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ABSTRACT 
Nigeria is a developing nation with a population of over 200 million. Of 
this aggregate, approximately 106 million are aged 18 years and 
above. Of this adult population, 70 million live in rural areas, and many 
do not have adequate access to relevant financial products and 
services. The proportion of individuals and firms that use or have 
access to financial services can be referred to as financially inclusive. 
This study analyzes the impact of financial inclusion and domestic 
investment on Nigeria’s financial development. Multiple regression 
analysis was employed in this study which spanned over the period, 
1982-2021. The empirical results reveal that financial inclusion and 
domestic investment have positive impacts on financial development; 
however, domestic investment has a more significant impact to a 
larger extent. The study recommended that policies should be 
directed towards creating a more inclusive financial system to 
improve the current level of financial inclusion to achieve better 
financial development in Nigeria. This study concludes that 
governments should formulate policies that boost financial inclusion 
and investment to deepen the level of financial development in the 
economy. 
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INTRODUCTION 

Nigeria is a developing nation with a population of over 200 million. Of this aggregate, 
approximately 106 million are aged 18 years and above. Of this adult population, 70 
million people live in rural areas. This indicates that two-thirds of the adult population 
resides in rural areas, of which 19% do not have formal education and are also limited 
in their level of financial literacy (Enhancing Financial Innovation & Access (EFInA), 
2022). EFInA (2022) further observed that, between 2018 and 2020, entrepreneurship in 
the formal sector, privately owned businesses, and farming fell by 1%, -0.4% and 3.1%, 
respectively.  

Over time, the financial authorities in Nigeria have enacted policies to ensure that 
all citizens have access to modern banking systems. For example, in 2005, financial 
authorities introduced policies that ensured that commercial banks owned and 
operated branches in rural areas (Kama & Adigun, 2013a). This policy came into effect 
as a preventive measure after the banking crisis in the 1990s. Prior to 2005, there was 
great disparity in the number of banks domiciled in urban and rural areas. Urban areas 
in 2004 had 2765 branches, while rural areas had 722 branches. From 2002 to 2004, the 
number of bank branches in the urban centers increased by more than 500 branches, 
while the rural centers maintained the same number until 2005, when the bank 
consolidation program was implemented (Central Bank of Nigeria, 2018; National 
Bureau of Statistics, 2021; Wezel & Ree, 2023).  

This policy gave birth to microfinance banks that were established to provide loans 
to micro, small, and medium enterprises. Studies have also shown that well-functioning 
financial systems serve a vital purpose by offering savings, payments, credit, and risk 
management services to individuals and firms. The proportion of individuals and firms 
that use or have access to financial services can be referred to as financially included 
(The International Monetary Fund, 2014). Anthony-Orji et al. (2019) observed that there 
has been a major increase in the activities of the financial sector through conscious 
government efforts. For example, the Central Bank ensured that banks established their 
outlets in villages to help the elderly have access to banking facilities. Again, the 
government also enabled these banks to establish their outlets by ensuring that they 
had the necessary facilities in newly established areas.  

Expanding the financial net has now become another vital channel through which 
the economy can grow. As observed by Orji et al. (2019), this discovery has been a 
quantum leap through which government policies are adopted and implemented for 
better economic prosperity globally. Despite this, there is still a global cash out-of-bank 
hovering around 54% of the ages 35 and above. This percentage does not even have 
any form of modern banking services close to them.  For continents such as Africa, the 
percentage is 70%, which is far higher than the global average.  
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In terms of domestic investment, Akanbi (2012) noted that domestic investment in 
Nigeria has experienced both economic and political issues. These issues have 
inhibited the growth of domestic investment. Since 1970, the average growth in local 
investment has been 11%, and within that period, Nigeria’s financial development was 
less than 5%, and even economic growth at this period was seven percent. Within this 
period, local investment was unstable but continued to increase. Seven years later, 
local investment jumped to forty-one percent an increase of over 110 %. It further 
increased by 25 percent between 1977 and 1993.  

This unstable growth in domestic investment could be traced to Nigeria’s political 
situation, which was largely controlled by military coups and indirectly affected 
investment in Nigeria (Adepoju, 1981; Agbese, 1992; Obioha, 2016). The investment 
climate in Nigeria has experienced some level of volatility, as shown in Figure 1. However, 
it is still trailing behind the South African economy (The World Bank, 2018). The figure 
also shows an upward movement of the investment curve in Nigeria from 2012 to 2015 
due to the economic recession that hit Nigeria in 2016. 

Figure 1 

Trend of domestic investment of Nigeria, Ghana, and South Africa in US$ 

 
Source: The World Bank (2018) 

Following Kama & Adigun (2013b), a large depository of savings, investable funds, 
investment, and global wealth generation can be enhanced by providing access to 
hundreds of millions of men and women across the globe, who are currently excluded 
from financial services. This is also true for Nigeria, because the accumulation of capital 
and the rise in investment can occur when low-income earners are given access to 
financial products and services. This is because low-income earners contribute to a 
larger share of the population in developing countries, especially in Nigeria (Adedeji & 
Olotuah, 2012; Kapsos & Bourmpoula, 2013). 

It is worth noting that the financial inclusion agenda has become pivotal in many 
economies (Beck, 2016). Many countries have adopted clear-cut financial inclusion 
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patterns and policies with specific goals, including every household in its financial 
system. Sudden attention to inclusive financing has increased because it has been 
argued that nations can experience positive growth, reduce poverty, promote a saving 
culture, and reduce the number of financially exclusive persons in the economy. 
Furthermore, 1.7 billion or more persons are financially excluded from the financial 
system (The World Bank, 2022). This means that this huge number has no bank 
accounts, experience in modern banking, etc. The cause of this exclusion is due to 
distance, terrain, over-concentration in urban centers, and, most importantly, very high 
interest rates for borrowing (Gloukoviezoff, 2007; Koku, 2015; Krumer-Nevo et al., 2017). 
These challenges pose a serious threat to the attainment of inclusive financial goals. 
The table below shows the financial inclusion index. 

Table 1  
Financial Inclusion Index of some countries 

Source: Enhancing Financial Innovation & Access (EFInA) (2022) 

From Table 1, it can be observed that most countries are still below the benchmark 
for high financial inclusion.  However, other emerging economies, such as Brazil, South 
Africa, Egypt, Kenya, China, and Jordan seem to perform better than Nigeria in terms of 
Financial Inclusion Index. However, Dacanay et al. (2011) admit that financial inclusion 
does not only include allocation of resources in the economy but also useful in 
comparing economies, their opportunities, and how the poor and rich households gain 
from the financial system. The scholar further opined that some countries have pushed 
forward financial inclusion.  

Local and foreign scholars have studied financial development and economic 
growth (Adu et al., 2013; O. I. A. Orji et al., 2019; A. Orji et al., 2022). However, it is still not 
clear how financial inclusion and investment contribute to financial development in 
these economies, particularly in Nigeria. Based on this background, the broad objective 
of this study investigates how financial inclusion and domestic investment impact 
financial development in Nigeria. The remainder of the paper reviews the literature, 
captures the methodology, presentation of results, conclusion, and recommendations.  

 

No. Countries Financial Inclusion index 

1 Nigeria 0.048 
2 Brazil 0.209 
3 South Africa 0.209 
4 Egypt 0.216 
5 Kenya 0.218 
6 China 0.297 
7 Jordan 0.352 



Financial inclusion and financial development in Nigeria                5 

LITERATURE REVIEW 

Studies on the contribution of financial inclusion and financial development to the 
economy have been carried out by different researchers and economists using 
different econometric models and techniques (Anthony-Orji et al., 2021); however, no 
study has investigated how financial inclusion and financial investment contribute to 
financial development in Nigeria. For example, Rafindadi & Yusof (2015) analyzed the 
dynamics of financial development and how it spurs economic growth in Nigeria. This 
study adopted the ARDL bounds testing approach and found a positive relationship 
between financial development and economic growth in Nigeria.  

Rasheed et al.’s (2016) study the role of financial inclusion in financial development 
in different countries. The study utilized the generalized method of moments (GMM) 
technique and found that financial inclusion contributes to financial development in 
the economies investigated. The study focused on a panel of 97 countries from to 
2004-2012 and the results showed that financial development was determined by the 
financial inclusion levels of those countries. Thus, the role of financial inclusion in the 
financial development of these countries is positive and significant. The results remain 
robust even when alternative measures of financial development are used.  

Adeola & Evans (2017) investigated the impact of financial inclusion and financial 
development on economic diversification in Nigeria from 1981 to 2014. This study 
adopted the fully modified least squares (FMOLS) technique and found that financial 
inclusion and financial development have a positive effect on economic diversification. 
Other studies also investigated the relationship between financial development and 
economic growth. Allen, et al. (2014) adopted the OLS technique to investigate the 
impact of African financial development on financial inclusion gaps. The findings show 
a positive relationship between financial development and inclusion. Lenka (2022), in 
another study, also adopted Principal Component Analysis (PCA) to analyse the 
relationship between financial inclusion and financial development in India. The results 
show that financial inclusion and development are positively related in India.  

In an earlier study, Dacanay et al. (2011) also analysed the empirical relationship 
among microfinance, financial inclusion and financial development utilizing the 
Generalized Least Squares (GLS) approach. The results showed a positive relationship 
between the variables of interest. Similarly, Evans (2015) empirically underscores the 
effects of Economic and Financial development on financial inclusion in Africa. 
Adopting the Fully Modified OLS (FMOLS) technique, this study revealed that economic 
and financial development are positively related to financial inclusion. More recently, 
Odugbesan et al. (2022) investigate the causality between financial inclusion, financial 
development, and sustainable development in sub-Saharan African economies, 
focusing on the mediating role of foreign direct investment and utilizing panel Granger 
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causality. The results of the analysis showed a bidirectional relationship between the 
core variables of the study.  

In another related study based on the effects of financial inclusion on financial 
Development in Kenya, Karanja (2020) adopted the autoregressive distributed Lag 
(ARDL) model and concluded that financial inclusion has a positive effect on financial 
development. Furthermore, in another study on financial inclusion, institutional quality 
and financial development in OIC countries, Ali et al. (2022) also argued that financial 
included and institutional quality are positively related to financial development, all 
things being equal. The Arrelano-Bond GMM and two-stage least squares methods 
were used, while the data began from 2000 to 2016. 

Kapingura (2018) evaluated the relationship between foreign capital flows, 
domestic investments, and savings in the SADC region using the dynamic ordinary 
least squares (DOLS) method. This finding indicates that domestic investment and 
savings are positively linked. The results also show that foreign direct investment 
influences domestic investment, which improves the financial sector.  Asif et al. (2020) 
evaluated the dynamic interaction between financial development and natural 
resources using the resource curse hypothesis as the theoretical framework and the 
ARDL bounds test technique as the econometric approach. The data were collected 
from 1975 to 2017. The results show that in the short run, a positive relationship exists 
between financial development and natural resources. However, in the long term, a 
negative relationship is evident. In another study,  

Tougem et al. (2022) analyzed domestic investment, foreign direct, and economic 
growth in SSA countries using panel lapse methods for the year 1990-2018. The study 
observed that domestic investment positively influences economic growth, and that 
the financial sector improves when foreign direct investment increases in these 
countries. Recently, Abbas et al. (2023) investigated the impact of income from 
international tourism and domestic investment in South Asia. The data used were from 
1995 to 2019, and the econometric approach was the cross-sectional autoregressive 
distributed lag (ARDL) method. The empirical outcome indicates that economic growth 
and international tourism earnings influence domestic investment, while financial 
development also influences domestic investment in the long run. In addition, Dash 
(2022) ascertained whether remittances crowd out domestic investments. This study 
used second-generation panel methodology for estimates. The data collection began 
in 2004 and ended in 2018. The findings show that for developing countries, remittances 
improve domestic investment, which indirectly influences the financial sector. 

Essentially, many empirical studies have been carried out to determine and 
evaluate the impact of financial inclusion on economic growth; however, most of these 
studies are geared towards ascertaining the impact of financial inclusion on the 
economic growth of Nigeria or ascertaining the level of financial inclusion in Nigeria. 
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None of these studies have reviewed the impact of financial inclusion and domestic 
investment on financial development in Nigeria. To fill this gap, this study focuses on 
the impact of financial inclusion and domestic investment on financial development in 
Nigeria. 

METHOD  

This study uses quantitative method to analyzes the impact of financial inclusion and 
domestic investment on Nigeria’s financial development. Multiple regression analysis 
was employed in this study using E-Views (IHS Global Inc., 2022). The data used in this 
study spanned over the period of 1982 until 2021. The model is specified based on the 
financial liberalization theory and available information related to the impact of 
financial inclusion and investment on financial development. In modeling the impact 
of financial inclusion and domestic investment on financial development, it is pertinent 
to note that the ratio of Credit to Private Sector to Gross Domestic Product (CPS/GDP) 
represents financial depth, which is used as a proxy for financial development. This 
choice is due to the availability of data and closeness to the measure of financial 
development. 

The econometric model is as follows: 
𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑡𝑡 = 𝛽𝛽0 + 𝛽𝛽1𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑡𝑡+𝛽𝛽2𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑡𝑡 + 𝛽𝛽3𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑡𝑡 + 𝛽𝛽4𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑡𝑡 + 𝛽𝛽5𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡 + 𝜇𝜇𝑡𝑡 

where: 

𝛽𝛽0 is the intercept term for the regression. 

𝜇𝜇𝑡𝑡 is the stochastic error term 

L is Logarithm  

FID is Financial Depth measured as CPS/GDP. We also use it as a proxy for financial 
development (Okere et al., 2021). Essentially, financial sector development is about 
reducing “costs” that are obtainable in the financial system. The idea of reducing the 
costs of acquiring information, making transactions, and enforcing contracts has 
resulted in the emergence of financial intermediaries, markets, and contracts. Nkoro & 
Uko (2016) and Osuji & Chigbu (2012) used the variable to capture financial 
development in their study because of their consensus that it is one of the closest to 
the measure of financial development.  

DRCB is the deposit of rural branches of commercial banks. This is the total deposit 
from the rural branches of commercial banks. This is a measure of financial inclusion 
because these deposits help us determine the accessibility of rural dwellers (financially 
excluded) to finance (Mbutor & Uba, 2013). INV is a domestic investment that results 
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generally from acquiring an asset, also called investment. As investments increase, 
income will also increase, and subsequently, finance will develop as participation in the 
financial system increases.  

FDI is foreign direct investment (FDI). Foreign Direct Investment is the sum of equity 
capital, other long-term capital, and short-term capital, as shown in the balance of 
payments. Foreign Direct Investment involves the use of financing. Thus, the more 
foreign direct investments is on the increase, the more access to finance is available 
(Borensztein et al., 1998; Dries & Swinnen, 2004). LDR is the loan-to-deposit ratio, which 
is the ratio of loans to deposits made available to the private sector. If the loan-to-
deposit ratio is high, it is expected that there will be an increase in the development of 
finance because financial inclusion will be expanded (Han & Melecky, 2013; Ibekwe et 
al., 2021).  

RINTR is the real interest rate. It is a percentage fee charged by a lender to a 
borrower for the use of assets. When this interest rate has been deflated from inflation 
(price changes), it becomes the real interest rate. Interest can be either in savings or 
borrowings. If the interest rate on loans is high, credit to the private sector will fall and 
subsequently reduce the rate of financial development, while a low interest rate on 
credit to private firms will be stimulated, subsequently increasing the rate of financial 
development (De Gregorio & Guidotti, 1995; Asamoah, 2008). 

RESULTS AND DISCUSSION 

Unit Root Test 
Table 2 presents Unit Root Tests results from the estimation. From data in the table, it 
can be observed that LDR and RINTR are integrated at order zero I (0). LINV is integrated 
at order zero, I (0), using the Phillips-Perron test for stationarity. This means that LINV, 
LDR, and RINTR are integrated in level form, while LFDI and LDRCB are integrated in order 
one I (1).  

Table 2 
Unit Root Test Results 

Variable ADF Test 
Statistic 

Phillips-Perron Test 
Statistic 

Mackinnon Critical 
Value at 5% 

Order of 
Integration 

LDRCB -4.935363 - -3.557759 I(1) 

LINV  -3.756454 -3.552973 I(0) 
LFDI -5.360797 - -3.562882 I(1) 
LDR -3.999667 - -3.568379 I(0) 
RINTR -4.380358 - -3.603202 I(0) 

 Source: Authors’ Estimation. 
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Cointegration Test  
The cointegration test seeks a long-run relationship between variables of interest. It is 
also used to test whether the variables are fit for the model when tested jointly. The 
residuals for the equations above were obtained, and the ADF test was also employed 
to test for cointegration. From Table 3, it can be observed that the error term is 
stationary at the 5% level of significance since |-4.201927| > |-3.557759|. 

Table 3 
Cointgration Test Results 

Value Residual term t ADF Test Statistic Critical values 

 -4.201927 1% 
-4.273277 
5% 
-3.557759 
10% 
-3.212361 

Source: Authors’ Estimation. 

Since the ADF test statistics are greater than the ADF critical value at the 5% level 
of significance, we fail to accept the null hypothesis, and thus say that a long-run link 
is present between the dependent and independent variables. This implies that LFID, 
LFDI, LDRCB, LINV, LDR and RINTR are all co integrated at lag length one (1) and at level 
form. 

Regression Results 
The empirical results on the impact of inclusion on Nigeria’s financial development are 
presented in Table 4. The coefficient of the constant is (-4.923904). This shows that the 
dependent variable decreases by 4.923904 units on average when all explanatory 
variables are fixed. 

Table 4 
Regression Results 

Variables Coefficient Standard Error t-Value Probability 

CONSTANT -4.923904 2.455911 -2.004919 0.0547 
LDRCB 0.451054 0.454280 0.992899 0.3280 
LINV 5.432026 2.516623 2.158459 0.0383 
LFDI 1.593781 0.732067 2.177096 0.0367 
LDR 0.124525 0.064586 1.928045 0.0625 
RINTR -0.478377 0.589175 -0.811945 0.4230 
R-squared 0.698260    
Adjusted R-squared 0.691357 
Durbin-Watson statistic 1.540495 
F-statistic 10.23993 

Source: Authors’ Estimation. 
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The coefficient of LDRCB is 0.451054, which shows a positive relationship between 
the funds deposited by rural dwellers in banks and financial development in Nigeria. 
Holding all other explanatory variables constant, on average, a 1% increase in the 
deposits of rural money deposit banks results in an increase in financial development 
by 0.45%. This result agrees with Onaolapo (Onaolapo, 2015), who studied the effects of 
financial inclusion on economic growth. This finding supports Oyewo & Oyewole (2014), 
who studied Nigeria’s financial system, financial inclusion, and economic development.  

The coefficient of domestic investment (LINV) was 5.432026. This finding shows a 
positive relationship between domestic investment and financial development in 
Nigeria. Therefore, holding all the other explanatory variables constant, on average, a 
one percent (1%) increase in investment will increase financial development by 5.4%. 
This conforms to prior expectations. As investments continue to increase, it would 
reflect in the income of individuals and improve their ability to save and have more 
access to finance. When the level of financial inclusion has increased through access 
to finance, participation in the financial system also improves, and finance is 
developed. Statistically, the investment figure has been on the increase in Nigeria since 
the mid-1980s and is responsible for the positive link between investments and 
financial development in Nigeria (Brownbridge, 1998; Alene, 2010; Iyoboyi & Muftau, 
2014). 

Furthermore, the slope coefficient of FDI was 1.593781. This shows a positive 
relationship between FDI and financial development in Nigeria. Holding all other 
explanatory variables constant, on average, a one percent rise in FDI leads to a 1.59% 
increase in financial development. This variable conforms to the prior expectations.  FDI 
in developing countries (e.g., Nigeria) has risen sharply over the past 20 years. The FDI 
inflow into Nigeria, as in 2003 was US$2.23 billion. It rose to US$5.31 billion a year later (a 
138 % increase), it increased furthermore to US$9.92 billion (an 87% increase) the 
following year, FDI slightly reduced to US$9.44 billion in 2006 (LOCOmonitor.com). The 
sudden and consistent rise in FDI has which reflected in income, to an extent has 
improved the access to finance and subsequently developed finance. The positive 
relationship between FDI and financial development in Nigeria can be largely attributed 
to the persistent increase in FDI inflow into Nigeria, despite a slight decline in 2006. This 
conforms with the work of Olugbenga & Grace (2015) in their study on the impact of FDI 
on Nigerian capital market development. 

The coefficient of the explanatory variable LDR is 0.124525, which implies that there 
is a positive relationship between loans and the ratio of deposits and financial 
development in Nigeria. Holding the other explanatory variables constant, on average, 
a one percent (1%) increase in the loan to deposit ratio will result in a 0.12% increase in 
Nigeria’s financial development. Evidence from Nigeria shows that the loan-to-deposit 
ratio has been relatively high to some extent (Toby, 2014; Toby & Peterside, 2014). A high 
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loan-to-deposit ratio means that a good number of the population has access to 
financial services and also has a high participation in the financial system. This helps 
to develop finance to a great extent and explains the reason for the positive 
relationship between the loan-to-deposit ratio and financial development. This 
conforms to prior expectations. In his study on the effects of inclusive financing on 
economic growth, Onaolapo (2015) obtained a similar result when he regressed 
financial intermediation in terms of loans to deposits among other variables. 

The slope coefficient of the explanatory variable, real interest rate, was -0.478377. 
This finding shows an indirect relationship between the real interest rate and financial 
development in Nigeria. Holding all other explanatory variables constant, on average, 
a one-unit increase in the real interest rate will decrease financial development by 
0.47%. This conforms to prior expectations. However, the investment/savings 
relationship established by Keynes (2017) does not agree with this because a high 
interest rate discourages investments. This will reduce participation in the financial 
system and access to finance because of a fall in income. 

CONCLUSION 

This study investigated the impact of financial inclusion and domestic investment on 
financial development in Nigeria. The results show that financial inclusion and 
domestic investment have direct impacts on financial development. Domestic 
investment is significant; thus, it underscores its relevance in enhancing the level of 
financial development in the economy. Government should formulate policies that 
boost financial inclusion and investment to deepen the level of financial development 
in the economy. 

Based on the empirical results, the following recommendations are necessary to 
improve the economy. First, more financial inclusion strategies should be formulated 
such that growth in rural areas is supported by deposit money banks. Therefore, 
becomes pertinent that, banks should take steps to properly perform their roles in the 
financial inclusion process. Monetary authorities should formulate more targeted 
policies to enhance the financial system and encourage rural residents to embrace the 
modern banking system.  

Second, the Nigerian government should engage in massive improvements and 
investment in Nigerian infrastructure. Investments in accessible roads, steady power 
supply, and so on are critical in the economy because domestic investments have a 
direct link with both the financial development and financial stability of Nigeria and are 
significant variables affecting the level of financial development in Nigeria. It is 
expedient for the government to update the infrastructure in the country because it will 
help stimulate domestic investments.  
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Third, rural dwellers should be given proper financial education on how to manage 
their finances, in line with global practices. The government should also develop 
policies to improve the financial literacy level of individuals in the country. This will also 
improve a country’s level of financial development. Again, there is a need to invest 
more in financial infrastructure to support citizens in gaining access to more financial 
products and services.  
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