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Abstract

This research paper examines the impact of financial inclusion on the economic growth of
developing nations, with a focus on Bangladesh. It reviews existing literature and develops
hypotheses related to savings, capital mobilization, entrepreneurship, poverty alleviation, financial
stability, and formalization of the economy. The paper presents a conceptual framework illustrating
the pathways between financial inclusion and economic growth indicators. Data analysis shows a
positive correlation between financial inclusion and GDP growth, as well as a link to poverty
reduction. The paper concludes with policy implications for promoting financial
inclusion in Bangladesh.
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Introduction

Financial inclusion refers to the process of ensuring that all individuals and businesses have access
to affordable and appropriate financial services [1]. It is recognized as a key driver of economic
growth and development, particularly in the context of developing nations. In these countries,
financial inclusion plays a crucial role in reducing poverty, promoting entrepreneurship, and
fostering overall economic advancement [2].

Access to financial services, such as savings accounts, credit facilities, insurance, and payment
systems, enables individuals and businesses to manage their finances, invest in productive
activities, and participate in the formal economy [3]. However, financial exclusion remains a
significant challenge in many developing nations, with large segments of the population lacking
access to basic financial services. This exclusion disproportionately affects underserved
populations such as low-income individuals, women, rural communities, and small businesses [4].



The lack of financial inclusion hinders economic growth by limiting opportunities for saving,
investment, and capital accumulation [5]. It creates barriers to entrepreneurship, as aspiring
entrepreneurs struggle to secure the necessary funding to start or expand their businesses.
Moreover, the absence of financial services leaves individuals vulnerable to economic shocks,
reduces their ability to manage risks, and constrains their options for accessing credit and insurance

[6].

Recognizing the crucial role of financial inclusion in facilitating economic growth, governments,
policymakers, and international organizations have prioritized efforts to enhance financial
inclusion strategies [7]. These strategies aim to promote financial sector reforms, increase
accessibility to financial services, foster innovation in digital finance, and strengthen regulatory
frameworks.

This paper seeks to explore and analyze the impact of financial inclusion on the economic growth
of developing nations [8]. It will examine the available literature on the subject, synthesizing
empirical studies, theoretical frameworks, and case studies from diverse regions. By doing so, it
aims to identify the various mechanisms through which financial inclusion influences key
economic indicators [9].

The paper will develop hypotheses based on the existing evidence to guide further analysis. These
hypotheses will explore the relationships between financial inclusion and factors such as savings
and capital mobilization, entrepreneurship, poverty alleviation, financial stability, and the
formalization of the economy [10].

Additionally, a conceptual framework will be presented to visually demonstrate how financial
inclusion interacts with these economic factors, illustrating the potential pathways through which
financial inclusion impacts economic growth [11].

By providing a comprehensive analysis of the relationship between financial inclusion and
economic growth, this paper aims to contribute to the existing body of knowledge on this topic
[12]. The findings of this study will shed light on the importance of financial inclusion and its
potential to promote inclusive and sustainable development in developing nations [13].

Ultimately, the insights gained from this analysis can inform policymakers, governments, and
financial institutions, allowing them to develop more effective strategies and policies that prioritize
financial inclusion as a means to stimulate economic growth and improve the well-being of
individuals and communities in developing nations [14].

Literature Review

The literature review provides an overview of existing studies and research investigating the
impact of financial inclusion on economic growth in developing nations. It draws upon empirical
evidence, theoretical frameworks, and case studies from diverse countries to explore the various
channels through which financial inclusion influences economic outcomes [ 15]. This section aims
to demonstrate the positive relationship between financial inclusion and economic growth,



showcasing how the inclusion of marginalized populations within the formal financial system can
contribute to individual and national-level development [16].

Numerous studies have examined the impact of financial inclusion on savings behavior and capital
mobilization in developing nations. For example, a study conducted by [17 Jfound that increased
financial inclusion led to higher levels of saving among individuals in developing countries, thus
enhancing capital accumulation within the economy. Similarly, [18] demonstrated that greater
access to formal financial services positively impacted capital mobilization among small and
medium-sized enterprises (SMEs) in India. These findings illustrate how financial inclusion
facilitates increased savings and capital formation, promoting economic growth.

Entrepreneurship is another area where financial inclusion has been shown to have a significant
impact. An empirical analysis conducted by [19] in Sub-Saharan Africa revealed that improved
access to financial services led to a higher likelihood of individuals engaging in entrepreneurial
activities. The study highlighted that financial inclusion, through increased access to credit and
savings facilities, empowered individuals to start or expand their businesses, stimulating economic
growth and job creation [20]. A similar pattern was observed in a study by [21]in Latin American
and Caribbean countries, where financial inclusion positively influenced entrepreneurship and led
to enhanced economic outcomes.

Financial inclusion has also been linked to poverty alleviation in developing nations. For instance,
[22] examined the impact of microfinance, a key component of financial inclusion, on poverty
reduction in rural India. The study found that access to microcredit enabled poor households to
engage in income-generating activities, thereby improving their economic well-being and reducing
poverty levels. Moreover, a comprehensive study by [23] across 148 countries demonstrated a
strong association between financial inclusion and reduced poverty rates. By providing easier
access to financial services and products, financial inclusion can empower individuals and
households to break free from the cycle of poverty, fostering inclusive and sustainable
development [24].

Financial stability is another key aspect influenced by financial inclusion. Studies have shown that
an inclusive financial system can enhance stability by reducing vulnerabilities and promoting a
more resilient economy. [25] conducted a cross-country analysis and found that greater financial
inclusion was associated with reduced financial sector volatility and lower likelihood of banking
crises. A similar pattern was observed in a study by [26], which demonstrated that countries with
higher levels of financial inclusion experienced greater financial stability, even during periods of
economic turbulence.

Furthermore, financial inclusion plays a pivotal role in the formalization of economies in
developing nations. By providing access to formal financial services, individuals and businesses
are incentivized to participate in the formal economy, enabling better tax collection, improved
regulation, and increased efficiency. For example, a study by [27] in Kenya revealed that greater
financial inclusion positively influenced the formalization of businesses, leading to higher levels
of economic productivity.

Hypotheses Development



Based on the findings from the literature review, several hypotheses can be developed to further
understand the relationship between financial inclusion and economic growth in developing
nations. These hypotheses propose specific relationships between financial inclusion and different
economic indicators, guiding further analysis and empirical testing.

1. Hypothesis 1: Increased financial inclusion leads to higher economic progress

The literature review indicates that improved access to financial services encourages individuals
to save and mobilize capital. Therefore, the first hypothesis suggests that greater financial inclusion
positively influences savings behavior and capital accumulation among individuals and businesses
in developing nations [28]. This hypothesis assumes that as individuals gain access to formal
financial services, they are more likely to utilize savings accounts and investment opportunities,
leading to increased savings and capital mobilization within the economy.

2. Hypothesis 2: Financial inclusion fosters entrepreneurial activities:

The literature review reveals a positive association between financial inclusion and
entrepreneurship in developing nations. Therefore, the second hypothesis proposes that increased
financial inclusion encourages entrepreneurial activities. It assumes that when individuals and
small businesses have access to formal financial services such as credit, savings, and insurance,
they are more likely to engage in entrepreneurial ventures, stimulating economic growth through
job creation, innovation, and increased productivity.

3. Hypothesis 3: Financial inclusion contributes to poverty alleviation:

The literature review demonstrates that financial inclusion has the potential to reduce poverty
levels by providing marginalized populations with access to financial services. Hence, the third
hypothesis posits that increased financial inclusion positively impacts poverty alleviation in
developing nations [29]. It assumes that by providing individuals with opportunities for savings,
credit, and insurance, financial inclusion empowers them to generate income, build assets, and
improve their overall well-being, thus helping to alleviate poverty.

4. Hypothesis 4: Financial inclusion enhances financial stability:

The literature review highlights the role of financial inclusion in promoting financial stability in
developing nations. Consequently, the fourth hypothesis suggests that increased financial inclusion
contributes to enhanced financial stability. It assumes that as financial services become more
accessible to a broader population, individuals and businesses are less vulnerable to economic
shocks, leading to greater resilience of the financial system and reduced likelihood of banking
crises and volatility [30].

5. Hypothesis 5: Financial inclusion promotes the formalization of the economy:

The literature review emphasizes that financial inclusion encourages the formalization of
economic activities in developing nations. Therefore, the fifth hypothesis proposes that increased
financial inclusion positively influences the formalization of the economy. It assumes that by
providing access to formal financial services, individuals and businesses are incentivized to



participate in the formal sector, leading to better tax compliance, improved regulation, and
increased economic efficiency [31].

These hypotheses provide a framework for further analysis, allowing researchers to examine the
specific relationships between financial inclusion and economic growth indicators in developing
nations. Empirical testing of these hypotheses, using country-specific data and research
methodologies, can enhance our understanding of the impact of financial inclusion on economic
outcomes, providing valuable insights for policymakers and stakeholders in designing effective
strategies and policies to promote inclusive and sustainable development.

Conceptual Framework

The conceptual framework visually represents the relationship between financial inclusion and
economic growth, highlighting the various channels through which financial inclusion influences
key economic indicators. It provides a roadmap for understanding the interlinkages and pathways
through which financial inclusion impacts economic outcomes, contributing to the overall
development of a nation.

At the core of the conceptual framework is financial inclusion, which refers to the extent to which
individuals and businesses have access to and use formal financial services [32]. Financial
inclusion encompasses a range of services, including savings accounts, credit facilities, insurance,
and payment mechanisms. The framework suggests that by increasing access to these services,
financial inclusion can have a profound impact on economic growth in developing nations.

The first pathway depicted in the framework is the impact of financial inclusion on savings and
capital mobilization. As individuals gain access to formal financial services, they are more likely
to save in secure institutions and have improved opportunities for capital mobilization [33]. This
leads to a higher level of savings within the economy and increased capital formation, which can
then be channeled into productive investments, stimulating economic growth.

The second pathway in the conceptual framework focuses on the relationship between financial
inclusion and entrepreneurship. With access to formal financial services, individuals and small
businesses are empowered to engage in entrepreneurial activities. This could involve starting new
businesses, expanding existing enterprises, or investing in innovative projects [34]. By enhancing
entrepreneurial opportunities, financial inclusion plays a crucial role in driving economic growth
through job creation, increased productivity, and innovation.

The third pathway highlights the impact of financial inclusion on poverty alleviation. Through
increased access to savings, credit, and insurance, financial inclusion enables marginalized
populations to participate in income-generating activities and improve their economic well-being.
This pathway demonstrates how financial inclusion can serve as a tool for reducing poverty levels,
promoting inclusive growth, and addressing socio-economic disparities within a country [35].

The fourth pathway focuses on the relationship between financial inclusion and financial stability.
By providing access to formal financial services, financial inclusion reduces the vulnerability of



individuals and businesses to economic shocks. This, in turn, contributes to enhanced financial
stability within the economy [36]. A resilient and stable financial system reduces the likelihood of
banking crises, mitigates risk, and supports sustainable economic growth.

The fifth pathway highlights the impact of financial inclusion on the formalization of the economy.
Access to formal financial services incentivizes individuals and businesses to participate in the
formal sector. This encourages greater compliance with regulations, improves tax collection,
enhances transparency, and promotes economic efficiency. The formalization of economic
activities strengthens institutions and fosters an enabling environment for sustainable growth.

The conceptual framework provides a visual representation of the relationships between financial
inclusion and economic growth, offering a comprehensive overview of the different pathways
through which financial inclusion can exert its influence. [37] It serves as a foundation for further
analysis, allowing researchers to delve deeper into specific indicators and examine the nuanced
impact of financial inclusion on economic outcomes. By understanding these interlinkages,
policymakers and stakeholders can develop targeted strategies to promote financial inclusion and
stimulate inclusive and sustainable economic growth in developing nations.

Methodology

The methodology section outlines the approach and methods used to analyze the impact of
financial inclusion on economic growth in developing nations, taking into consideration the
findings presented in the previous section. This section aims to validate the hypotheses developed
earlier and provide further insights into the specific effects of financial inclusion on various aspects
of economic growth.

To assess the impact of financial inclusion on economic growth, a comprehensive dataset
comprising relevant indicators of financial inclusion and economic outcomes in Bangladesh was
collected. This involved gathering data from reputable sources, such as national statistical offices,
central banks, and international organizations, ensuring the reliability and validity of the data used
for analysis. The collected data have been discussed focusing on the causes and effects process.
The findings of the empirical analysis were then assessed to determine the validity of the
hypotheses developed earlier. The analysis focused on the specific effects of financial inclusion on
key economic indicators, including savings and capital mobilization, entrepreneurship, poverty
alleviation, financial stability, and the formalization of the economy. The results were compared
against the proposed hypotheses to ascertain their consistency and alignment with the empirical
evidence.

Findings

Upon analyzing the table 1, it can be observed that financial inclusion rates in Bangladesh have
shown a consistent upward trend over the years. In 2010, the financial inclusion rate stood at
56.42%, and by 2023, it had increased to 98.68%. This suggests that efforts to promote financial
inclusion in the country have been successful [38].

The GDP growth rate, on the other hand, has fluctuated over the years but generally displayed
positive growth. In 2010, Bangladesh recorded a GDP growth rate of 7.09%, which steadily



increased to a peak of 8.15% in 2018. However, in 2020, the GDP growth rate experienced a
significant decline, dropping to -3.60%. It is important to note that this decline can largely be
attributed to the global economic impact of the COVID-19 pandemic.

Analyzing the relationship between financial inclusion and GDP growth, it can be observed that
there is a positive correlation between the two variables. For example, in 2013, when the financial
inclusion rate increased to 66.67%, the corresponding GDP growth rate also increased to 7.06%.
Similarly, the year 2018 saw a financial inclusion rate of 83.77% aligning with the highest GDP
growth rate of 8.15%.

While the majority of the data supports the hypothesis that increased financial inclusion leads to
higher economic progress, it is important to recognize outliers. In 2019, despite an increase in the
financial inclusion rate to 87.19%, the GDP growth rate dropped to 5.24%. This implies that there
may be other factors influencing economic progress besides financial inclusion. External factors,
such as government policies, global economic trends, and unforeseen events (like the COVID-19
pandemic), can play a significant role in shaping the overall economic growth.

Table 1. Financial inclusion and GDP growth rates in Bangladesh

Year Financial Inclusion Rate (%) GDP Growth Rate (%)
2010 56.42 7.09
2011 59.83 6.70
2012 63.25 6.21
2013 06.67 7.06
2014 70.09 5.51
2015 73.51 6.78
2016 76.93 7.26
2017 80.35 7.85
2018 83.77 8.15
2019 87.19 5.24
2020 89.61 -3.60
2021 92.03 7.54
2022 94.45 7.55
2023 98.68 6.70

Source: Bangladesh Bank - Financial Inclusion & Inclusive Growth

Hypothesis 3 proposes that there is a relationship between financial inclusion and poverty
alleviation in Bangladesh. In order to analyze this relationship, we can examine the data presented
in Table 2, which provides information on the financial inclusion rate and poverty rates in
Bangladesh from 2010 to 2023.

Financial inclusion and national poverty rate:

The data in Table 2 suggests that as the financial inclusion rate increases, the national poverty rate
tends to decrease. For example, in 2010, when the financial inclusion rate was 56.42%, the national



poverty rate stood at 31.5%. However, by 2023, when the financial inclusion rate increased to
98.68%, the national poverty rate decreased to 10.52%.

This indicates that there is a strong relationship between financial inclusion and a reduction in the
overall poverty rate in Bangladesh. When individuals have access to financial services such as
savings accounts, credit facilities, and insurance, they are better able to manage their financial
resources, invest in income-generating activities, and protect themselves from economic shocks.
This, in turn, helps to lift them out of poverty [39].

Financial inclusion and rural poverty rate:

The relationship between financial inclusion and rural poverty rate follows a similar pattern. As
the financial inclusion rate rises, the rural poverty rate tends to decline. In 2010, the financial
inclusion rate was 56.42% and the rural poverty rate was 34.4%. However, by 2023, with a
financial inclusion rate of 98.68%, the rural poverty rate decreased to 9.8%.

This indicates that increasing financial inclusion can have a positive impact on poverty reduction
in rural areas [40]. Rural populations often face challenges in accessing formal financial services
due to factors such as geographical remoteness, lack of infrastructure, and limited financial
literacy. By expanding access to financial services in rural areas, individuals can have the means
to save, invest, and manage their finances effectively, leading to improved livelihoods and reduced
poverty.

Financial inclusion and urban poverty rate:

Similarly, there is a relationship between financial inclusion and urban poverty rate. As the
financial inclusion rate increases, the urban poverty rate shows a decreasing trend. For instance, in
2010, the financial inclusion rate was 56.42% and the urban poverty rate was 25.7%. However, by
2023, with a financial inclusion rate of 98.68%, the urban poverty rate decreased to 5.0%.

Table 2. Relationship between financial inclusion and poverty rate

Year | Financial Inclusion | National Poverty | Rural Poverty Urban Poverty
Rate (%) Rate (%) Rate (%) Rate (%)
2010 56.42 31.5 34.4 25.7
2011 59.83 29.9 32.8 24.6
2012 63.25 28.3 314 22.9
2013 66.67 27.1 30.1 21.2
2014 70.09 24.2 27.6 17.6
2015 73.51 22.4 25.8 15.7
2016 76.93 21.0 24.5 15.9
2017 80.35 18.2 21.7 14.2
2018 83.77 13.4 19.2 12.9
2019 87.19 12.5 17.4 11.7
2020 89.61 12.3 16.4 10.4
2021 92.03 11.52 13.8 8.2
2022 94.45 10.89 11.4 6.2




[ 2023 | 98.68 | 10.52 | 9.8 | 5.0 |
Sources: Bangladesh Bureau of Statistics and the World Bank, 2024

This suggests that improving financial inclusion can also contribute to reducing poverty in urban
areas [41]. Urban poverty is often characterized by high levels of informality, limited job
opportunities, and insufficient access to basic services. By providing urban residents with access
to appropriate financial services, they can enhance their economic resilience and engage in
productive activities that can lead to poverty reduction.

Overall, the data in Table 2 supports the hypothesis that financial inclusion contributes to poverty
alleviation in Bangladesh. The consistent decline in national, rural, and urban poverty rates as the
financial inclusion rate increases demonstrates a strong correlation between the two variables [42].
It implies that providing access to financial services and promoting financial inclusion can play a
significant role in reducing poverty levels in both rural and urban areas.

However, it is important to note that while the data shows a positive relationship between financial
inclusion and poverty alleviation, other factors may also influence poverty rates. Factors such as
unemployment, income inequality, social policies, and access to education and healthcare should
also be considered when assessing poverty reduction efforts [47]. Therefore, a comprehensive
approach that addresses multiple dimensions of poverty is necessary to achieve long-term and
sustainable poverty reduction in Bangladesh.

From the table 3, it can be observed that the financial inclusion rate in Bangladesh has been steadily
increasing over the years. The financial inclusion rate measures the percentage of the population
that has access to financial services and products.

In 2010, the financial inclusion rate in Bangladesh was 56.42%, indicating that a significant portion
of the population did not have access to formal financial services. However, by 2023, the financial
inclusion rate had reached 98.68%, indicating a substantial improvement in financial access for
the population [51].

The increase in the financial inclusion rate can be attributed to several factors. One factor is the
government's efforts to promote financial inclusion through various initiatives. For example,
Bangladesh Bank, the country's central bank, has implemented policies and programs to expand
financial services to the unbanked population, such as setting up branchless banking services and
mobile financial services [52].

Additionally, technological advancements have played a significant role in improving financial
inclusion in Bangladesh. The widespread adoption of mobile phones and internet connectivity has
made it easier for people to access financial services, even in remote areas where traditional
banking infrastructure is limited.

Moreover, the growth of microfinance institutions (MFIs) in Bangladesh has also contributed to
increased financial inclusion. MFIs provide small loans and other financial services to low-income
individuals and small businesses who are often excluded from the formal banking sector. These
institutions have been instrumental in reaching out to marginalized communities and improving
their access to financial services [53].



On the other hand, the non-performing loan (NPL) rate represents the percentage of loans issued
by financial institutions that are not being repaid. A high NPL rate signifies potential financial
instability in the banking sector.

Table 3. Impact of financial inclusion on the financial stability

Year Financial Inclusion Rate (%) Non-Performing Loan Rate (%)
2010 56.42 10.04
2011 59.83 9.18
2012 63.25 8.36
2013 66.67 7.24
2014 70.09 6.25
2015 73.51 5.98
2016 76.93 5.64
2017 80.35 5.73
2018 83.77 6.73
2019 87.19 8.06
2020 89.61 9.03
2021 92.03 7.90
2022 94.45 9.00
2023 98.68 1.22

Sources: Bangladesh Bank

From the table, it can be observed that the NPL rate in Bangladesh has generally been decreasing
over the years. In 2010, the NPL rate was 10.04%, and by 2023, it had significantly decreased to
1.22%.

The decrease in the NPL rate can be attributed to various factors. One reason is the stricter
regulations and supervision imposed by Bangladesh Bank on financial institutions. These
regulations help ensure that loans are issued to creditworthy borrowers and reduce the risk of
defaults [55].

Furthermore, the improvement in the overall financial inclusion rate may have contributed to the
decrease in the NPL rate. As more people gain access to financial services, they are better equipped
to manage their finances and repay their loans on time. This reduces the likelihood of loan defaults
and improves the overall quality of loan portfolios.

Policy Implications

The findings demonstrate that financial inclusion rates in Bangladesh have steadily increased,
indicating successful efforts to promote financial inclusion in the country. There is a positive
correlation observed between financial inclusion and GDP growth, suggesting that improving
financial inclusion can contribute to economic progress [56]. Additionally, there is a strong
relationship between financial inclusion and poverty alleviation, as an increase in the financial
inclusion rate corresponds to a decrease in the national, rural, and urban poverty rates.



To bring about changes in different walks of life of Bangladeshis and emphasize the concept of
financial inclusion, various pragmatic approaches can be adopted. The government should
continue implementing policies to expand financial services, particularly in underserved areas and
marginalized communities [57]. Incentives can be provided to financial institutions to extend their
services to these segments and develop tailored financial products and services. Collaboration with
regulatory bodies and NGOs can help create a supportive regulatory environment and facilitate
innovation in the financial sector.

Financial institutions need to leverage technology and expand their reach through mobile banking
and agent networks, especially in remote areas with limited infrastructure. They should also invest
in financial literacy programs to educate customers and strengthen risk management systems to
ensure responsible lending practices [58]. Regulatory bodies play a crucial role in monitoring and
regulating the financial sector, enforcing consumer protection and anti-money laundering
regulations, and encouraging collaboration among financial institutions.

NGOs and development organizations can collaborate with financial institutions and government
agencies to provide financial literacy training and facilitate access to credit for small businesses
and micro-entrepreneurs. They should advocate for policies that prioritize financial inclusion and
raise awareness about its benefits [59]. Research and data collection are vital in understanding the
impact of financial inclusion, informing evidence-based policy decisions, and promoting
sustainable changes.

A multi-stakeholder approach involving the government, financial institutions, regulatory bodies,
and NGOs is necessary to bring about meaningful changes in the lives of Bangladeshis through
financial inclusion [60]. By addressing barriers to access, promoting financial literacy, and
ensuring responsible practices, the country can achieve greater financial well-being, reduce
poverty, and drive economic and social development.

Conclusion

this research paper highlights the significance of financial inclusion in driving economic growth
and development in developing nations, particularly in the context of Bangladesh. The findings
from the literature review and data analysis demonstrate a positive relationship between financial
inclusion and various economic indicators, including savings, capital mobilization,
entrepreneurship, poverty alleviation, financial stability, and formalization of the economy. The
paper emphasizes the importance of governments, financial institutions, regulatory bodies, and
NGOs working collaboratively to promote financial inclusion. Pragmatic approaches such as
expanding financial services in underserved areas, leveraging technology to enhance access,
promoting financial literacy, and strengthening risk management systems are recommended to
achieve meaningful changes in the lives of individuals and communities in developing nations.
The insights gained from this research provide policymakers and stakeholders in Bangladesh with
valuable information to develop effective strategies and policies that prioritize financial inclusion
as a means to stimulate economic growth and improve overall well-being. By addressing barriers
to access and fostering inclusive financial systems, Bangladesh can achieve sustainable
development, reduce poverty, and create opportunities for individuals and businesses to thrive.



Continued research and data collection are essential to further enhance our understanding of the
impact of financial inclusion on economic growth indicators. By staying informed of trends and
best practices, policymakers can iterate and refine their approaches, ensuring that financial
inclusion remains a key driver of inclusive and sustainable development in
Bangladesh and beyond.
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