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Abstract
Purpose – This study aims to examine the moderating role of financial stability in the effect of financial 
inclusion on economic growth. While financial inclusion is hailed for its potential to stimulate economic growth, 
excessive inclusion or stability may yield adverse effects. The study seeks to clarify how the interaction of 
financial inclusion and stability moderates economic outcomes and to offer policy insights for fostering 
inclusive and stable financial systems conducive to growth.
Design/methodology/approach – The study employs panel data analysis for 62 countries across diverse 
income levels and regions. Using robust econometric methods, the analysis evaluates the individual and 
interactive effects of financial inclusion and financial stability on economic growth.
Findings – The results reveal that financial inclusion and financial stability, when analyzed individually, may 
negatively impact economic growth in certain conditions. Excessive financial inclusion can lead to over-
indebtedness, while overly restrictive stability measures may stifle innovation and credit access. However, the 
interaction between inclusion and stability yields a positive and significant effect on growth.
Originality/value – This study contributes to the literature by highlighting the dual role of financial stability as a 
moderator of the financial inclusion–growth nexus. Unlike prior studies that emphasize standalone effects, it 
underscores the complementary nature of inclusion and stability. The findings provide actionable policy 
recommendations to foster inclusive and stable financial systems while addressing risks associated with over-
indebtedness and inefficient resource allocation.
Keywords Financial inclusion, Financial stability, Economic growth, Panel econometrics
Paper type Research article

1. Introduction
Financial inclusion has emerged as a cornerstone of development strategies worldwide, hailed 
for its potential to foster economic growth, reduce poverty, and promote income equality 
(Showkat et al., 2024). Defined as the availability and accessibility of affordable financial 
services, such as savings accounts, credit, insurance, and digital payment systems, financial 
inclusion enables greater participation in economic activities and enhances resilience to 
financial shocks (Ozili, 2020). These features have made financial inclusion a critical focus for 
governments, international organizations, and financial institutions alike.

The effect of financial inclusion on economic growth, however, is not straightforward. 
While financial inclusion can facilitate investments, boost productivity, and increase 
consumption, its outcomes are often mediated by institutional and structural factors. For 
example, Demirg€uç-Kunt and Klapper (2013) demonstrated that financial inclusion 
contributes significantly to poverty alleviation and income equality, particularly in 
developing countries. Yet, this effect depends heavily on the presence of robust financial 
systems, regulatory oversight, and complementary policies. As Allen et al. (2016) have noted, 
countries that fail to establish a conducive institutional environment may struggle to realize the 
benefits of financial inclusion.

Furthermore, while the economic benefits of financial inclusion are well-documented, its 
implications for financial stability remain less clear. Some researchers argue that financial
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inclusion strengthens stability by diversifying risk and increasing the deposit base (Beck et al., 
2007), while others caution that rapid and poorly regulated financial inclusion may amplify 
systemic vulnerabilities, as illustrated during the global financial crisis of 2008. These dual 
effects necessitate a deeper exploration of how financial stability moderates the effect of 
financial inclusion on economic growth.

This paper aims to address this gap by investigating the following key question: How does 
financial stability moderate the effect of financial inclusion and on economic growth? To 
answer this question, the study uses panel data from a diverse set of countries, spanning 
multiple income levels and regions. By leveraging this dataset, the study examines cross-
country variations in financial inclusion, stability, and growth, providing a comprehensive 
view of their interactions.

The remainder of this paper is structured as follows. Section 2 reviews the relevant 
literature on financial inclusion, stability, and economic growth. Section 3 outlines the 
empirical methodology, including data sources, variable definitions, and econometric 
techniques. Section 4 presents the results of the analysis. Lastly, section 5 discusses the 
policy implications of the findings and offers recommendations for future research.

2. Literature review
A substantial body of empirical literature has examined the determinants and implications of 
financial inclusion. One key focus is identifying the main factors influencing access to 
financial services. Demirg€uç-Kunt and Klapper (2013), using 2011 Global Findex data for 
over 148 countries, found that higher national income per capita and financial development 
(measured by private sector credit) positively impact account penetration, while income 
inequality has a negative effect. They also noted significant disparities between high-income 
and low/middle-income countries, with access gaps between the poorest and richest adults.

Zins and Weill (2016), focusing on 37 African countries using 2014 Findex data, 
highlighted that financial inclusion is strongly linked to individual characteristics such as 
income, education, gender, and age. Wealthier and more educated individuals, particularly 
men and older adults, are more likely to access financial services. Owen and Pereira (2018) 
examined the role of banking system structure, showing that increased bank concentration can 
improve access to financial services, but only in competitive markets.

Datta and Singh (2019) studied 102 countries and found that gross national income, active 
population, education, and life expectancy all positively influence financial inclusion. Xu 
(2019) introduced social trust as a key determinant, showing that higher trust and confidence in 
banks are positively associated with financial inclusion, using data from 2011 to 2014.

Kebede et al. (2021), analyzing 17 African countries, revealed that high foreign bank 
presence tends to negatively impact financial inclusion, but this effect is moderated by strong 
institutional quality. This result is supported by the study conducted by Vo (2025). Using 
principal component analysis, which spans the years 2004–2020, the author examined how 
financial inclusion reacted to the institutional quality index in the long-term for ten Asia– 
Pacific countries.

Another strand of empirical literature has explored the effects of financial inclusion on 
economic growth, poverty, inequality, and human development. Kim et al. (2018), using a 
dynamic panel model for 55 of the Organization of Islamic Cooperation countries (1990– 
2013), found that better access to financial services such as credit and bank accounts 
significantly boosts gross domestic product (GDP) growth. Their results also indicate that 
economic growth positively responds to a higher penetration rate of financial institutions. 
Neaime and Gaysset (2018) focused on eight Middle East and North Africa (MENA) countries 
(2002–2015), showing that financial inclusion helps reduce income inequality but does not 
significantly lower poverty levels.

Mushtaq and Bruneau (2019), in their study of 62 countries (2001–2012), highlighted the 
role of Information and Communication Technologies, which not only support financial
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inclusion but also amplify its poverty-reducing impact. Datta and Singh (2019) provided 
evidence of a strong positive relationship between their financial inclusion index (FII) and the 
Human Development Index, particularly in high-income countries. In South Africa, Von Fintel 
and Orthofer (2020), using income dynamics and tax data, revealed that increased access to 
financial services reduces wealth inequality and boosts the middle class’s wealth share.

Soro and Senou (2023) analyzed the West African Economic and Monetary Union using 
dynamic fixed effect and pooled mean group estimation. They concluded that digital financial 
inclusion plays a significant role in reducing income inequality. Emara and El Said (2021), 
analyzing 44 MENA and emerging economies (1990–2018), confirmed that financial 
inclusion promotes growth, but institutional quality is essential to fully realize these benefits.

Chen et al. (2023) used a quantile-on-quantile approach across ten countries with high 
financial access (2004–2018), revealing a positive and asymmetric link between financial 
inclusion and growth. Adedokun and A�ga (2023), in a study of 36 Sub-Saharan African 
countries (2004–2017), affirmed that improved financial access stimulates economic 
expansion. Similarly, Huang et al. (2023), focusing on 36 Sub-Saharan countries, 
demonstrated a strong, positive correlation between financial inclusion and human
development. 

Boachie and Adu-Darko (2024), analyzing 47 African countries (2010–2020), found that 
human capital significantly enhances the positive growth effect of financial inclusion. Siddiki 
and Bala-Keffi (2024), studying 153 countries, confirmed that financial inclusion boosts 
economic activity, particularly in advanced economies, and its effectiveness is influenced by 
financial development levels.

Additionally, some studies address financial stability concerns. Building on Minsky’s 
(1977) theory, the capitalist economies are inherently vulnerable to financial instability due to 
internal financial market dynamics and borrowing behavior. The author claims that if credit 
expansion is not properly controlled, it may shift from prudent to speculative financing, 
increasing the risk of financial instability. This is why it’s crucial to have more stringent 
regulations to prevent credit expansion from causing systemic problems.

Igan and Pinheiro (2011) contributed to this strand of literature by analyzing the impact of 
access to loans on the stability of the banking system. The bank-level data used in the study 
includes 90 countries and covers the period (1990–2005). The authors found that the 
acceleration of lending activity in times of credit boom tends to destabilize the banking system. 
In other words, an easy access to credit services combined with loose lending standards lead to 
deterioration in bank soundness. The adverse effects of expanding credit services to high-risk 
customers were also emphasized by Mehrotra and Yetman (2015) in their discussion of the link 
between financial access and financial stability. Similarly, the uncontrolled development of 
digital finance (i.e. especially online lending) tends to destabilize the financial system by 
attracting large number of risky clients, as mentioned by Ozili (2018). Conversely, the 
empirical findings of Neaime and Gaysset (2018) showed that a wider access to account 
services improves the soundness of the banking system in the MENA region. Indeed, the 
authors examined a sample of eight countries from 2002 to 2015 and confirmed the existence 
of a negative and significant association between the number of ATMs and the standard 
deviation of deposit growth rate. These results are in line with the conclusions of Ahamed and 
Mallick (2019) who analyzed the effects of financial inclusion on the stability of 2,635 banks 
over the period 2004–2012. Their empirical work revealed that higher degree of financial 
inclusiveness leads to a substantial improvement in the stability of the banking system. In order 
to benefit more from this positive relationship, banks should focus their efforts on reducing 
their marginal costs and increasing the share of their deposit funding.

Le et al. (2019) provided an empirical support to the positive relationship between 
inclusion and stability in the context of Asian banking industry. Using a dataset of 31 countries 
from 2004 to 2016, they demonstrated that banks show greater stability when they operate in 
inclusive financial systems. In such favorable environment, banks are more able to stabilize 
their deposit base, diversify their assets and reduce their liquidity risk. The Asian banking
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systems were the subject of another empirical analysis carried out by Pham and Doan (2020). 
The authors studied the link between stability and a set of financial inclusion indicators in a 
sample of 42 economies. The empirical results revealed that a wider usage of saving and 
account services combined with an easy access to financial institutions play a key role in 
reinforcing the soundness of Asian banks. Conversely, the study did not confirm the stabilizing 
effect of an improved access to credit and payment services.

The dataset exploited by Danisman and Tarazi (2020) covers the period 2010–2017, 
includes 4,168 banks from 28 European countries and integrates multiple individual 
characteristics such as age, gender and level of education. In light of their findings, the authors 
claimed that growing financial inclusion, through an improved access to account and digital 
payment services, supports the resiliency of European banks. This positive effect is mainly 
obtained by including disadvantaged segments of customers in the banking industry, namely 
the young unemployed people who live in rural areas. Financial stability is introduced as 
moderating variable in the research paper of Anarfo et al. (2020) who investigated the nexus 
between financial regulation and financial inclusion with a focus on 48 Sub-Saharan countries. 
After showing that tight capital adequacy requirements limit access to financial services, the 
authors emphasized the role played by financial stability in mitigating this negative 
relationship. Indeed, stable financial institutions tend to preserve their ability to provide 
financial services despite the various constraints stemming from macroprudential regulation.

The study conducted by Syed (2024) examined the impact of institutional quality, 
governance, and banking regulation on the shadow economy, financial stability, and financial 
inclusion in G5 economies. The author supported that financial inclusion and the shadow 
economy increase financial sector instability, but governance and banking regulation moderate 
these effects. Indeed, the financial inclusion can reduce the shadow economy size, and when 
interacting with governance, it exacerbates the negative impact on the shadow economy. This 
highlights the importance of effective governance and regulatory frameworks for financial 
stability and inclusive growth. The impact of financial inclusion on financial stability is also 
analyzed by Sebai et al. (2025). According to the results of a panel smooth transition 
regression model, the authors examined how financial inclusion affects financial stability in 26 
emerging economies from 2004 to 2020 within a nonlinear connection. However, the study 
showed that beyond a certain point, this impact becomes negative, hence the importance of a 
balanced financial inclusion strategy and an adaptable regulatory framework to mitigate 
potential risks to overall financial stability.

3. Methodology and data
3.1 Model specification and data source
Numerous economic and financial theories support the relationship between financial 
inclusion, financial stability, and economic growth. Schumpeter’s Growth Theory 
(Schumpeter, 1959), Financial Development Theory (McKinnon, 2010), and Endogenous 
Growth Theory (Romer, 1986; Lucas, 1988) provide a foundation for understanding how more 
access to financial services can promote economic growth by encouraging investment, 
entrepreneurship, and improving resource allocation. However, financial stability is a key 
moderating factor, according to Minsky’s Financial Instability Hypothesis (Minsky, 1977) and 
Borio’s Macroprudential Regulation Theory (Borio, 2003). While financial inclusion can 
contribute to growth, excessive credit expansion in an unstable financial system may lead to 
economic downturns, highlighting the need for sound macroprudential regulation. Therefore, 
the financial system needs to be inclusive and stable in order to fully promote growth (Jima and 
Makoni, 2023).

The dependent variable: The economic growth is measured by annual percentage growth 
rate in a country’s real GDP per capita. The World Bank provided data for this variable [1].

The key explanatory variable: The financial inclusion measured by the FII introduced by 
Sarma (2008). Three factors were taken into consideration when establishing the Sarma’s
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(2008) index are: banking penetration, availability, and use, all the data used to calculate the 
FII are sourced from International Monetary Fund [2]. The calculation of the FII is detailed in
Appendix.

The moderating variable: The Bank Z-score (BZS) [3] serves a good proxy to measure for
the financial stability as a moderating variable of the effect of financial inclusion on economic
growth (Morgan and Pontines, 2014; Hou, 2023). This score is calculated as follows: 
Z − Score ¼ ROAþE=TA

σROA , where return on assets (ROA) refers to a bank’s ROA, E stands for bank 
equity and TA is used to represent all of the bank’s assets. The standard deviation of ROA is 
denoted by σROA. Higher Z-score value indicates a more stable financial sector with lower 
overall risk.

The control variables: The augmented Cobb–Douglas model serves as the foundation for 
the growth model’s selection of control variables, which are as follows:

(1) Gross Fixed Capital Formation (FCF) (annual % growth) (FCF): is a measure of an 
economy’s capital stock that reflects the amount spent on growing its fixed assets as 
well as net changes in stock levels.

(2) Wage and salaried workers (WAGE): As a proxy of labor productivity, total wage and 
salaried workers (percentage of total employment) (based on an International Labor 
Organization (ILO) model).

(3) Openness (OPEN): OPEN is calculated by dividing the total of merchandise imports 
and exports by the GDP to get the merchandise trade as a percentage of GDP.

(4) Inflation, consumer prices (annual %) (INF): The consumer price index, which 
measures inflation, shows the annual percentage change in the average consumer’s 
cost of purchasing a basket of goods and services.

The data of control variables are sourced from the World Bank [4].
In light of this, we specify our model using the following equation:

GDP it ¼ β 0 þ β 1 FII it þ β 2 BZS it þ β 3 ðFII3BZSÞ it þ β 4 FCF it þ β 5 WAGE it þ β 6 OPEN it

þ β 7 INF it þ ε it

where GDP per capita is used to measure economic growth; financial inclusion is measured by 
the FII; financial stability is proxied by the BZS; Gross FCF; Wage and salaried workers 
(WAGE); Trade Openness (OPEN); and Inflation (INF). Furthermore, the moderating effect of 
financial stability is captured by the interaction term FII3BZS.

Note that the constant term and the unknown parameters that need to be estimated are 
indicated by β 0 and β k (1, 2, 3, . . ., 7) respectively. The ε it is the error term disturbance error 
term is assumed to be independent and identically distributed.

3.2 Panel data selection
The empirical works on panel data from 62 different countries [5], belonging to different 
geographical regions (Africa, Americas, Asia, Europe and Oceania), during the period 2004– 
2022. Although data availability constraints limited the inclusion of years prior to 2004, 
especially for data relating to financial inclusion indicators, which are only available from 
2004. Therefore, in order to guarantee the validity and precision of our analysis, countries 
without complete data on financial inclusion indicators are not included in the study. Also, all 
data prior to 2004 are excluded from our study.

3.3 Estimation approach
In our study, we employed the Robust Weighted Least Squares (RWLS) estimation method 
due to its superior handling of outliers, which can significantly affect ordinary least squares
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(OLS) estimates. By assigning different weights to observations, RWLS reduces the influence 
of outliers on the final estimates (Huber and Ronchetti, 1981). Outliers can have a 
disproportionate impact on the parameter estimates in OLS, leading to biased results. RWLS 
addresses this issue by assigning smaller weights to observations with larger residuals, thereby 
reducing their influence on the final estimates (Huber and Ronchetti, 1981; Rousseeuw and 
Leroy, 1987).

Moreover, RWLS can provide more efficient estimates than OLS when the assumption of 
homoscedasticity is violated. By giving less weight to observations with larger errors, RWLS 
produces more reliable parameter estimates (Rousseeuw et al., 1986). This adaptability makes 
RWLS a robust choice for our analysis, ensuring that the results are reliable even in the 
presence of non-constant error variances.

In addition, RWLS minimizes the impact of leverage points, which can otherwise skew the 
regression results. This property further enhances the robustness and reliability of our 
estimates (Rousseeuw et al., 1986). Therefore, the use of RWLS is justified as it provides a 
more accurate and dependable framework for our data analysis (Rousseeuw et al., 1986).

4. Results and discussion
4.1 Descriptive analysis
The descriptive statistics in Table 1 reveal considerable disparity between the mean (3.38) and 
median (3.73) of the GDP, indicating potential skewness. For GDP, the standard deviation is 
4.44, reflecting diverse economic performance, and the negative skewness (�0.97) and 
positive kurtosis (8.13) indicate a distribution where most values are concentrated on the right 
with a few extreme values on the left. This evidence is reinforced by the Jarque-Bera test, 
which highlights the non-random nature of GDP and rejects the null hypothesis of a normal 
distribution at the 1% significance level. The relative symmetry of the FII can be observed in 
the proximity of its mean (0.36) and median (0.38). The skewness value close to 0 (�0.04) and 
the kurtosis value close to 3 (2.67) indicating an almost symmetric distribution. The Jarque– 
Bera test (4.09) confirms this finding and supports the normality hypothesis.

The distribution of BZS is skewed to the right, as indicated by the greater mean (15.26) than 
the median (14.26). The non-normality is further supported by positive kurtosis (1.04) and 
positive skewness (4.27). The Jarque–Bera test (208.79), which emphasizes the existence of 
outliers and non-random distribution features, strongly rejects the null hypothesis of a normal 
distribution.

The five control variables, all have right-skewed distributions with significant mean-
median disparities, high standard deviations, positive skewness, except for WAGE, positive 
and kurtosis. The normal distribution null hypothesis is rejected by the Jarque-Bera tests, 
demonstrating the non-random character of these variables.

Table 1. Descriptive statistics

GDP FII BZS FCF WAGE OPEN INF

Mean 3.38 0.36 15.26 4.55 61.62 73.36 5.73
Median 3.73 0.38 14.26 4.08 63.48 61.20 3.55
Maximum 24.47 0.86 44.51 135.73 95.75 276.84 557.20
Minimum �23.51 �0.29 2.12 �67.61 10.13 15.17 �4.48
Std. dev. 4.44 0.20 8.13 13.81 22.51 41.49 22.25
Skewness �0.97 �0.04 1.04 1.33 �0.35 1.24 20.18
Kurtosis 8.13 2.67 4.27 18.60 2.00 4.70 468.31
Jarque-Bera 1063.63*** 4.09 208.79*** 8837.25*** 52.46*** 319.33*** 7,698,665***
Note(s): *** indicates a significant level at 1% 

Source(s): Authors’ own work
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Considering the non-normal distribution and possible heterogeneity resulting from 
outliers, the RWLS estimation approach can be considered appropriate. Because RWLS can 
handle heteroskedasticity and non-normality effectively and produces more reliable parameter 
estimates when outliers are present, the empirical results can be relied upon (Rousseeuw and 
Leroy, 1987).

4.2 Regression analyses
The results of our study on the effect of financial inclusion on economic growth are presented 
in this part, with an emphasis on the moderating role of financial stability. Two separate 
estimation results regarding the impact of financial inclusion and financial stability on 
economic growth are presented in this section. The distinct effects of financial inclusion and 
financial stability on economic growth are specifically presented in Table 2. The results of the 
interaction between financial inclusion and financial stability is shown in Table 3.

Starting with Table 2’s results, it is clear that the separate effects of financial inclusion and 
financial stability on economic growth are not significant. This finding implies that, while 
financial inclusion and stability are unrelated, economic growth is not dependent on them. On 
the other hand, it is supported by Gross FCF and Trade openness and limited by Wage and 
salaried workers and inflation.

This result is consistent with Levine’s (2005) explanation, which argued that financial 
inclusion and financial stability affect economic growth through distinct channels. While 
financial inclusion largely acts by improving access to credit and financial services, financial 
stability focuses on reducing systemic risks and mitigating crises. The measurable effect on 
economic growth may be weakened if these effects are separated.

The results presented in Table 3 refer to the case when financial stability, measured by BZS 
moderate the effect of financial inclusion, measured by FII, on economic growth. It’s 
important to notice that the coefficient of the interaction between financial inclusion and 
financial stability (FII 3BZS) is the variable of interest in Table 3.

As a result, the model displays an adjusted R 2 of 41.13%. According to Wooldridge (2010), 
an adjusted R 2 close to 50% indicates a reasonable level of explanatory power given the 
complexity of the economic growth phenomenon, which is determined by numerous external 
factors that are not observed and have an impact on the economy. Thus, the model’s robustness 
is confirmed. Furthermore, the F statistics is very significant at the 1% level, which increases 
the model’s reliability.

In light of the results presented in Table 3 above, it is evident that financial stability does 
moderate the impact of financial inclusion on the promotion of economic growth. The 
coefficient of the interaction between financial inclusion and financial stability (FII 3BZS) is 
positive (0.1304) and significant at level of 1%. This suggests that an improvement in financial 
inclusion by 1% will result economic growth to increase, on average, by 0.1304%, when

Table 2. The impact of financial inclusion and financial stability on economic growth

Variables FII BZS FCF WAGE OPEN INF Cons

GDP �0.906 �0.0173 0.138*** �0.041*** 0.008** �0.018** 5.408***
(�1.26) (�1.22) (18.90) (�6.45) (2.21) (�2.48) (12.30)

F statistics 85.59***
R-squared 0.3794
Adj R-squared 0.3750
Note(s): GDP, FII, BZS, FCF, WAGE, OPEN, and INF denote economic growth, financial inclusion index,
Bank Z-score, Gross Fixed Capital Formation, Wage and salaried workers, Trade openness, and inflation rate
The t-statistics are in parentheses. ** and *** indicate 5% and 1% significance level, respectively
Source(s): Authors’ own work
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Table  3.  The  effect  of  financial  inclusion  on  economic  growth,  with  a  focus  on  the  moderating  role  of  financial  stability

Variables  FII  BZS
  

FII  3BZS
  

FCF
  

WAGE
  

OPEN
  

INF
  

Cons

GDP �5.665***  �0.012***  0.1304***  0.158*** �0.042***  0.009***  �0.018**  6.876***  (�3.44)  (�3.32)  (3.18)  (20.60) (�6.73)  (2.75) (�2.51)  (10.68)
F
  
statistics  85.43***

R-squared  0.4162
Adj  R-squared 0.4113
Note(s):  The  t-statistics  are  in  parentheses.  **  and  ***  indicate  5%  

and  1%
  

significance  level,  respectively  
Source(s):  Authors’  own  work
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financial stability is improved or becomes efficient. This means that well-developed financial 
systems, which include both financial inclusion and stability, promote economic growth. 
Furthermore, a stable and inclusive financial system improves investor and consumer 
confidence and encourages financial institutions to offer inclusive services more widely, 
thereby stimulating economic growth.

In contrast to the results presented in Table 3, the effects of financial inclusion and financial 
stability (BZS) are negatively significant in Table 3: �5.665 and �0.012, respectively. The 
separate effect of each variable is negative, which is consistent with previous literature 
showing that an excessive credit extension may cause a decline in both households and 
businesses. In the event that borrowers fail to repay their debts, this could lead to financial 
crises and a downturn in economic activity. In addition, the introduction of too strict financial 
regulations to guarantee financial stability can reduce the efficiency of the microfinance 
institutions (Zainal et al., 2020). This can limit economic development by restricting access to
financing.

For the control variables, the results shown in Table 3 are consistent with those in Table 2.
It is evident that FCF has a notably favorable impact on economic growth, in Table 3, the

coefficient of FCF is positive and significant (0.158). This result is in line with Romer’s (1990)
arguments. The author argued that investment in fixed capital often involves the adoption of
new technologies that increase productivity. Also, the coefficient of OPEN is statistically
significant (0.009), which means that trade openness allows countries to increase growth
opportunities through increased demand following access to larger markets for their goods and
services.

On the other hand, the variable (Wage) has a negative impact on growth, its coefficient
being statistically significant and negative (0-0.042). This result can be explained by rigidities
in the labor market caused by the spread of stable contracts and social protection, making it
difficult to adjust labor supply quickly in response to economic shocks (Barro, 1999). The INF
shows the same result, with a negative and significant coefficient (�0.018). It is evident that
consumers’ purchasing power is diminished by inflation, which limits their capacity to spend
and boost the economy.

4.3 Discussion of the results
Our findings demonstrate that, in contrast to the generally accepted hypothesis, in some 
situations financial inclusion and stability may have a negative impact on economic growth. 
More specifically, we find that slower economic growth is associated with more access to 
financial services in countries with high levels of financial inclusion. Furthermore, it appears 
that excessive financial stability negatively associated with economic growth. These findings 
are supported by Rajan (2011), who affirmed that one of the possible mechanisms revealing 
the negative impact of financial inclusion is the increase in access to financial services, above a 
certain level. This could lead to excessive debt for households and businesses, so limiting their 
ability to make profitable investments. Similarly, the uncontrolled development of digital 
finance tends to destabilize the financial system by attracting a large number of risky 
customers, as mentioned by Ozili (2018). According to Levine (2005), in some countries, 
financial systems may not be sufficiently developed to make effective use of the increased 
resources resulting from financial inclusion. This could lead to an inefficient use of resources, 
undermining economic growth. The author also shows that in the absence of financial 
inclusion, stability can lead to a concentration of financial resources in specific sectors, often 
the most secure ones, to the detriment of other more dynamic but less secure sectors. This leads 
to unbalanced and potentially weaker growth.

In fact, the negative effects of separate financial inclusion and stability on economic growth 
emphasize the significance of integrated policies that support both financial inclusion and 
financial stability. Mehrotra and Yetman (2015) showed the negative effects of the expansion 
of credit services to high-risk customers on financial stability. Consequently, an unstable
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financial system has a negative impact on economic growth (Creel et al., 2015). A balanced 
approach can ensure that the benefits of financial stability translate into opportunities for 
economic growth for all societal segments.

Therefore, our results are in line with those of Demirg€uç-Kunt and Levine (2009), who 
suggested that policies to promote financial inclusion need to be accompanied by robust 
regulations to prevent excessive debt and ensure that financial services are used productively.

Moreover, our findings show that the interaction between financial inclusion and financial 
stability contributes to economic growth. These results are supported by Demirg€uç-Kunt and 
Klapper (2013), who confirmed that positive effects can compound each other when an 
economy manages to improve financial inclusion while maintaining financial stability. Getting 
access to financial services encourages economic activity and innovation, but a stable financial 
system ensures investors’ confidence and resilience in the face of economic downturns. 
Moreover, the effect of financial inclusion on economic growth may be mitigated by financial 
stability (Anarfo et al., 2020). Benefits of financial inclusion are greater in stable financial 
systems because financial institutions can effectively manage the risks involved in providing 
financial services to a larger segment of the population (Levine, 2005).

In summary, the findings highlight the critical role that financial stability plays in 
enhancing the positive effects of financial inclusion on economic growth. The model’s 
robustness increases the credibility of these findings by offering important insights into the 
relationship between a stable, inclusive financial system and economic growth.

5. Conclusion
This study investigates the moderating role of financial stability in the effect of financial 
inclusion on economic growth, using a panel dataset of 62 countries. The findings reveal that 
the individual effects of financial inclusion and financial stability on economic growth are 
negative and statistically significant. This result contradicts the generally accepted hypothesis 
that increasing access to financial services and ensuring financial system stability inherently 
stimulate economic growth. Our results suggest that excessive financial inclusion or overly 
stringent financial stability can lead to unintended economic consequences. High levels of 
financial inclusion may result in over-indebtedness among households and businesses, thereby 
restricting their ability to make productive investments. Similarly, excessive financial stability 
measures, such as overly restrictive regulations, may stifle innovation and limit access to 
credit, particularly for smaller, dynamic sectors of the economy.

However, the interaction between financial inclusion and financial stability paints a more 
positive picture. When financial stability moderates the impact of financial inclusion, the 
combined effect becomes significant and positive. The interaction term indicates that an 
improvement in financial inclusion, in the presence of a stable financial system, leads to 
economic growth. This suggests that a balanced and well-regulated financial system not only 
reduces systemic risks but also facilitates the effective utilization of financial resources. These 
findings align with previous literature, including Demirg€uç-Kunt and Klapper (2013) and 
Levine (2005), which emphasized the complementary nature of financial inclusion and 
financial stability in driving economic growth.

The study offers several policy implications. First, it underscores the importance of 
integrating financial inclusion and financial stability policies. Policymakers should adopt a 
balanced approach that promotes access to financial services while maintaining a stable 
financial environment. Excessive financial inclusion, without adequate risk management 
frameworks, may lead to over-indebtedness and financial instability, ultimately hampering 
economic growth. Similarly, overly stringent financial regulations, while ensuring stability, 
can reduce the efficiency of financial systems and limit access to financing, particularly for 
small businesses and innovative sectors. Thus, policies should focus on fostering inclusive and 
innovative financial systems that are resilient and capable of managing systemic risks by 
adopting regulations that include provisions for microfinance institutions, mobile banking,
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and fintech, ensuring that they operate under the same prudential standards. Second, enhancing 
financial literacy should be a priority for policymakers. As access to financial services 
expands, it is essential to equip individuals and businesses with the knowledge and skills to use 
these services effectively. Financial education programs can mitigate the risks of over-
indebtedness and ensure that financial resources are used productively. In this context, central 
banks can implement national financial literacy initiatives, especially aimed at underserved 
populations, to ensure that new financial services users are aware of the risks associated with 
financial products. Third, investment in infrastructure and technology is critical for creating an 
inclusive and stable financial system. Digital financial services can expand access to 
underserved populations, particularly in remote and rural areas. However, such expansion 
must be accompanied by robust regulatory frameworks to prevent systemic risks and ensure 
consumer protection. Fourth, the findings highlight the importance of macroeconomic 
stability for economic growth. Addressing inflationary pressures and labor market rigidities 
should be integral to economic policies. Governments must implement measures to control 
inflation and promote labor market flexibility, enabling economies to adapt more effectively to 
economic and technological changes.

Despite these valuable insights, this study is not without limitations. First, the analysis 
focuses on a panel of 62 countries, which may not fully capture the heterogeneity of financial 
systems and economic contexts across the globe. Future research could expand the sample to 
include more countries or focus on specific regions to provide a more nuanced understanding 
of the relationship between financial inclusion, financial stability, and economic growth. 
Second, while the study uses robust econometric methods, it relies on aggregate data that may 
not capture the micro-level dynamics of financial inclusion and financial stability. Future 
studies could benefit from incorporating micro-level data, such as household or firm-level 
surveys, to explore the mechanisms through which financial inclusion and stability affect 
economic growth. Third, the study does not account for potential endogeneity issues that may 
arise from the bidirectional relationship between financial inclusion, financial stability, and 
economic growth. While the interaction term provides valuable insights, future research could 
use instrumental variable approaches or dynamic panel models to address potential 
endogeneity and provide more robust causal inferences.

Future research could explore their social and environmental dimensions, particularly in 
the context of sustainable development. For instance, examining how financial inclusion and 
stability contribute to poverty reduction, gender equality, and environmental sustainability 
could provide a more comprehensive understanding of their role in development.

(The Appendix follows overleaf)
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Appendix

Notes
1. https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?view5chart

2. https://data.imf.org/regular.aspx?key561063967

3. https://databank.worldbank.org/source/global-financial-development/Series/GFDD.SI.01

4. https://data.worldbank.org/indicator

5. Algeria, Argentina, Armenia, Austria, Bahamas, Bangladesh, Belgium, Bolivia, Bulgaria, Chile, 
Colombia, Costa Rica, Ecuador, Estonia, Fiji, Rep, Gambia, Georgia, Ghana, Guatemala, Guinea, 
Guyana, Honduras, Hungary, India, Indonesia, Ireland, Italy, Japan, Jordan, Kenya, Korea, Latvia, 
Lebanon, Madagascar, Malaysia, Malta, Mauritius, Mexico, Moldova, Mongolia, Morocco, Namibia, 
Netherlands, Nicaragua, Oman, Pakistan, Paraguay, Peru, Philippines, Rwanda, Seychelles, Solomon 
Islands, South Africa, Spain, Switzerland, Thailand, Trinidad and Tobago, T€urkiye, Uganda, Ukraine, 
Uzbekistan, Zimbabwe.
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