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Abstract 
The paper evaluated the impact of financial inclusion on the rate of poverty in Nigeria. The ex-
post facto research design was adopted, aggregate Secondary, annual time series data were 
sourced from Central Bank of Nigeria (CBN) Statistical Bulletin and World Bank statistical 
database. The data collected for the period spanning between 1992 and 2019 were analysed 
using the Autoregressive Distributed Lag (ARDL Bound) testing approach to Co-integration 
and Vector error correction model on a five variable model which was employed. Findings 
suggested that there exists a long run and short run association between the variables used in 
the study. Also in the long and short run, Microfinance bank credit, currency outside bank and 
commercial bank rural deposit exerted negative effect on the rate of poverty in Nigeria, while 
commercial bank rural credit exerted a positive effect. The study among others recommended 
that a strong and vigorous financial literacy campaign coupled with financial advice and 
monitoring should be involved in the financial inclusion drive of the authorities. Concerted 
efforts should be made to evolve policy to encourage/ persuade banks to grant credits at 
concessionary interest rate to rural dwellers. 
 
Keywords: Financial inclusion, Poverty, ARDL cointegration, credit and Nigeria. 
 
1. Introduction 

According to literature the primary objective of economic development is to reduce poverty. 

Many scholars have underlined the fact that poverty is certainly a major issue in developing 

countries. All over the world governments have evolved measures to ensure the eradication of 

poverty but policies to promote economic growth do not always result in the improvement of 

lives for the poor (Todaro & Smith, 2012), which access to financial service maybe a huge 

impediment to attainment of the set goal. There is a growing body of literature examining the 
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link between financial development and poverty reduction. Studies show that by participating 

in the financial system, people have greater opportunity to start and expand businesses, invest 

significantly in education, manage and mitigate risk, and be able to absorb financial shocks. 

Productive investments and consumption can equally be boosted when people have access not 

only to accounts, but to savings and payment mechanisms (Ageme, Anisiuba, Alio, Ezeaku & 

Onwumere, 2018).  

 
Although, Nigeria like most transitional and developing economies, has achieved substantial 

financial development, but it still faces significant poverty. According to statistics, Nigeria has 

become number one country with the highest number of people living in extreme poverty, the 

data revealed an estimated 87 million Nigerians, or around half of the country's population 

(50%), thought to be living on less than $1.90 a day (Adebayo, 2018), with this it has surpassed 

India. The effect of the financial development can only trickle down when people are involved 

in the financial system and this reduction in poverty can be seen through the improvement of 

the standard of living, access to loans at a lower interest rate, transfer of funds at low cost, etc 

(Dia, 2018). 

 
Given the above scenario, it suggests that there could be other channels through which financial 

development may impact poverty reduction that needs to be explored further. Such a channel 

might be financial inclusion. The Centre for Financial Inclusion (2010) defines financial 

inclusion as “a state in which all who can use them have access to a full suite of quality financial 

services, provided at affordable prices, in a convenient manner, and with dignity for the clients. 

It went further to posit that it is a state where financial services are delivered by a range of 

providers, most of them private sector, and reach everyone who can use them, including the 

poor, disabled, rural, and other excluded populations”. Elaborately, Chima (2011) held that 

Financial inclusion is the state of financial system where every member of society has access 

to appropriate financial products and services for effective and efficient management of their 

resources; get needed resources to finance their businesses; and financial leverage to take up 

opportunities that will lead to increase in their income. Financial inclusion has become a 

phenomenon in the global financial system, without exception to Nigeria and it is often 

associated with poverty. However, financial inclusion is not an end in itself, rather it is a means 

to an end, it cannot directly increase the net assets of the poor, but it can enable them to engage 

in small income-generating activities with small investments (Dia, 2018; Ageme, et al, 2018). 

In the view of Sanusi (2011) one of the reasons why poverty is persistent in Nigeria is because 
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majority of the adult population in the country are financially excluded, and for Nigeria to 

achieve level of financial inclusion, it has to empower 70 per cent of the population who live 

below poverty line, and this would boost economic growth and development and majority of 

them live in the rural areas. In the same vein Enhancing Financial Innovation and Access 

(EFInA 2012) held that the majority of Nigerian adults who are fully excluded from formal and 

informal financial services living in rural areas are estimated to be 80.4 percent. Also EFInA, 

(2016) revealed that 41.6% of the Nigerian adult populace are financially excluded and this 

worst in Nigeria's rural areas, and more advanced in urban centers.  

 
Having realised the ramifications of financial exclusion, the government, the Central bank of 

Nigeria and policymakers in recent time have vastly adopted policies and strategies such as the 

national financial inclusion strategy in 2012, Financial System strategy 2020,  geared towards 

growing financial inclusion, thus making it possible for larger share of the population to access 

financial services which is viewed as  being important for economic prosperity thus poverty 

eradication (Kama & Adigun, 2013). Despite pivotal roles played by monetary authorities and 

government, vast majority of adults in Nigeria do not have access to financial services and this 

has remained unsatisfactory, since there was no significant improvement in which the financial 

exclusion rate only reduced by 0.2% to 39.5% in 2014 from 39.7% in 2012 (EFInA, 2016), 

while poverty is still on the increase. Furthermore, previous studies on the subject have 

produced mixed results. Studies of Dia (2018) and Ayyagari, Beck and Hoseini (2013) 

supported a positive impact of financial inclusion on the level of poverty while Umaru and Imo 

(2018) and Ajide (2015) found a negative effect of financial inclusion on the level of poverty. 

The lack of consensus among researchers constitutes a problem.  It is against the backdrop that 

this study attempt to examine the effect of financial inclusion on poverty level in Nigeria. 

 
2. Literature Review 

2.1 Concept of financial inclusion 

Financial inclusion is a broad concept with no single definition. Sarma (2008) viewed financial 

inclusion as the process that ensures the ease of access, availability, and usage of a formal 

financial system for all members of an economy, While Gwalani and Parkhi (2014) described 

Financial Inclusion as the delivery of financial services at an affordable cost to unbanked group 

in the society, especially the low-income and underprivileged. Also the RBI (2006) maintained 

that financial inclusion is the provision of affordable financial services to those who are under-

attended by formal agencies of the financial system. Going further, Dia (2018) defined financial 
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inclusion, as a process to make financial services, such as loans, savings, insurance, payments 

and transfers accessible. In the view of Ageme et al (2018) financial inclusion refers to the 

access, availability and the usage of formal financial institutions by all members of an economy 

to advance individual and collective needs. While According to Bank of Indonesia (2014), 

financial inclusion is defined as eliminating barriers of access to financial services. In summary 

the UN defines the goals of financial inclusion as: (1) Access at a reasonable cost for all 

households with many financial services, including transfer and payment services, deposit or 

savings services, credit and insurance; (2) sound and safe institutions governed by precise 

regulation and industry performance standards; (3) financial and institutional sustainability, to 

ensure continuity and certainty of investment; and (4) Competition to ensure choice and 

affordability for clients (Valerio, Parton, & Robb, 2014; World Bank, 2014).  

 
Financial inclusion is an essential tool for inclusive growth. Inclusive growth can be seen as a 

target and financial inclusion as a tool. In the transnational regressions, the development 

alleviates poverty and reduces income inequality (Beck, Demirg and Levine 2004). Chibba 

(2009) emphasises that financial inclusion offers incremental and complementary solutions 

which would ultimately alleviate poverty, promote inclusive development and to tackle the 

millennium development goals (MDGs). Though there has been argument among researchers 

on the importance of financial inclusion in reducing the poverty level of any society. Indeed 

Chibba (2009) argued that financial inclusion presents additional and supplementary solutions 

to fight poverty, while Kiendrebeogo and Minea (2016) have claimed that access to financial 

services unequivocally reduces poverty. Dia (2018) has maintained that if vulnerable people 

had easy access to affordable financial services, they would be encouraged to save in a financial 

institution by simply opening an account, while at the same time benefiting from other facilities 

in the financial account saving.  But he however maintained that financial inclusion cannot 

directly increase the net assets of the poor, but it can enable them to engage in small income-

generating activities with small investments. World Bank (2014)  argues that access to and use 

of basic financial services like savings, payments, loans, and insurance, helps the poor to move 

out of poverty by economically and socially empowering them. Also, Demirgüç-Kunt, 

Córdova, Pería, and Woodruff (2011) further argued that financial inclusion improves the 

fascination of remittances and eases the relocation of funds from overseas, which is vital to the 

recipient household. 
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However, it is worthwhile to note that access to financial services and the actual use thereof 

are two distinct concepts that are financial exclusion could be voluntary or involuntary and this 

is important to distinguish. According to World Bank (2014), in a situation where a proportion 

of the population or firms resolve not to use financial services either because they have no need 

for them or due to lack of knowledge of such financial services, or some individuals may have 

access but decide not to use it because of religious, cultural or other reasons. Such situation is 

called voluntary financial exclusion and may occur as a result of indirect usage through a family 

member or lack of demand for financial services.  Conversely, some individuals may have the 

need for financial services but face serious physical barriers to access and, as such, they are 

involuntarily excluded. Even as Okoye, Adetiloye, Erin and Modebe (2017) maintained that 

involuntary financial exclusion takes its root from insufficient income and high risk profile or 

due to discrimination and market failures and imperfections.  Involuntary financial exclusion 

is a problem and can be caused by one of the followings: (i) remoteness of the places where 

households live, (ii) unfavorable conditions attached to financial products, (iii) the prices of the 

products offered are not affordable, (iv) lack of knowledge of available financial products due

to a lack of marketing, and (v) self-exclusion for fear of rejection (Kempson and Whyley, 

1999). Furthermore, EFInA (2012) adduced three reasons for vast exclusion in rural areas. 

First, the distance between bank branches in most rural areas makes it expensive and difficult 

to access financial services. Second, low limit of the profit potential of financial institutions as 

results of lower levels of economic activity in rural areas. Third, financial literacy and 

education levels are typically lower in rural areas, making it less likely that customers will 

make use of financial services and products. While Ageme et al (2018) highlighted major 

barriers to financial inclusion to include (i) income, (ii) physical access, (iii) financial literacy, 

(iv) affordability, and (v) eligibility. Though Avais (2015) maintained that technological 

advancement for innovative financial products has helped to broaden financial inclusion and 

address poverty challenges, this approach still has its own shortcomings. 

 
Nigeria launched a national financial inclusion strategy in 2012. The strategy aims at bringing 

the exclusion rate of 46.3 percent of adult population (comprising people with neither formal 

nor informal financial services) in 2010 to 20 percent by 2020. Access to credit is projected to 

reach 40 percent of adult population (rate of access to credit currently remains at 2.0 percent) 

(IMF 2015). As part of its reforms, the Central Bank of Nigeria (CBN) and other development 

partners introduced reforms aimed at reducing the financial exclusion rate to 20% by the year 
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2020, these reforms includes: implementation of the Micro Small and Medium Enterprises 

Development Fund (MSMEDF), linkage banking, agent banking tiered Know-Your-Customer 

(KYC) requirements, credit enhancement programmes, consumer protection, and financial 

literacy (EFInA, 2012). But available statistics from EFInA (2016) has shown that not much 

progress has been made, only a modest improvement in the financial exclusion rate 0.2% to 

39.5% in 2014 from 39.7% in 2012. In addition, according to the EFInA (2016) financial 

inclusion is achieved when financial services are provided at an affordable cost and adults have 

easy access to many formal financial services that meet their needs. This is in support of the 

elements used in the definition provided by CBN (2012) which include:  

 
i. Access to and usage of a wide range of financial products and services such as insurance, 

credit, savings, pension, and payments products.  

ii. Easy access to financial products and services financial products, this financial product, 

and services must be within reach of all sections of the populace and should not have 

onerous requirements.  

iii. Provision of affordable financial services to low-income groups.  

iv. Financial products must be designed according to the need of customers (financial 

excluded) persons and should consider access to distribution channels and income levels. 

(Alkire & Sumner, 2013; Mondal, 2015)  

 
Also Umaru and Imo (2018) maintained that Strategies for achieving the financial inclusion 

targets should be concentrated in the area of agent banking, mobile banking, linkage banking, 

and client banking.  

1) Agent Banking: is the provision of banking services outside traditional bank 

branches through mobile phones, technology such point of sales (POS) devices and 

touch points such as petrol station and existing retail stores.  

2) Mobile Banking: Provision of access to financial services through the use of mobile 

wallets as intermediary virtual money accounts or mobile phones that are directly 

linked to a bank account.  

3) Linkage models: Business cooperation and enhancement of financial between 

traditional financial institutions (Deposit Money Banks or Development Finance 

Institutions), microfinance banks/institutions, and government for providing 

wholesale funding for and lending transactions.  
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2.2 Empirical review 

Dawood, Pratama, Masbar, and Effendi (2019) in their study tried to answer the question if 

financial inclusion alleviate household poverty in Indonesia. They employed the Binary 

Logistic model on data from approximately 300,000 households from the 2017 Indonesian 

National Social and Economic Survey. Findings from the study indicated that access to credit 

in formal financial institutions, access to credit in non-formal financial institutions, ownership 

of account, higher education level, living in urban areas, Gender, access to electricity and more 

assets had negative impact, while larger household size, working in an agricultural sector, and 

suffering health shocks tend to be positively related to the probability that a household is 

severely poor.  

 
Dia (2018) in his study comparative studied three countries namely Mali, Bangladesh, Bolivia, 

and Nigeria to determine the effect of financial inclusion on poverty reduction. These countries 

together with Mali provided a panel data analysis for the period from 1992 to 2015. The Cob 

Douglass model was adopted in analysing the data collected. Findings from the study indicated 

that farm land size had a negative and significant impact on poverty in Bangladesh and Mali, 

while it had positive impact in Nigeria and Bolivia, while Credit (financial inclusion) had 

positive but insignificant impact on poverty in Bangladesh, Mali, Nigeria and Bolivia. 

Furthermore,  Agricultural machinery had positive effect on all the countries except for Mali 

where the impact was negative and significant, also educational level exerted a positive effect 

on poverty in Nigeria and Bolivia, while the impact in Bangladesh were Mali negative. 

 
Ageme et al (2018) tried to ascertain the effect of financial inclusion on poverty reduction in 

Nigeria using quarterly data from 2009:Q1 to 2014:Q4. The data collected was analysed using 

Augmented Dickey Fuller (ADF) unit root test, Johansen cointegration test and error correction 

model (ECM). Findings showed that Automated teller machines inclusion channel and deposit 

money bank credit to the rural populace have significant positive effect on poverty reduction, 

whereas web based/ internet banking channel and microfinance credit exert negative impact on 

poverty reduction. 

 
Umaru and Imo (2018) in their study tried to ascertain the moderating effects of microfinance 

in the use of financial inclusion to reduce poverty in Nigeria. The study employed the survey 

research design and data was collected through a self-administered questionnaire. The 

questionnaire were administered to a total of 384 to the respondents that are microfinance banks 
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customers from the three senatorial districts in Kebbi State Nigeria by using simple random 

sampling procedures. In analysing the relationship among the variables, a Partial Least Square 

(PLS)-Structural Equation Modelling (SEM) technique was adopted. The findings of the study 

revealed that there is a significant relationship between the financial inclusion and poverty 

reduction. The results further revealed that microfinance positively moderate the relationship 

between the variables under studies. 

 
Anwar and Amrullah (2017) investigated the Impact of Financial Inclusion towards Poverty in 

Indonesia. The study employed multiple regression analysis on secondary data covering the 

period between 2005 and 2013. Findings from the study suggested that financial inclusion 

exerted a negative and significant impact on the level of poverty in Indonesia, while income 

inequality had positively and significantly impacted the Indonesia`s poverty level. 

 
Ajide (2015) tried to examine the effect of financial inclusion on poverty reduction in Nigerian 

rural communities using data from 1996-2013.Data sourced from Central bank of Nigeria 

(CBN), National Bureau of Statistics and World Bank data base were analyzed using 

Autoregressive Distributed Lag Modeling (ARDL). Bound test results showed that there was a 

long-run relationship among the variables. Both short and long run relationship confirmed the 

importance of financial inclusion as a suitable strategy for poverty reduction in rural 

communities. The finding of this paper has a clear-cut policy implication. As the beneficial 

effect of financial inclusion on rural poverty reduction is dampened or even cancelled out by 

cost of borrowing and degree of financial openness, the policy package must take into account 

the risk of interest charged by banks and financial exposure or openness of rural communities 

in Nigeria. This is because the levels of financial literacy are often low in rural areas. This does 

not allow people to understand financial services they have around them which may serve as 

an opportunity for banks to be exploited.  

 
To this effect, Park and Mercado (2015) extend the existing literature on financial inclusion by 

focusing on examined Financial Inclusion, Poverty, and Income Inequality in Developing Asia. 

They constructed a financial inclusion indicator to assess a number of macroeconomic and 

country specific factors affecting the level of financial inclusion for 37 selected developing 

economies in Asia. The finding showed that per capita income, rule of law, and demographic 

characteristics have significant effect on financial inclusion in developing Asia. The results 
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further revealed that financial inclusion significantly reduces poverty; and also lowers income 

inequality. 

 
Using data from Nigeria, Dauda and Makinde (2014) employed Vector autoregressive (VAR) 

model to determine the relationship between financial sector development and poverty 

reduction in Nigeria using. Results of both the VAR and impulse response showed that the 

indirect effect of economic growth have strong influence on poverty reduction in the short run 

but could be adversely affect to the poor in the long-run due to the unfavorable effect of income 

inequality. 

 
Mago and Chitokwindo (2014) examined the impact of mobile banking on financial inclusion 

in Zimbabwe. The paper adopted a qualitative research methodology and a survey design. The 

survey covered Masvingo district in Zimbabwe and relied on a well structured questionnaire to 

collect the required data. Findings indicated that the low income people are willing to adopt 

mobile banking and the reasons are that it is easily accessible, convenient, cheaper, easy to use 

and secure. Recommendations made are that there is need for the Central bank to supervise 

non-bank led mobile banking models and manage their cash holding limits and cost structures. 

The poor people have been traditionally located in the informal sector where they hardly enjoy 

banking services. With mobile banking, they can now enjoy the same basket of financial 

services through mobile banking. The mobile banking system is definitely ideal for the remote 

areas given that it is an easily accessible, cheaper, more convenient and faster means of sending 

and receiving money. Financial activity is increased in the rural areas and therefore economic 

growth is boosted. 

 
Using data from Nigeria, Dauda and Makinde (2014) employed Vector autoregressive (VAR) 

model to determine the relationship between financial sector development and poverty 

reduction in Nigeria using. Results of both the VAR and impulse response showed that the 

indirect effect of economic growth have strong influence on poverty reduction in the short run 

but could be adversely affect to the poor in the long-run due to the unfavorable effect of income 

inequality. The report in Ayyagari et al (2013) the study used state-level data from India within 

the period 1983 and 2005. The study found a strong negative association between financial 

deepening, rather than financial inclusion, and poverty reduction. Also the study revealed that 

financial deepening reduced rural poverty especially among the self-employed. 
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3. Research Methodology 

The ex-post facto research design was adopted, annual time series data which was sourced from 

Central Bank of Nigeria (CBN) Statistical Bulletin and World Bank statistical database for the 

period spanning between 1992 and 2019. The choice of the selected period was predicated on 

the availability of data. In analysing the data collected, the study employed the Augmented 

Dickey Fuller (ADF) unit root test, Autoregressive Distributed Lag (ARDL-Bounds) testing 

approach to co-integration to test for long run relationship and Vector error correction model 

to test for short run association and complementary diagnostic tests were also conducted. The 

ARDL approach offers some desirable statistical advantages over other co-integration 

techniques. While other co-integration techniques require all the variables to be integrated of 

the same order, ARDL test procedure provides valid results whether the variables are I(0) or 

I(1) or mutually co-integrated and provides very efficient and consistent test results in small 

and large sample sizes (Pesaran & Shin, 2001). Also E-veiw 9.0 econometric software package 

was used in the estimation of the stated models. 

3.1 Model specification  

The model formulated was influenced by Ageme et al (2018) which focused on electronic 

payment system. It however, differs in several specifications, including the introduction of two 

variables not included in previous studies, that is, currency outside bank and commercial bank 

rural deposit as measures of financial inclusion. Considering currency outside bank as a 

measure was hinged on the belief that it points to the level of public confidence in the banking 

system which is in the heart of financial inclusion. In a bid to measure the impact of financial 

inclusion, with emphasis on the rural areas, on the level of poverty, the model was postulated 

thus: 

POVt= β0+β1lnCOBt+β2lnCBRD t+ β3lnCBRLt + β4lnMFBCt+ µ t …(1) 

Where: POV is the Poverty rate, COB is the Currency outside bank measured by COB/M2, 

CBRD is the value of deposit mobilized by Commercial bank in rural area, CBRL is the value 

of Commercial bank rural credit while MFBC is the value of Microfinance bank credit, 

while β0 is constant, β1 – β4 are coefficients, In is logarithm operator for the respective 

variables and µ the Error term 

In estimating the long-run relationship between financial inclusion and poverty rate, the 

model was specified as: 

POVt  = λ0 + λ1 COBt + λ2 lnCBRD t + λ3 lnCBRLt + λ4lnMFBC t + µ t   …(2) 
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While the error correction representation of the series can be specified as follows: 

Δ POV t-1 = λ0 + λ1Δ lnCOB t-1 + λ2Δ lnCBRD t-1 + λ3ΔlnCBRLt-1 + λ4ΔlnMFBC t-1 + ηECM t-

1 + εt. …(3) The a priori expectation of the parameters given as β1, β2, β3, and β4< 0 

 
4. Results and Discussions 

The collected data on Poverty rate, financial inclusion proxies, which include Currency outside 

bank, Commercial bank rural credit, Commercial bank rural deposit and Microfinance 

institution credit were analysed and the result presented in this section. The descriptive 

statistics of the variable were utilized to ascertain the structure and distribution of the variables 

used in the model. The result is presented in Table 2.  

 
Table 1: Summary Statistics, using the observations 1986 – 2017 

 CBRD CBRL COB MFB_M POV 
 Mean  46799.54  109277.4  19.44767  59266.54  57.90857 
 Median  15361.05  16330.74  19.12204  19650.20  55.90000 
 Maximum  354860.5  988587.9  39.34168  262630.0  66.90000 
 Minimum  19.72322  1602.200  5.165496  135.8000  52.99000 
 Std. Dev.  89839.20  240646.4  11.64389  78683.42  4.549308 
 Skewness  2.538174  2.675249  0.226059  1.282051  0.591439 
 Kurtosis  8.342277  9.042785  1.483896  3.302591  1.838930 

      
 Jarque-Bera  63.36076  76.00026  2.920145  7.777214  3.205163 
 Probability  0.000000  0.000000  0.232219  0.020474  0.201376 

      
 Sum  1310387.  3059767.  544.5348  1659463.  1621.440 
 Sum Sq. Dev.  2.18E+11  1.56E+12  3660.665  1.67E+11  558.7975 

      
 Observations  28  28  28  28  28 
Source: Computation by authors with E-view 9.0 
 
The summary of the descriptive statistics of the variables utilized in the study as presented in 

Table 1 revealed that the average Commercial bank rural deposit, Commercial bank rural 

credit, Currency outside bank, Microfinance institution credit and  Poverty rate stood at 

N46799.54, N109277.4, 19.44, N59266.54 and  57.91 respectively within the period under 

review.  It can also be observed that the variables were normally distributed 

 
Result of the unit root test  

Although the ARDL framework does not in anyway require the pre-testing of each variable for 

a stationarity, but the result will assist in arriving at the decision on whether the ARDL model 

should be employed or not, since the technique, with certainty, will crash when I(2) series are 
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present. Tables 2 present the results of the stationarity tests adopting Augmented Dickey- Fuller 

(ADF) test. 

 
Table 2: Summary of Augmented Dickey Fuller (ADF) Unit Root Tests Result with 
Trend and intercept 
Variables ADF Test 

Statistics 
Critical Values @ 5% P-value Order of Integration 

LOGCBRD -3.862082 -3.595026 0.0290 I(1) 
LOGCBRL -4.947390 -3.595026 0.0026 I(0) 
COB -4.842560 -3.595026 0.0033 I(1) 
LOGMFB -4.569633 -3.587527 0.0059 I(0) 
POV -5.034066 -3.595026 0.0022 I(1) 

Source: Computation by authors with E-view 9.0 
 
Result of the unit root test shown in Table 2, suggests that the time series of the variables were 

integrated of mixed order, this was informed by the comparism of the t-statistic values with 

their critical values. Two variables were stationary at level while three were stationary at first 

difference. This satisfies the condition for the use of ARDL. 

 
 Result of the ARDL Bounds Test 
The ARDL bounds test for co-integration in order to ascertain if there exists a long-run 

relationship between the variables utilized in the model and the results was shown in Table 3. 

 
Table 3: Result of the ARDL Bounds Test for Co-integration  

Test Statistic Value k   

F-statistic  4.958448 4   

     
Critical Value Bounds   

Significance 
Lower 
Bound 

Upper  
Bound   

5% 2.86 4.01   

Source: Computation by authors with E-view 9.0 
 
Result from the ARDL bound testing approach to co-integration presented in Table 3 showed 

that the F-statistic with a coefficient of 4.95 is greater than the upper bound value of 4.01 and 

that of the lower bound value of 2.86 all at 5% significance level. This empirical result indicates 

that there exists a long run relationship between the variables in the model, which is a desired 

outcome. 
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Regression Results of the Long-run ARDL Model 
Based on the evidence that the poverty rate is co-integrated with the explanatory variables in 
the model, the long-run parameters of the ARDL model were estimated and the result shown 
in Table 4. 
Table 4: Result of the estimated long run coefficients of financial inclusion – poverty 
rate model. 

Variable Coefficient Std. Error t-Statistic Prob.   

LOGCBRD -1.086234 0.220666 4.922518 0.0005 
LOGCBRL 2.219011 0.701538 3.163068 0.0090 

LOGMFB_M -6.745736 2.649063 -2.546461 0.0272 
COB -1.069769 0.300084 3.564899 0.0044 

C 112.651824 30.845213 3.652166 0.0038 

R-squared 0.881415     F-statistic 6.289293 
Adjusted R-
squared 0.741270     Prob(F-statistic) 0.002183 
      Durbin-Watson stat 2.165028 

Source: Computation by authors with E-view 9.0 
 
The result of the estimated long run equilibrium relationship between the variables in equation 

(2) is presented in Table 4. The empirical evidence from the result showed that in the long run, 

Commercial bank rural deposit, Microfinance banks credit, and Currency outside bank all 

exerted negative and significant impact on the level of poverty in Nigeria. The result is 

consistent with a priori expectation. While on the other hand, Commercial bank rural credit 

had a positive and significant influence on the level of poverty in Nigeria. 

 
In evaluating the entire result of the model, the R2 representing the Coefficient of determination, 

that gauges the power explain the multiple regression model had a coefficient of .881, this 

suggest that 88.1% changes in the poverty of Nigeria is as a result of the changes in the 

explanatory variable. This indicates that all variables stated in the model were relevant in 

expressing the changes shown in the poverty of Nigeria within the period under investigation. 

Furthermore, F- statistic which is used applied to capture the model`s level of significance 

showed that the overall regression is significant, which from all indication suggests a well 

specified model also the Durbin-Watson statistic is substantial and shows there is no sign of 

autocorrelation in the model. 
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Short-Run Dynamic Regression Results 
Having estimated the long-run parameters, the short-run dynamic parameters within the ARDL 
framework also estimated and the result is presented in Table 5. 
 
Table 5: Result of the Short-run error correction estimates 

Variable Coefficient Std. Error t-Statistic Prob.    

D(LOGCBRD) -0.066089 0.299226 -0.220868 0.8292 
D(LOGCBRL) 1.158409 0.478234 2.422265 0.0339 

D(LOGMFB_M) -5.699671 1.562806 -3.647076 0.0038 
D(LOGMFB_M(-1)) 1.027796 1.897127 0.541765 0.5988 
D(LOGMFB_M(-2)) -4.811600 1.574800 -3.055372 0.0109 

D(COB) -1.069769 0.300084 3.564899 0.0044 
D(COB(-1)) -0.010979 0.298386 -0.036794 0.9713 
D(COB(-2)) 0.918319 0.276032 3.326854 0.0067 

Ect (-1) -0.902617 0.195374 -4.619943 0.0007 

Source: Computation by authors with E-view 9.0 
 
The result on table 5 indicated that the directions expressed by the short-run dynamic effect 

were entirely maintained to the long-run. In line with the long-run results, Commercial bank 

rural deposit, Microfinance banks credit, and Currency outside bank all exerted negative and 

significant impact on the level of poverty in Nigeria, but the impact of Commercial bank rural 

deposit was not significant. The result is consistent with a priori expectation. Again, 

Commercial bank rural credit exerted a positive and significant impact on the poverty level of 

Nigeria. This is inconsistent with a priori expectations but consistent with the finding of 

Dia(2018) and Ageme et al (2018). This maybe attributed to the high cost of lending to 

customer by the commercial banks and other condition attached to the loan which put more 

pressure on the rural dweller, eroding the anticipated benefits. In addition, misapplication of 

funds extended by the commercial banks maybe another factor responsible for the outcome.  

Furthermore, the coefficient of the lagged error-correction term as desired was negatively 

signed and significant at 5% level, which supports the view that indicates the existence of a 

short-run association between the variables. With an error term of -0.902, suggests a 90.2% 

adjustment speed of returning back to equilibrium after a year, and this happens to be high.  
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Results of diagnostic tests 

To improve the validity and reliability of the outcome of the models stated earlier, diagnostic 

test for serial correlation, heteroscedasticity and stability (Ramsey RESET) were conducted 

and the results shown in Tables 6, 7 and 8  

 
Table 6: Result of Breusch-Godfrey Serial Correlation LM Test 

F-statistic 1.314104     Prob. F(2,9) 0.3157 
Obs*R-squared 5.650500     Prob. Chi-Square(2) 0.0593 

Source: Computation by authors with E-view 9.0 
Table 7: Result of Breusch-Pagan-Godfrey Heteroskedasticity 
Test 

F-statistic 0.732239     Prob. F(13,11) 0.7069 
Obs*R-squared 11.59786     Prob. Chi-Square(13) 0.5609 
Scaled explained SS 1.894473     Prob. Chi-Square(13) 0.9998 

Source: Computation by authors with E-view 9.0 
Table 8: Result of the Ramsey RESET Test 

 Value df Probability  
t-statistic  0.620454  10  0.5488  
F-statistic  0.384964 (1, 10)  0.5488  

Source: Computation by authors with E-view 9.0 
 
Given the test results on Tables 6, 7 and 8, it is evidenced that the model met the threshold of 

all the diagnostic tests. It further indicates non suspicion or existence of serial correlation 

among variables as functional form of the model was properly specified; also nothing suggest 

the presence of heteroscedasticity in the model as well. The output from this model testing 

provides a best fit, stable and can be relied upon. 

 
5. Conclusion and recommendation 

The paper evaluated the impact of financial inclusion on the poverty level of Nigeria, since the 

issue of financial inclusion and poverty has been on the front burner for a while. Based on the 

findings of the study, the conclusion is made that that there exists a long run and short run 

association between the variables used in the study financial inclusion proxies employed, 

Currency outside bank, Commercial bank rural deposit and Microfinance institution credit 

negatively and significantly influenced the level of poverty in Nigeria, while Commercial bank 

rural credit did not. Possible cause may stem from the high interest rates charged by banks and 

the stringent conditions attached on the credit facilities. In all, financial inclusion has play 
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important role in the reduction of the level of poverty in Nigeria.  Based on the foregoing, the 

study amongst other thing recommends that a strong and vigorous financial literacy campaign 

coupled with financial advice and monitoring should be involved in the financial inclusion 

drive of the authorities. More Agent and electronic banking should be rolled out so as to make 

deposit and other financial service easier to access. Concerted efforts should be made to evolve 

policy to encourage/ persuade banks to grant credits at concessionary interest rate to rural 

dwellers. 
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