-Coss (2005) found many other factorsittilkence the choice of the informal
channel which include relatively higher cost of dieg money through the formal system,
intention to evade taxes, strict government regaiatand many others. In a survey conducted
in 176 countries worldwide birving, Bonaparte and Ratha (201i@) remittance receiving
countries and remittance-source countries, it vaagicned that high cost is perceived to be
the top single factor hindering migrants from usfognal channel. Other factors cited by
respondents include mistrust of or lack of infonmatabout financial systems, products, and
channels. Irving et.al (2010) identifies culturadacost factors to be some of the important
factors that influence the use of informal chann&ending remittances with co-ethics is
perceived to strengthen the social relations tRest éetween friends and family. The paper
concluded that high cost of transfers, dual exchaate for money transfers, and lack of legal
documentation for formal transaction by remittaseader migrants are considered as the main
reason why migrants will opt for informal channElteund and Spatafora (2008) saw that
recorded remittance is significantly influencedlby stock of migrants and the transaction cost
of remittance. High transfer cost reduces the masey home by migrants. This implies that

migrants use informal method to transfer moneyetuge to transfer money.

2.3.5 Finance and Poverty Reduction

Though the finance-growth connection has been thgitly studied, current consideration has
been focussed on how the role of formal finanaiatitutions may lessen poverty. Not many
studies have been done on the direct effect oh@irgh inclusion on poverty reduction in both

developed and developing countries at either theronar micro level. Few of the studies are
based on the linkages between, financial accesspandrty, financial development and

poverty, finance, growth and poverty reduction androfinance and poverty.
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Theoretically, Rajan and Zingales (2003) proposa ¢hstrong financial system permits for
rivalry to develop which may weaken the power ofméltant officeholders. Thus, changing
from a restricted and collegial financial systermatths full of factions, may permit
underprivileged family circle and small industrtedlourish. Additionally, if deficient capital
markets are accountable for satisfying an unticiags of poor families, financial development
may eliminate such deficiencies and reduce incaraquality and poverty.

Levine (2008) makes available an academic theohpwffinance may ease poverty and lessen
disparity through intergenerational movementshdf poor are presented with financial access,
then by funding education and business activitlemy may escape poverty.

For example, Jalilian and Kirkpatrick (2002, 200&yaluated the effect of financial
development on poverty declining in both developad developing countries using data by
Dollar and Kraay (2002). They discovered that tharicial sector development policy adds to
poverty decrease after controlling for key macrorexnic variables such as inflation rate,
share of trade and government spending. They atmwered that the effect of financial
development on poverty reduction will be affectedly by any change in income inequality
occasioning from financial development.

However, they were not capable to plainly outliteit measurement of the financial
development. One can assume from their measurénandial sector development using
income growth and enhanced supply of access tadiabhservices to the poor as component
of financial inclusion. Again, they used the Girancentration ratio to substitution for
inequality, which evidently displays some likenespoverty lessening measure.

Financial development may prevent poverty for alevhy giving the poor an opportunity to
consumption smooth during predicament. The capdoitywithdraw savings from financial
institutions may stop a family from dropping beltlve poverty line in an economic disaster.
Additionally, if a household is credit commendalileey may be able to borrow and check the

passing of the household. Financial mediators gesafe storage of accrued savings/assets,
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which are secured from stealing and are very ligindack of financial mediators, the poor
store their wealth in grains, livestock, jewelleryother physical assets, Rosenzweig & Wolpin
(1993).

Investigating the part of economic development imaye on the poor’s wellbeing, Dhejia &
Gatti (2005) find credit access may decrease ¢hiddur. The writers propose that in the lack
of credit markets, households use child labour asngporary solution to level transitory
income shocks.

While controlling for certain characteristics sweh lack of depth of private banking credit,
inflation rate and others, Honohan (2008) examihedeffect of access to finance using over
160 countries worldwide including SSA and findsetationship but not an underlying link
between access to finance and poverty reductiosn.odicomes are somewhat in agreement
with Rewilak (2013) who finds that financial deveioent may ease poverty but not entirely.
His model is likely to suffer from endogeneity biamce he did not control for likely
simultaneity predispositions.

Akhter and Daly (2009), examined the role of finahdevelopment on poverty reduction in
54 developing countries using Fixed Effect Vectacbmposition Model (FEVD) and find
that financial development is conducive to poveeuction but the instability accompanying
financial development is detrimental to the pooney also posit that there is a positive
relationship between financial development andrfanal instability in those countries. One of
the weaknesses of their model is that they domadider simultaneous bias in the model which
can lead to endogeneity problems.

Imai et al. (2010) look at the impact of microficaninstitutions (MFIs) on poverty decrease
in India using cross-sectional data and find tbahk for productive resolutions were more key
for poverty reduction in rural than in urban arédsey also find that living in urban areas, with
simple access to MFIs, has bigger average povedyeaing effects than the access to loans

from MFIs for productive purposes. Their outcome®ppse that the occurrence of
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microfinance institutions permits the rural poorh@ave access to financial services such as
loans which could assist in reducing their povéetyel when applied correctly. Access is an
important element of financial inclusion so theluehce of MFIs through access to the rural
poor is an indicator of financial inclusion. Im&@aiha, Thapa, and Annim (2012) once more
observe the effect of microfinance institutionspmverty reduction in Latin America and the
Caribbean using cross-sectional and panel data fiawad that microfinance institutions
significantly reduce poverty at the macro level.

By means of penal least squares (PLS) and GMM Sw@@d4) studied financial inclusion,
gender dimension and economic impact on poor haldeln India using cross-sectional and
time series data. The study shows that overall, @osinvolvement has improved household
income by 16.23% on average in India. He also ¢esed that gender matters in the impact
of financial inclusion programmes for the poor. Tlesearcher noticed that income growth
(CAGR) net of inflation effect was 8.40% for womas against 3.97% for men, showing that
the contributing female poor undeniably affect tbatcomes of financial inclusion
programmes. His outcomes therefore propose thamdial inclusion is significant in poverty

reduction for poor households in India.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.0 Introduction

This chapter refer to the methodology used in thdys It gives an idea of the research process,
the technique that was employed and the tools mkegdarrive at the research objectives. In
essence, this chapter describes the data useckinesiearch, the source of the data, the
methodology that was employed on the data anduigi¢ation for the choice of the method.
The chapter begins with the estimation techniquetiimdology) that is employed on the data
and justifies the choice of the method, the spestion of the model, and then goes ahead to
define the various variables used in the model.SEmple data that is used in the study as well
as the sources of the data are explained. Finaltliis chapter, the techniques and data analysis

tools are detailed.

3.1 Estimation Technique

The Hausman test is also described as a test fodelmusspecification. In panel data analysis,
the Hausman test help in choosing between fixezttefimodel or a random effects model. The
null hypothesis is that the preferred model is canaffect; the alternative hypothesis is that
the model is fixed effects. The purpose essentislitiiat, the tests looks to find if there exist a

correlation between the unique errors and the iedéent variables in the models.

The null hypothesis is that there is no correlabetween the two. Interpreting the result from

a Hausman test is straight forward. If the p-vaduless than 0.05, reject the null hypothesis.

This study employed random effects model for thst finodel in the study since its p-value
(0.1011) is greater than 0.05. Fixed effects maged used in the study for the second model

in the study since its p-value (0.0193) is less h&5.
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The study therefore makes use of an econometriehwath a financial inclusion index (IFI),
a multi-dimensional poverty index (MPI) from the DR database as the dependent variables
and demographic structures, governance indicatord macroeconomic variables as

independent variables.

The general form of the model can be specified as:

Yii=a+BX; +e;; (1)

Where the subscript i denotes the cross-sectianartsion and t represents the time series
dimension. The left-hand variablg, represents the dependent variable in the modd whi
contains the set of independent variables in thienason model,a is the constant anf

represents the coefficients, is the error term.

3.1.1 Index of Financial Inclusion (I1Fl)

Before testing for the significance of financiatlusion in reducing poverty in Sub-Saharan
Africa, the research first computed the finanamlusion index. The calculation of the index
of financial inclusion (IFI) strictly follow the pcedure of Sarma (2008). The reason for
adopting Sarma’s (2008) approach is that a londicators have been used in accessing the
level of financial inclusion. The frequently usendicator has been the number of bank
accounts. Some other indicators are number of baakches, number of ATMs, amount of
bank credit and amount of bank deposit. Such indisawhile used separately, only gives
limited information on the inclusiveness of thediitial system of an economy. Using separate
indicators can lead to a misrepresentative undatstg of the scope of financial inclusion in
an economy. Thus, a widespread measure, such asdtye suggested by Sarma (2008), is
needed. A widespread measure of financial inclussbould be capable of including
information on a number of aspects of financialuson, if possible in one single digit. Such

a measure can be used to match the levels of fimanclusion across economies at a specific
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point in time. It can also be used to observe ttwvth of policy ingenuities for financial
inclusion in a country over a period of time. Psety, number of bank accounts per 1,000
automated teller machines (ATM) per 100,000 aduatisymercial bank branches per 100,000
adults, borrowers from commercial banks per 1,000ts, depositors with commercial banks
per 1,000 adults, and domestic credit to GDP ra¢ie used. The first measure relates to access
as a dimension of financial inclusion, the secamdl third measures are related to availability
of banking services as a dimension of financiausion, while the rest are related to the usage
of financial inclusion. And each indicator for eacbuntry represents the mean value from
2010 to 2014. Period average values were usedsabsiitute for focussing on a particular
year, to avoid yearly deviations and to bring oardoas many countries as possible. In total,

data for 40 countries were obtained for Sub-SahAfacan economies.

A dimension index for each of these dimensionstsas first calculated after calculating the
period average for each financial inclusion index40 economies. The dimension index was
computed following the specification of Sarma (2008here the dimension index for ith

dimensiond; is derived as:

Ai—mi

dy =
¢ Mi—mi

(1)

Where4; is the actual value of dimensiomi, is the minimum value of dimensionM; is the
maximum value of dimension i. For the availabiliynension, two separate indexes are first
computed; one for bank branch and the other on&Tdis. A weighted average of these two
indexes, using 2/8weight for bank and 1/3 weight for ATM index is aseired as the index
for the availability dimension. The index of fir@al inclusion for economy i is then restrained
by the normalized inverse of the Euclidean distaigmintd; calculated in Equation (1) from

the perfect point | which is equal to 1. Precisétg method is specified by:

J((1- —d- )2+ (1-d)?
IFI - l ((1 d1)2+(1 \/dEZ) + (1 dn) ) (2)
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Where the second term of the numerator in Equ#8pis the Euclidean distance from a perfect
point, standardising it by the square root of theher of dimensions and deducting it from 1,
giving the reverse standardised distance. Theamalids standardised in direction to make the
calculated figures fall between 0 and 1, whereldtes to complete financial inclusion and O
represent total financial exclusion. The normai@ats done in direction to make the value lie
between 0 and 1; and the inverse distance is mesttdo that greater value of IFI matches to

greater financial inclusion.

3.2 Empirical Models

The study sought to find the impact of financialusion on poverty reduction in Sub-Saharan
Africa based on demographic structure, macroeconami governance indicator. The nature
of the data involved required the use of the Omih@ast Square (OLS) regression method in
order to attain the set objectives. The models tdband modified certain variables as used
by Honohan (2008). The first model (model 1) defegas the determinants of financial
inclusion and the second model (model 2) is usedx@mining whether or not financial

accessibility reduce poverty in the selected Suta&m Africa Countries.

Model 1

[Fl;;=a;+fIn GNI;+f,Rule of law;; + B3InPop+finEdu;, + BsinICT; +

BeInRemitt;; + f;Lower economy dummy;, + BgAge; + €

Where;

IFI =Index of Financial Inclusion

Pop=total population

GNI = Gross National Income (per capita)

Age=Age dependency ratio
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ICT=Mobile Phone ownership
Remitt=personal remittance received
Edu=Primary education completion
Model 2

MPly = a; + Byry, + B2Rule of law;, + Bzinflation;, + ByInEdu; + BsinEmploy;,

+ BelnCrps;s + fyInRemitt;, + BoGrowth; + &;;
Where;
IFI = Financial Inclusion Indicator
MPI=Multi-dimensional Poverty Index
Growth=GDP growth rate
Edu=primary education completion
Crps=Credit to private sector from domestic banks
Remitt=Remittances received by individuals
Employ=total employment
3.3 Variable Definitions

The variables that were used in the study are bhyaaduped under two main sub-headings;
the dependent and the independent variables. Tepéamndent variables, which are also known
as the predictor variables, are of a demographiectstre, governance indicator, human
development indicators and macroeconomic variaflbe. Index of Financial inclusion also

serve as independent variables in order to atterast objective of the study in determining

how financial access affect poverty in Sub-Sah#aica.
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3.3.1 Independent Variables

The independent variables that were used in theele@din broadly be grouped into three main
categories, namely; demographic structure, goveeamdicator, and macroeconomic

variables.

The independent variables included in the studides;

Primary education completion rate that is the patage of students who has finished the last

year of primary school, expressed as a proportioelated age groups.

Personal total remittances received measured inetdnbtate dollars, total employment

measured on the total working population.

Rule of law which comprises sentiments of the dego which representatives have assurance
of and stand by the rules of society, and spedtlficthe excellence of agreement
implementation, property rights, the police, an@ t#tourts as well as the likelihood of
criminality and violence. Growth rate which relédethe year-on-year change of the real gross

domestic product (GDP).

Inflation is the year-on-year change in consumeérepindex stability of the macroeconomic

environment serve as an incentive for investmesasings and economic growth. Further
macroeconomic stability helps investors and econ@geénts in planning which may boost the
economy. Since inflation is employed as a proxya@table macroeconomic environment, a

negative relationship is expected between inflaéind poverty.

Per capita income relates to gross national inc@@M) at constant $ 2011 prices and it is

employed as a proxy for development within the econ

Domestic credit to private sector by banks is uwlaled as percentage of Gross Domestic
Product (GDP). It relates to financial resourcetivdeed to the private sector by other

depository corporations. The Age dependency rakich relates to the measurement of the
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percentage of dependents on working-age populali®h.is used as a proxy for number of
persons having mobile in a country, it is measa®d percentage of the total population in the

country.

3.3.2 Dependent Variables

The dependent variables used in the researcheatadkx of Financial inclusion (IFI) and the

Multi-Dimensional Poverty Index (MPI).

Index of Financial Inclusion
The index of financial inclusion (IFl) is a multidensional index that takes into account
information on various dimensions of financial ugbn in one single digit lying between 0
and 1, where 0 indicates total financial exclusaod 1 specifies total financial inclusion in a

country. Depending on the value of IFIl, countries grouped into three main categories;

0.5 < IFI< 1 represents high financial inclusion economy.

0.3< IFI < 0.5 represents medium financial inclusionreamy.

0 < IFI < 0.3 represents low financial inclusion ecomyo

Multi-dimensional Poverty Index (MPI)
The Human Poverty Index (HPI) compiled by UNDP ®08& is an additional measure of
poverty. It measures poverty in three areas ofidaiion. These comprise life, basic education
and economic provision. The 2006 UNDP report stdtasthere is evidence of poverty in life
when one dies before age forty (40). In respediasic education, the report measures the
fraction of adults who are illiterate and finallgrfthe economic provision, it measures the
fraction of people without access to safe water @nedfraction of children underweight. A
further measure of poverty is the Multi-Dimensiofaverty Index (MPI) which revolves
around the three measurements of poverty justthieeHuman Poverty Index (HPI). The

difference is that while HPI concentrates on aggredevel data, MPI concentrates on
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individual level data thereby making it concentrdiectly on a poverty measurement. The

three levels it concentrates on include health¢ation and living standards.

3.4 Sour ces of Data

For the purpose of this study, data are obtainea World Development Indicators, Findex
Database, United Nations Development Programme (B)NZatabase and World Governance
Indicators of the World Bank. Cross-sectional dataach indicator represent the mean values
from 2010 to 2014. Most of the variables are corden a log scale, a low-income economy
dummy variable is the World Bank classificatioradbw-income economy. The variable takes
a value of 1 if it is a low-income economy, andtBeswise. The dummy variable for low-

income economy is added to take care of small emgerronomies in Sub-Saharan Africa.

3.5 Population and Sample Size

While conducting the research, availability of datess an important challenge. The latest years
for which data was available for a reasonable nurobeountries was 2010 to 2014. When
considering the number of countries in the studgntdata are available for only 40 countries

in the Sub-Saharan Africa region.

The population for the purpose of the study covenglgt Sub-Saharan African countries. The
data covered 40 countries in the region. The reghe countries in the region do not have

enough data on the variables used in the studg fmakt.
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CHAPTER FOUR
ANALYSIS AND DISCUSSION
4.0 Introduction

This chapter presents the Index of Financial Inolutor Sub-Saharan Africa, data description,
correlation Matrix, analysis and discusses findingshe study based on scientific methods
and procedures. The chapter acts on the reseasdtianus as provided in chapter one and
provides detailed discussions and empirical fingiimgthe form of tables to show the estimated
results for the determinants of financial inclusiorSub-Saharan Africa. The chapter further
analyses and discusses the extent to which aacéisance can lower poverty in Sub-Saharan
Africa economies. Findings are presented in apmtpiforms using tables. Answers to all

research questions are therefore found in thistenapor all results, discussions are made

based on theoretical and empirical views.
4.1 Data Description

This section presents an initial summary of thaades being study. Summary statistics
comprising, number of observations, means, standawhtions, minimum and maximum

values of the variables used in the models arespted.
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Table 4.1: Descriptive Statistics of the Data

Variable Observations Mean Std. Dev. Min Max

IFI 200 0.3825361 0.1272472 0.171129 0.8424915
Rule of Law 200 -0.62264 0.5913233 -1.81321 0.949529
Remit 185 9.44E+08 3.31E+09 0 2.08E+10
GNI per capita 174 4889.444  6298.051 568.468 31970.69
Education completion 128 72.54721 15.51089  42.77253 96.1024
Age Dependency 200 81.09135 14.62455  40.79566 98.1881
Population 200 2.06E+07 3.13E+07 87441 1.77E+08
Inflation 199 6.597215  6.365282  -2.40464 37.39336
MPI 200 0.51691 0.0956445 0.378 0.777
Employment 190 64.95 13.14009 36.9 86.6

ICT 200 73.9985 34.83852  7.869542 97.3751
Credit to private

sector 188 22.68254  18.46632  3.894629 99.2603
GDP Growth 200 5.102254  3.314205 -8.92418 20.71577

Source: Author’s own calculations

Table 4.1 shows the summary descriptive of the ds¢a in the study. The Index of Financial
Inclusion (IFI) has a mean value of 0.3825366, nmeamost of the countries in Sub-Saharan
Africa during the study period belong to mediumafigial inclusion economies based on
Sarma’s (2008) categorisation of countries relédetieir IFI values. While the average multi-
dimensional poverty index (MPI) is 0.51691 indiogti51.6 percent of the population in the
region lives in poverty. Rule of law has an averafje0.62264 which suggest that the level
quality of good governance in most countries inrgggon during the study period was poor.
The rule of law index lies between -2.5 and 2.50lintry is said to have good governance if
the rule of law index is closer to 2.5. The averpgesonal remittance (Remit) that came into
Sub-Saharan Africa during the study period in (BldiStates) US dollar term is $ 944 million
Over the period, Gross National Income (GNI) pepittawas at an average of $ 4,889.444
which indicates that most of the countries in Salbx8an Africa during the study period were
not in the low-income economy bracket accordingforld Bank Economy classifications,

they were low-middle income countries. Primary Eatimn Completion had an average ratio

of 72.54721 indicating 72.5 percent of the popalatin the region has completed primary

45



education. Meanwhile, the Age Dependency ratio absth a mean of 81.1percent meaning

81.1Percent of the working population have depetsdefall relevant ages.

The average population of the region over the pei$20,600,000. The average inflation
(consumer price index) is 6.60 percent over théysperiod, and employment has a mean value
of 64.95 percent of all working age over the periméaning 64.95 percent of the population
were in employment. ICT has an average of 73.998%emt meaning 74 percent of the
population in the region own a mobile phone. Domesedit to private sector has an average
of 22.68254 indicating that, only 22.68 percentddref Gross Domestic Product (GDP) is
made available to the private sector by domestikéaver the study period. And last but not
the least, the growth rate has an average of 5540g&rcent meaning the region’s economy is
not shrinking but rather expanding; Africa Develagrh Bank 2013’s annual report also
indicates that Africa is the second fastest gronvangnomy in the world after Asia, with an

annual GDP growth rate in excess of 5 percent thesfast ten years (AfDB, 2013).

4.2 Correlation Matrix

The linear independency of the explanation vargideexamined using a correlation matrix.
The Pearson Product Movement Coefficient of cotiadafor pairs of independent variables
measures the degree of linear relationship betwernor more variables. Table 4.2 below
shows the correlation matrix for the variables ugedhe study and indicates that weak
relationships exist among most of the independanables used in the study, thus preventing

any potential multicollinearity problems in the regsion estimates.
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Table4.2: Correlation Matrix for Model 1

IFI GNI Rule Por Edu ICT Remit Age
IFI 1.000(
GNI 0.171¢ 1.000(
Rule 0.412( 0.303¢ 1.000(
Por 0.001¢ -0.158( -0.213( 1.000(

Edu 0.470¢ 0.2027 0.568. -0.266¢ 1.000(

ICT 0.268¢ 0.517¢ 0.460. -0.225¢ 0.439¢ 1.000(

Remii 0.191: 0.006¢ -0.171¢ 0.783. 0.009¢ -0.017: 1.000(

Age -0.398: -0.620¢ -0.546f 0.252¢ -0.620% -0.604. 0.082¢ 1.000(

Source: Authors own computations. Note: IFI repneséndex of Financial Inclusion, GNI stands foro&s National
Income, Rule stands for Rule of law, Pop represeopsilation, Edu stands for primary education catiph, ICT stands
for Information Communicatn Technology, Remit stands Remittance and Age stiordAge dependen

Generally, it was not expected that there wouldsbteng correlations among the independent
variables. The correlations between the independitables ranged between 0.0016 and 0.7831 for
model 1 is shown in Table 4.2 above. The highesingest correlation was reported between
Remittance and Population (0.7831)

Table 4.3 Correlation Matrix for Model 2

MPI IFI Rule Inf Edu Empl Crps Remit  Growtlr
MPI 1.000(
IFI 0.438: 1.000(
Rule 0.580¢ 0.412( 1.000(
Inf -0.170f 0.005: -0.119¢ 1.000(

EdL 0.716¢ 0.470¢ 0.568. -0.104( 1.000(

Empl -0.379¢ -0.239. -0.185. -0.040: -0.222: 1.000(

Crps 0.589¢ 0.355: 0.676: -0.189¢ 0.551°7 -0.358¢ 1.000(

Remit  -0.032. 0.191: -0.171¢ 0.096¢ 0.009¢ -0.1737 -0.087¢ 1.000(

Growtr -0.1137 -0.068: -0.006° 0.055¢ 0.022: 0.150! -0.164: 0.0377 1.000(
Source: Author's own computation. Note: MPI repregseMulti-Dimensional Poverty Index, IFI stands fodex of
Financial Inclusion, Rule represents Rule of lamf,dtands for Inflation Edu stands for Primary Eatimn completion,
Empl stands for Employment, Crps represents Ctedlitivate sector, Remit stands for Remittance@ravth stands for
Gross Domestic Product Growth r:

Generally, it was not expected that there would B&rong correlation among the independent

variables. The correlations between the independatdbles ranged between -0.0067 and 0.6763 as
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shown in Table 4.3. The highest strongest cormlatias reported between Rule of law and Credit
to private sector (0.6763).

4.3 Index of Financial Inclusion for Sub-Saharan Africa Economy

This section presents the index of financial indof the selected countries in Sub-Saharan Africa
in the study and categorizes them into three meooggs based on their IFI values. This is based on

the first objective of the study.
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Table 4.4: Index of Financial Inclusion

Economy IFI IFl Rank
Angola 0.40 10
Benin 0.31 29
Botswana 0.51 6
Burkina Faso 0.29 33
Burundi 0.28 36
Cabo Verde 0.76 1
Cameroon 0.29 33
Comoros 0.30 31
Congo, Dem. Rep. 0.31 29
Congo, Rep. 0.27 40
Cote d'lvoire 0.34 25
Equatorial Guinea 0.30 31
Ethiopia 0.28 36
Gabon 0.38 17
Gambia, The 0.29 33
Ghana 0.43 8
Guinea-Bissau 0.28 36
Kenya 0.32 28
Lesotho 0.40 10
Liberia 0.28 33
Madagascar 0.35 23
Malawi 0.40 10
Mali 0.37 19
Mauritania 0.36 21
Mauritius 0.41 9
Namibia 0.52 5
Nigeria 0.55 4
Rwanda 0.39 14
Sao Tome and Principe 0.56 3
Senegal 0.38 17
Seychelles 0.60 2
Sierra Leone 0.36 21
South Africa 0.39 14
Sudan 0.33 27
Swaziland 0.49 7
Tanzania 0.34 25
Togo 0.40 10
Uganda 0.39 14
Zambia 0.35 23
Zimbabwe 0.37 19

Source: Author’'s own computations

Based on the first objective, Table 4.4 presergsitidex of Financial Inclusion. Depending on the

value of IFI, countries are categorized into thoeeintries with an IF1 0.5 < IK 1 are termed as high
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financial inclusion economies. Secondly, countvis an IFI value 0.3 IFI < 0.5 are considered as
medium financial inclusion economies and finallpuntries with an IFI values € IFI < 0.3 are

considered as low financial inclusion economies.

In the group of 40 countries for which a three-dasienal IFI has been estimated by using data on
three dimensions of financial inclusion, Cabo Veleds with the highest value of IFI followed by
the Seychelles, Sao Tome and Principe, BotswandNagetia. Only these five countries in the sub
region belong to the high IFI group with IFI valueE0.5 or more. Another 28 countries which
includes; Angola, Benin, Comoros, Congo DR, Cotiwaife, Equatorial Guinea, Gabon, Ghana,
Kenya, Lesotho, Madagascar, Malawi, Mali, MauritggnMauritius, Namibia, Rwanda, Senegal,
Sierra Leone, South Africa, Sudan, Swaziland Talazdmgo, Uganda, Zambia and Zimbabwe form

the group of medium IFI countries in Sub-SahararicAfwith IFI values between 0.3 and 0.5.

Among the 40 countries, Congo Republic ranks thekt, 40' with an IFI value 0.27 placing it among
low financial inclusion economies. Others in lowdncial inclusion economy includes, Cameroon,

Ethiopia, The Gambia, Guinea-Bissau, Liberia anduBdi.

A lot of observations can be made. First countifigé are not low-income economies are incline to
have greater financial inclusion than evolving anterging economies. This finding is related to ¢hos
of Honohan (2008) and Sarma (2008). Secondly, reaidyr, some smaller economies have very high

index of financial inclusion, even though they dexeloping economies; for example, Cabo Verde.

4.4 Deter minants of financial Inclusion in Sub-Saharan Africain line with the second objective of
the study, the relationship between financial isidn and determinants in Sub-Saharan Africa was

examined while controlling for small economies. [Eadb.5 shows the results below;
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Table 4.5: Regression Results on Financial Inclusion

IFI Coef. Std. Err. Z P>1zZ 1
Rule of Law 0.0415 0.0400 1.0400 0.3000
LogGNI 0.0790 0.0379 2.0800 0.0370
LogPop -0.0247 0.0148 -1.6600 0.0960
LogEdu 0.0061 0.0931 0.0700 0.9480
LoglICT -0.0754 0.3595 -2.1000 0.0360
LogRemit 0.0155 0.0093 1.6600 0.0970
Age Dep 0.0010 0.0021 0.4800 0.6320
Eco Dummy -0.0251 0.4227 -0.5900 0.5520
Constant 0.1120 0.6037 0.1900 0.8530
Wald Chi2(8) 19.8400

Prob>Chi2 0.0110

R-squared 0.3735

Observations 103.0000

Hausman Chi2 (7) 11.9800

Prob>Chi2 0.1011

Wooldridge test F (1,16) 7.1210

prob>F 0.0168

GNI stands for Gross National Income, Pop is population, Age Dep stands for Ade dependency ratio, Remit is
Remittances, Edu stands for Primary education completion, Eco Dummy stands for low income economy and IFI
represents index of financial inclusion

The results indicate that, between the countryufeat GNI per capita income and remittances
expressively impact the level of financial inclusio Sub-Saharan Africa. Precisely, higher perteapi
income and remittances considerably promote firsmaclusion. GNI per capita being positive means
household will only be able to have an account ¥atimal financial institutions if they have sufieit
income. Remittances positively promotes financialusion because most family members at abroad
will prefer formal financial institutions to remit their family members back home than any other
medium which is informal; for that matter, most pkoexpecting remittances from their family and

friends abroad opens bank accounts with formahfira institutions.

While ICT and demographic structure meaningfullguees financial inclusion in Sub-Saharan
Africa. ICT reduces the level of financial inclusian the region which is not surprising. This résul
supports Demirguc-Kunt & Klapper (2012) when thstfianalysed the Global Findex Data in 2012
which excludes mobile money accounts only 24 pérceEBub-Saharan Africa adult population was
financially inclusive far below the world averagbieh was 51 percent; but in when in 2014 when the

second round of the Global Findex data was colieeted this time mobile money accounts were

51



included in the data, the formal financial inclusievel of all regions in the globe see significant
improvement except Sub-Saharan Africa which renthate24 percent in formal financial sector but
recorded 10 percent growth in mobile money accobDetsirguc-Kunt & Klapper (2015). Population
turn to reduce the level of financial inclusionSob-Saharan Africa which is an indication that dapi
population growth put intense pressure on househofzme leaving them with little or no income to
enable them have account with formal financialiing8ons. The results suggest that per capitarireo

is the main factor for financial inclusion in Subfran Africa and that involuntary financial
exclusion in the region may be greatly determingdnladequate household income and a high-risk
profile rather than by market failures and weak lenpentation of contract agreements. These
outcomes are constant with the results of HonoBa08§), that there is a strong indication showing
the significance of per capita income on finandialusion, but related to Honohan's (2008)
estimations, primary school education completios ha important impact on the level of financial

inclusion in Sub-Saharan Africa.

4.5 Linkage between Poverty and Accessto Finance

In line with the third research objective in thadst, the relationship between poverty and financial
inclusion in Sub-Saharan Africa is examined whdateolling for macroeconomic factors. The results

are shown in Table 4.6 below;
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Table 4.6: Regression Results on Poverty

MPI Coef. Std. Err. t P>|t|
IFI 0.0002 0.0091 0.0200 0.9830
Rule of Law 0.1907 0.0087 2.2000 0.0310
Inflation 0.0004 0.0002 1.9400 0.0570
LogEdu 0.0229 0.0121 1.8900 0.0630
Log Employ 0.1239 0.0856 1.4500 0.1520
LogCrPS 0.3080 0.0058 5.2700 0.0000
LogRemit 0.0013 0.0014 0.8700 0.3870
GDP Growth 0.0004 0.0003 1.6000 0.1140
Constant -0.2264 0.3607 -0.6300 0.5320
F (8,69) 7.3700

Prob>Chi2 0.0000

R-squared 0.2529

Observations 108.0000

Hausman Chi2 (8) 18.2600

Prob>Chi2 0.0193

Wooldridge test F (1,17) 48.5230

prob>F 0.0000

IFl stands for index of financial inclusion, MPI stands for multi-dimensional poverty index, Edu stands for Primary
education completion, CrPs stands for credit to private sector, Employ stands for employment and Remit represents
remittances

There is a positive and significant relationshipwaen poverty and rule of law, primary education
completion, domestic credit to private sector arfthtion. This suggests that in Sub-Saharan Africa,
poverty can be reduced if the private sector weredeive more credit facilities from domestic bsnk

which will enable the private sector to expand @adslate to employment creation which in effect

will lower poverty in the region.

The results also suggest that rule of law is @iitic reducing the level of poverty in the regidinis
means that if the individual countries in the regimprove upon rule of law, it will have a positive
impact on investment in Sub-Saharan Africa. Goodegmance and high institutional quality
meaningfully reduces poverty. This suggests thiav@r the poverty level, Sub-Saharan Africa must
advance the quality of governance and institutipnscisely through the consolidation of the rule of
law, together with the implementation of agreememtd financial regulatory oversights. This result

is also consistent with the idea that educatiorelswpoverty as it allows persons to obtain and use
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their knowledge and talents that increase theiagement and visions and, consequently, earn higher
wages. There is also a positive and significamtti@hship between poverty and inflation. This means
that poverty levels in Sub-Saharan Africa reducisminflation is low but the poverty level rises

when the inflation is high in Sub-Saharan Africa.

But financial inclusion has no substantial impacttbe level of poverty reduction in Sub-Saharan

Africa which suggests that financial inclusion lowg poverty may be region specific.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

This chapter begins with the summary of key findid the study which was centred on the
objectives of this study. The chapter also provittesconclusions, and recommendations of

the study. The last part of this chapter propostséd research directions.

5.2 Summary of Key Findings

This section offers a summary of very importantcoates on the determinants of financial
inclusion and finally the effects of financial insion on poverty reduction in Sub-Saharan
Africa. The subject of financial inclusion has gairattention globally in recent years. Studies
have explored how access to finance can influeogerpy reduction, economic development,

welfare improvement and other areas of the economy.

This study set out to examine the impact of finahoiclusion in poverty reduction in Sub-
Saharan Africa. Using a representative sample o€clihtries from the region covering a
period from 2010 to 2014, the study examines thvellef financial inclusion among the
countries in the region. Sarma’s (2008) approachwsed in computing the index of financial
inclusion for the 40 countries in the study. Thedgtalso examines the factors that determine
financial inclusion in Sub-Saharan Africa and flpahow financial access affects poverty
reduction in the region. The study is quantitativeature and made use of econometric models

in the estimations.

The findings of the study indicate that, most coestin Sub-Saharan Africa have medium
financial economies and over the study period. Balyo the findings suggest that, Gross
National Income (GNI) per capita and remittances e main determinants of financial
inclusion in the region, meaning that per capiteome is the main factor for determining

financial inclusion in Sub-Saharan Africa and thabluntary financial exclusion in the region
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may be determined greatly by inadequate househotzhie and high-risk profile rather than
market failures and weak implementation of contractgreements. Moreover, the findings
also clearly suggest that financial access doeshae¢ any meaningful impact on poverty
reduction in the region but credit to private seddy domestic banks (financial depth)

significantly reduced poverty in Sub-Saharan Africa

5.3 Conclusions

Sub-Saharan Africa have low financial inclusioncimmparing with the rest of the world.
Financial inclusion cannot help in alleviating pdydevel and improve economic growth in
Sub-Saharan Africa. Identifying the determinantsfio&ncial inclusion and the impact of
financial inclusion on poverty in Sub-Saharan Adris a key issue. In an effort to examine
likely solutions to the factors that determine fingl inclusion in Sub-Saharan Africa and how
financial inclusion can assists reduce poverthéregion, this study was conducted using data

on 40 economies in the region. The main findingthefstudy can be summarised as follows.

First, the study finds that most countries in SahBan Africa are medium financial
economies. this finding supports the view thatge$i in favour of financial inclusion should

aim at improving the level of formal financial sgst.

Second, the result of the study suggests that,deetvihe country features, Gross National
Income (GNI) per capita income and remittances idenably impact the level of financial

inclusion in Sub-Saharan Africa. Precisely, highmar capita income and remittances
significantly increase financial inclusion. Theuks support the view that per capita income
is the key element for financial inclusion in Sudh&ran Africa and that involuntary financial

exclusion in Sub-Saharan Africa may be greatlyuieficed by inadequate household income
and high-risk profile rather than by market faikireand weak implementation of contracts

agreements.
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Third, the findings suggest that financial inclusidoes not reduce poverty in Sub-Saharan
Africa. In other words, if financial developmentlers poverty, it is in its depth dimension

(credit to private sector of GDP) rather than tbeeas dimension in Sub-Saharan Africa.

To sum it all, the study’s findings make particulaterest to formulate policies to encourage
financial inclusion in Sub-Saharan Africa. The stuemphasis on the role of policies
formulating that will target improving householdigome levels since inadequate household

income is the main cause of involuntary financiadlasion in the region.

5.4 Recommendations

Based on the empirical findings above, the studikewnahe following recommendations for

both policy making and implementation.

First based on the finding that per capita incosrtbé@ major determinant of financial inclusion
and involuntary financial exclusion is greatly ighced by insufficient household income and
high risk profiling in Sub-Saharan Africa, the regis policy makers and leaders must develop
policies and conduct research that centre on imiaty exclusion as it can be solved by
suitable economic programmes and strategies wiaigtbe intended to increase income levels

and correct market failures and imperfections.

Secondly, the various governments in the regiorulshbave policies towards reducing the
rapid population growth since it reduced the l@fdinancial inclusion. The region, as a matter
of urgency must put policies in place to integratebile money technology fully with the

formal financial system since the mobile money tetbgy has a great potential to help the
region achieve some appreciable level of finana@usion. But currently the mobile money
technology (ICT) is significantly reducing level &rmal financial sector in Sub-Saharan

Africa.

Finally, the findings suggest that financial inétus in Sub-Saharan Africa does not

significantly reduce poverty, but rather it is dted the private sector (financial depth) that
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has significant impact of reducing poverty in tlegion. To lower poverty levels in Sub-
Saharan Africa, policymakers should devise stratetfiat will resolve obstacles to financial
development (financial depth). For this to be dffex; the role of microfinance is very

important.

5.5 Futur e Resear ch Direction

On the basis of the findings above, the followiryd been recommended for future research
in this area. First, the Global Financial Incluskindex Database should be providing future
data so researchers can conduct studies withfindoout whether financial inclusion can aid

reduce corruption in Sub-Saharan Africa.

Secondly, future researchers can try to combing@r@conomic variables with the individual
level data to determine how they affect the indrails level of financial inclusion in Sub-

Saharan Africa.
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