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Abstract

This study examines the direction of causality between financial sector development and
inclusive growth using panel data of 32 countries in sub-Saharan Africa (SSA) between 2000
and 2019. Findings from Dumitrescu - Hurlin panel causality test revealed that the panel of
SSA’s countries and two other sub-regions (West and South African sub-regions) indicate
unidirectional causality while the other two (East and Central African) show evidence of no
causality. Likewise, this study observes some variations at the country-specific level where 24
out of the 32 countries selected displayed evidence of no causality, and 8 countries
demonstrated evidence of unidirectional causality. Thus, the study concludes that both
inclusive growth and financial sector development are too weak to cause each other in most
SSA’s countries since bi-directional causality is nonexistent and recommends that
policymakers in respective SSA sub-regions and countries should implement massive inclusive
growth strategies and promotes relevant financial innovations, reforms, and efficiency in
financial inclusion across the region.
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1.0  Introduction

The financial sector in any economy remains crucial as it affects the business environment,
investment plans, economic prospects as well as other social dimensions in the economy. The
financial sector remains the only sector in which funds are mobilized from the surplus side to
the deficit side of the economy to promote greater economic efficiency. Activities in the
financial sector also have unswerving effects on private wealth, the behavior of businesses and
customers, and the cyclical performance of the economy as a whole (World Bank, 2014; IMF,
2016; Adusei 2017; Khan, Ahmed & Bibi, 2019). Also, the degree to which the financial sector
is developed and managed in any economy determines its role and impact on economic
activities. Likewise, underdevelopment in the financial sector could lead to financial crises,
fiscal and monetary policies costs, and economic downturn. This is because it has been
established that; financial sector development promotes economic activities which are in line
with the “supply—leading hypothesis” (Habibullah & Eng, 2006; Odhiambo, 2010; Uddin,
Shahbaz, Arouuri & Teulon, 2015; Beck & Maimbo, 2014; Durusu-Ciftci, Ispir & Yetkiner,
2017 and Best, Francis & Robinson, 2017 just to mention a few) and based on the “demand-
following hypothesis” which states that it is economic growth that drives financial sector
development as supported by Agbetsiafa (2003); Wagabaca (2004); Ang & McKibbin (2007)
& Odhiambo (2010) among others.

Consequently, the development of this sector has been identified as one of the significant tools
in promoting economic growth and poverty reduction. This is because a well-developed
financial sector is a key influence in producing broad-based economic growth, and the ailing
performing financial sector has been identified as one of the reasons that many developing
countries in the world remain desperately poor (World Bank, 2014; IMF, 2016). However,
Financial sector development in most of SSA's countries has advanced in the last decade,
especially in the region's middle-income countries but compared to other regions, the financial
market in SSA still lags (World Bank, 2012; IMF, 2016). Though the ‘structure and
development of the financial sector in some SSAs countries are developed and rated among the
top 20 in the world with outstanding banking regulations, others are dominated by banks amid
underdeveloped financial sectors (African Economic Outlook, 2015; Shahbaz, Tiwari & Nasir,
2015; IMF, 2016; UNCTAD, 2018; Aluko & Ajayi, 2018; Olaniyi & Oladeji, 2020; Olayiwola,
Okunade & Fatai, 2021).
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Figure 1: Financial sector development index in selected SSA countries
Source: Data from International Financial Statistics, IFS.

Over the years, many developing countries especially in sub-Saharan Africa (SSA) sub-regions

focused only on accelerating the economic growth (increase in GDP) until there was a
paradigm shift from just economic growth to a more sustainable and broad-based economic

102



African Journal of Economic Review, Volume 10 (2), March 2022

growth. Even though, inclusive growth can be defined as an "evolutional dimension of growth",
it is a broad-based and high level of economic advancement which allows the poor and every
stratum of the economy to benefit and participate in the economic growth process. Inclusive
growth is inductive and based on long term perspective of absolute poverty reduction, and this
concept can be accomplished by expanding the regional scope of economic growth, access to
resources, and increasing equity in the opportunities for the next generation (World Bank,
2009; Filho, 2010; Elena & Susana, 2010; OECD, 2014; Vellala, Madala & Chhattopadhyay,
2014; Clarke, Xu, & Fou, 2017).
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Figure 2: Inclusive Growth in selected SSA Countries.
Source: Author’s Construct based on data from World Development Indicator, WDI
using Z-score.

The idea of inclusive growth is all about improving the general level of investment, productive
economic opportunities, and ensuring that these opportunities are available to all citizens,
especially, the poor in SSA sub-regional countries (Rahul, Mishra & Shanaka, 2013; Munir &
Ullah, 2018). Therefore, this concept becomes crucial in this study as inclusive growth provides
more information than ordinary growth, given the fact that the nexus between ‘financial sector
development and inclusive growth has not been explored too well in the literature especially
when it comes to the developing region of sub-Sahara Africa (Munir & Ullah, 2018; Asian
Development Bank (ADB) Strategy, 2020; Europe 2020 Strategy). From the foregoing, it can
be inferred that ‘economic growth’ remains essential to any economy (Joseph et al., 2019;
Olayiwola and Joseph, 2020; Wandeda et al., 2021; Olayiwola et al., 2021 and Dramane,
2022). However, it may not be adequate in terms of its impacts on the citizens except the
benefits of this ‘growth’ are distributed adequately amongst people and social groups. Thus, the
need for inclusive growth serves as both an outcome and a process. A process because all and
sundry can partake in the growth process and an outcome because every person shares fairly
the benefits of the growth (Gable, 2012; Rahul, Mishra & Shanaka, 2013; Vellala, Madala &
Chhattopadhyay, 2014; Munir & Ullah, 2018).

Following the Organisation for Economic Co-operation and Development (OECD)'s definition
and recommendation, the assessment of welfare considerations of the high poverty level and
lack of inclusive opportunities in most developing countries remains relevant to understanding
whether financial sector development affects poverty level through inclusive growth or they
both influence poverty level in the same direction or not. But there seems to be a paucity of
studies in this direction in the literature because empirical investigations in this regard are
relatively uncommon, especially in the areas of causal effects relationship (Birdsall 2010; Berg
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& Ostry, 2011; lanchovichina & Gable, 2012; OECD, 2015; OECD, 2018; Asian Development
Bank (ADB) Strategy, 2020; Europe 2020 Strategy).

Moreover, despite well-established empirical connections between financial sector
development and economic growth (which remain a subset of inclusive growth) with several
studies supporting the positive relationship between them (starting with the pioneering work
of Schumpeter, 1911; Goldsmith, 1969; McKinnon, 1973; Levine, 1997; Khan & Senhadiji,
2000; Christopoulos & Tsionas, 2004; Jedidia, Boujelbéne & Helali, 2014; Fidrmuc & Ghosh,
2014; Beck & Maimbo 2013; Durusu-Ciftci, Ispir & Yetkiner, 2017; Bist, 2018 & Wu et al.,
2020), still there is no consensus on how financial sector development affects growth and this
remains unfinished business in the literature. For instance, some authors believe that the
"general effect” of financial sector development on growth depends highly on some set of
indicators and concluded that financial sector development influences growth negatively in the
economy while some were of the idea that the nexus between financial sector development and
economic growth is non-linear. Thus, they concluded that the connection between them is
somehow ‘“complex” and ought to be handled with extreme caution (Singh, 1997; Andersen &
Tarp, 2003; Ayadi, Arbak, Naceur, & De Groen, 2015; Ibrahim, 2017; Nyasha & Odhiambo,
2018).

Besides, none of the recent studies in the developing countries of Africa (either country-
specific or cross-section) considers "financial sector development- inclusive growth nexus" in
the area of 'feedback effect’ (see Adeniyi, 2015; Waiyaki, 2016; Olusola & Yinusa, 2016;
Ibrahim, 2017; Adediran et al., 2017; Keho, 2017; Kheir, 2018; Aluko & Ibrahim, 2020;
Yinusa, Aworinde & Odusany, 2020). Thus, this study deviates from extant studies on finance-
growth nexus by using financial sector development index to capture the gaps in financial
service and inclusive growth which provides more information about an economy than ordinary
growth (GDP); and at the same time provides comparative analyses at SSA sub-regional
communities.

The rest of the paper is structured as follows. Section 2 centers on the methodology/model
specification while Section 3 provides information on the measurement of variable and sources
of data. Section 4 presents the main empirical results while section 5 concludes the study.

2.0 Model Specification

Following supply-leading hypothesis with the arguments that development in "financial sector"
is vital and fundamental to the growth of any economy and demand-following hypothesis”
which hypothesizes that it is economic growth that drives financial sector development, the
direction of causality concerning financial development and inclusive growth in SSAs nations
in this study is captured with the “panel causality test” introduced by Dumitrescu & Hurlin in
2012 (D-H dynamic panel causality model).

To account for individual differences (heterogeneity) cross-sections (countries) and resolve the
challenge of "cross-sectional dependence"” in cross—country panel models, the D-H "dynamic
panel causality test" is not conditioned on the presence of cointegration. It puts the
heterogeneity of contributory nexus in addition to the heterogeneity of the model used into
consideration and this is performed within a panel Vector Autoregressive (VAR) modeling
framework as follows:
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Where FSDI;; is the level of financial sector development indicator of country i at time ¢; IG1;;
remains the vector of inclusive growth indicators of country i at time t; X;; denotes a set of
other independent variables. «,; and a,; are fixed (individual-specific) outcomes. The "lag
order K" is expected to be alike for all cross-sections. The autoregressive parameters (6. eéi)

1i’
and regression coefficients (ﬁlji, ﬁzji) can differ across countries.

The model above remains founded on a Wald statistic which tests the "homogeneous non—
causality (HNC)" hypothesis of absence of causation for all cross-sections (Hy:fB; =
0, iranges from 1to N) against the other hypothesis—"heterogeneous non—causality
(HENC)" hypothesis of the presence of causation for at least one cross-section (Hy: 8; = 0,
iranges from1to Ny; B; # 0, iranges fromN; +1, N; +2, N; +3, to N). The
test statistic converges sequentially to a standard normal distribution with k degrees of freedom
under the null hypothesis of HNC and it is computed by averaging specific Wald statistics of
Granger non—causality tests. This individual Wald statistics (say W,y'¥¢) can be obtained by.

HNC — 1 ¢N
Wyr~ = N Zi:l Wi,T 3

Where W; ; denotes individual Wald statistic for the ith cross-section which is presumed to be
identically and independently distributed.
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Measurement of Variable and Sources of Data

The study uses annual data over the study period of 2000 to 2019 (20 years). The descriptions, measurements of variables and the sources of data
are presented below.

Table 1 Description and Measurement of Variables
VARIABLES DESCRIPTION MEASUREMENTS SOURCE
IGI This is an evolutional dimension | Inclusive Growth Index is generated in this study via key indicators WDI (2021).
and broad-based high level of and pillars of inclusive economic growth such as Education
economic growth which allows | expenditure (%GDP), Mortality rate under-5, primary school
the poor to benefit and enrolment, Health expenditure (%GDP), GDP per capita, investment,
participate in the economic total reserve, and Employment to population ratio, 15+, total (%). using
growth process. Inclusive the Z-sum score technique which is the standardized score (Kothari,
growth provides more 1978; Kiani and Ullah, 2015; Khan, Khan, Safdar, Munir, and
information about the growth of | Andleeb,2016).
an economy than ordinary GDP.
FSDI Financial sector development | FSD index is a composite measure of financial sector development that | International
index contains nine indicators that summarize how the developed financial | Financial

sector is; using financial institutions and financial markets in terms of
their depth, access, and efficiency. These indicators are aggregated into
an overall index of financial sector development. FSDI index is a more
"comprehensive measure” of financial sector development worldwide
than every other indicator (such as private credit to GDP ratio, the ratio
of broad money to income, monetary aggregates such as M2 or M3 to
income, the ratio of banking deposit liabilities to income, domestic credit
to private sectors to GDP and ratio of domestic credit to income, private
credit to income and the ratio of domestic credit to income) of financial
sector development that explains just a facet of financial development.
(IMF, 2015; Sahay, 2015; Svirydzenka, 2016; OECD, 2015 & 2018).

Statistics, IFS
(2020).

GDP per capita

Indicator of inclusive economic
growth

GDP at purchaser's prices. It is calculated without making deductions
for depreciation of fabricated assets or depletion and degradation of
natural resources. Data are in constant 2017 international dollars.

WDI (2021).
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Education Education expenditure (%GDP): | This includes current, capital, and transfers which are measured as a | WDI (2021).
expenditure Indicator of inclusive economic | percentage of GDP.

growth It incorporates expenditure funded by transfers from international

sources to the government.

School School enrollment, primary (% | This is measured as the "ratio of total enrollment", irrespective of age to | WDI, (2021)
enrollment gross) the population.

level in “public and private

schools”. Indicator of inclusive

economic growth
Health Health expenditure (%GDP): | Measured as health expenditure as a percentage of GDP WDI (2021).
expenditure Indicator of inclusive economic

growth
Total reserves | Total reserves Comprised of holdings of monetary gold, special drawing rights, and | WDI (2021).

holdings of foreign exchange under the control of monetary authorities.

INV Gross Capital Formation | Articulated as a “percentage of GDP”. WDI (2021).
(Investment) measures the level of domestic

investment in the economy.

Indicator of inclusive growth
Mortality Rate | Mortality rate, under-5 (per 1,000 | Expressed as “probability per 1,000” that a newborn baby will die before | WDI (2021).

live births): Indicator of inclusive | “reaching age five”.

growth
Employment Employment to population ratio. | Employment to population ratio, 15+, total (%) (modeled ILO estimate) | WDI (2020).

Indicator of inclusive economic
growth
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4.0 Findings and Discussion of Results

This section centers on the findings and discussion of results regarding the direction of
causality between financial sector development and inclusive growth in sub-Sahara African
(SSA) countries using the “panel causality test” that overcomes the challenge of cross-sectional
dependence in cross—country panel models and at the same time accounts for individual
differences (heterogeneity) across countries (Dumitrescu & Hurlin, 2012). Following
Dumitrescu & Hurlin's (DH) panel causality test which is a Granger non—causality test
procedure that is not conditioned on the presence of cointegration, the results are in Tables 1
and 2 reveal the findings of this study concerning these causal links in selected sub-Saharan
African (SSA) countries and SSA sub-regions.

4.1 Financial Sector Development - Inclusive Growth Causality Nexus in SSA

Starting with the panel of selected SSA countries and other sub-regional communities, Table 1
shows there is evidence of unidirectional causality from inclusive growth (IGI) to financial
sector development (FSDI) in sub-Saharan Africa (SSA) region. This implies that financial
sector development in the SSA region does not cause inclusive growth. It also suggests that,
as there is no causality from the financial sector to inclusive, it is only the increase in inclusive
growth that causes changes in the financial sector. Thus, inclusive growth promotes further
demand for financial services which in turn causes further development in the financial sector
and not the other way round. Comparatively, there is substantial variation at the SSA sub-
regional level. That is two out of four sub-regions examined have unidirectional causality while
the other two show evidence of no causality in their regions. Table 1 reveals, like the case in
the SSA panel, that there exist unidirectional causality running from inclusive growth to
financial sector development in West and South African sub-regions while there is no evidence
of causality in the remaining two (East and Central African) sub-regions of sub-Saharan
African (SSA). This infers that all-encompassing growth matters in the SSA region and it
remains an essential ingredient for development in the financial sector.

These outcomes of unidirectional causality running from inclusive growth to financial sector
development stand in line with the theoretical proposition of demand-following hypothesis (
also known as “growth — led finance hypothesis” by Robinson, 1952; Patrick, 1966) developed
on the impression that growing economic activities via inclusive growth influence financial
systems and as such financial sector development is seen as a product of a growth that is
inclusive in nature; as supported by the findings of Agbetsiafa (2003); Wagabaca (2004); Trew
(2006); Ang and McKibbin (2007); Odhiambo (2010) and Nwakobi, Oleka and Ananwude
(2019) that financial development does not cause changes in growth but it remained influenced
by economic growth. On the contrary, the results contradict the outcome of causality and that
of bi-directional nexus (feedback hypothesis) as revealed by the works of Kar and Pentecost
(2000), Calderon and Liu (2003), Chuah and Thai (2004), Antonios (2014), Agbélénko and
Kibet (2015), Yilmaz and Demirhan (2021). Similarly, it contests against the "supply-leading
hypothesis™ which asserts that development in the financial sector is vital and fundamental to
the growth of the economy as maintained by Odedokun (1996), Levine and Zervos (1998),
Rajan and Zingale (1998), Habibullah and Eng (2006), Odhiambo (2010), Uddin, Shahbaz,
Arouuri and Teulon (2015), Beck and Maimbo (2014); Durusu-Ciftci, Ispir and Yetkiner
(2017), Bist (2018) among others.

Having discussed the outcomes of the causal relationship between financial sector development

and inclusive growth in sub-Saharan African (SSA) and other SSA sub-regional communities,
unlike extant cross-sectional studies in finance-growth nexus, the focus of this study is shifted
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to the causal analysis of each of the selected sub-Saharan African (SSA) countries. Table 2,
Figures 1 and 2 provide detailed information on the analysis of the causal relationship between
financial sector development and inclusive growth in the selected countries. Therefore, when
each of the selected countries is considered separately, the research outcome reveals some level
of variations at individual country-specific levels (see Table 2).

Relatively, this result shows that Twenty- Four (24) out of the Thirty-Two (32) selected
countries do not have evidence of causality (no causality) while the remaining eight (8)
countries show unidirectional causality. Four (Burkina Faso, Botswana, Mozambique, and
Togo) out of these Eight countries indicate unidirectional causality running from inclusive
growth (IGI) to financial sector development (FSDI) while the remaining four countries
(Cameroon, Chad, Liberia, and Uganda) show unidirectional causality from financial sector
development (FSDI) to inclusive growth (IGI). Whereas, the evidence of bi-directional
causality is non-existence (see Figures 3 and 4).

By implication, only 25 percent (one-quarter) of the selected countries have evidence of
unidirectional causality and no evidence of feedback outcome or reverse causality (bi-
directional causality) in any of the selected countries and this supports the works of Kar and
Pentecost (2000), Calderon and Liu (2003), Chuah and Thai (2004) which emphasized
evidence of no feedback or reverse causality between finance and growth nexus. It also implies
that 12.5 percent supports growth-led finance/ demand following hypothesis where inclusive
growth causes changes in the development of the financial sector as established by the studies
of Agbetsiafa (2003), Wagabaca (2004), Ang and McKibbin (2007), Odhiambo (2009), and,
Gautam (2014). The other 12.5 percent indicate supply- leading hypothesis in which the
development in the "financial sector" remains vital and fundamentally causes growth that is
inclusive in nature as supported by the works of Levine and Zervos (1998), Rajan and Zingale
(1998), Odhiambo (2002), Habibullah and Eng, (2006), Odhiambo (2009; Uddin, Shahbaz,
Arouuri and Teulon (2013), Beck and Maimbo (2014); Durusu-Ciftci, Ispir and Yetkiner
(2017), and Bist (2018).

Moreover, this research outcome reveals categorically that 75 percent (three—quarter) of the
selected countries demonstrate no evidence of causality whatsoever over the study period. This
indicates that neither inclusive growth (IGI) nor financial sector development causes each other
in most sub-Saharan African (SSA) countries.
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Table 1. Results of FSDI-Inclusive growth (IGI) Causality Nexus in SSA and sub-regions

Panels of SSA &
SSA sub-regions

Ho: it does not Granger-cause fsdi

Ho: fsdi does not Granger-cause igi

Causality Inference

Wald Statistic  P-value  Decision Wald Statistic P-value  Decision
SSA panel 1.5840 0.020**  Reject 1.2997 0.231 Do not reject Unidirectional (IGI — FSDI)
SSA sub-Regional Communities
West African Region 1.7704 0.071*** Reject 1.1371 0.748 Do not reject | Unidirectional (IGI — FSDI)
South African Region 2.4680 0.002* Reject 0.5847 0.378 Do not reject | Unidirectional (IGI — FSDI)
East African Region 0.7755 0.675 Do not reject | 1.6886 0.198 Do not reject | No causality
Central African Region 0.5438 0.393 Do not reject | 1.8110 0.129 Do not reject | No causality

Notes: * and ** denote rejection of null hypothesis (Ho) at 1% and 5% level of significance respectively. Also, the computation of p-values is based on 1000

bootstrap replications.

Source: Author’s compilation using Stata -16
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This suggests that there exists an independent causal relationship between inclusive growth
and financial development in most of these selected countries. That is financial sector
development and inclusive growth do not initiate and support each other to achieve any
macroeconomic objective in these countries (Shan & Morris, 2002; Nyasha & Odhiambo,
2018). This situation could be caused by quite a lot of factors. Firstly, as established through
the trend analysis and earlier findings from previous objectives (one and two) of this study, it
might be that the level of development in the financial sector is too weak in most SSA countries
to support inclusive growth activities. Secondly, it could be that the level of corruption and
political instability is too high in most SSA countries that strategies and policies to promote
inclusive growth could not cause satisfactory changes in demands for financial services that
can induce development in the financial sector. Thirdly, it may be because most activities of
the financial sector to sufficiently intermediate by mobilizing financial resources to promote
inclusive growth are not producing impactful results in most of the selected countries in SSA
because of large off-balance sheet activities of the banking sector and other political
interferences in the sector (Olayiwola & Akinbobola, 2021). Lastly, it could be that the state
of financial sector development in most SSA sub-region is below the required minimum level
needed before the sector can effectively cause changes in inclusive growth or be stimulated by
inclusive growth at the same time.
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The panel of SSA & Selected countries in SSA

Ho: igi does not Granger-cause fsdi

Ho: fsdi does not Granger-cause igi

Causality Inference

Wald Statistic P-value  Decision Wald Statistic ~ P-value Decision
SSA panel 1.5840 0.020**  Reject 1.2997 0.231 Do notreject  Unidirectional (IGI — FSDI)
Selected SSA Countries
Angola 2.9050 0.178 Do not reject 0.4216 0.683 Do not reject No causality
Benin 1.8040 0.570 Do not reject 0.0119 0.4847 Do not reject No causality
Botswana 12.3924 0.000* Reject 1.3063 0.8285 Donotreject  Unidirectional (IGI — FSDI)
Burkina Faso 10.1826 0.000* Reject 0.1512 0.5484 Donotreject  Unidirectional (IGI — FSDI)
Burundi 0.9401 0.966 Do not reject 2.1682 0.409 Do not reject No causality
Cameroon 1.8990 0.525 Do notreject ~ 4.4587 0.015*  Reject Unidirectional (FSDI — IGI)
The Central African Republic 0.0532 0.503 Do not reject 0.0735 0.512 Do not reject No causality
Chad 0.0006 0.480 Do notreject  4.0156 0.033** Reject Unidirectional (FSDI — IGI)
Comoros 0.0259 0.4910 Do not reject 0.0421 0.498 Do not reject No causality
Congo DR 0.4000 0.671 Do not reject 0.2739 0.608 Do not reject No causality
Cote d’Ivoire 0.014 0.486 Do not reject 0.7195 0.843 Do not reject No causality
Equatorial Guinea 0.3350 0.638 Do not reject 1.1877 0.894 Do not reject No causality
Ethiopia 0.1874 0.566 Do not reject 2.1630 0.411 Do not reject No causality
Gabon 0.3911 0.667 Do not reject 0.1431 0.545 Do not reject No causality
The Gambia 1.4649 0.7424 Do not reject 2.4807 0.2951 Do not reject No causality
Ghana 0.0037 0.481 Do not reject 0.0700 0.511 Do not reject No causality
Guinea-Bissau 0.0887 0.519 Do not reject 2.8358 0.194 Do not reject No causality
Kenya 1.3078 0.828 Do not reject 0.3696 0.656 Do not reject No causality
Liberia 0.7881 0.881 Do not reject 3.8829 0.042** Reject Unidirectional (FSDI — IGI)
Madagascar 0.3891 0.666 Do not reject 1.2373 0.867 Do not reject No causality
Mali 0.0519 0.503 Do not reject 0.5843 0.769 Do not reject No causality
Mozambique 4.2457 0.022**  Reject 0.4368 0.691 Do not reject Unidirectional (IGI — FSDI)
Namibia 0.0549 0.5039 Do not reject 0.1783 0.561 Do not reject No causality
Nigeria 0.0037 0.481 Do not reject 0.1340 0.540 Do not reject No causality
Rwanda 1.7517 0.5950 Do not reject 2.2312 0.384 Do not reject No causality
Senegal 0.3802 0.661 Do not reject 1.6329 0.655 Do not reject No causality
South Africa 1.9204 0.515 Donot reject  0.5930 0.774 Do not reject No causality
Sudan 0.1789 0.562 Do notreject  0.4996 0.724 Do not reject No causality
Tanzania 0.0305 0.493 Do notreject  2.7265 0.222 Do not reject No causality
Togo 4.6926 0.009* Reject 0.0046 0.482 Do notreject  Unidirectional (IGI — FSDI)
Uganda 1.5810 0.681 Do notreject  3.6871 0.057** Reject Unidirectional (FSDI — IGI)
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Zambia 0.2236 0.583 Do notreject  0.8683 0.926 Do not reject No causality

Notes: * and ** denote rejection of null hypothesis (Ho) at 1% and 5% level of significance respectively. Also, the computation of p-values is based on 1000 bootstrap
replications.

= Unidirectional (FSDI = IGI) = Unidirectional (IGI = FSDI) Uni- Directional (Overall) = No Causality

Figure 3. Financial Sector Development -Inclusive Growth Causality Nexus in SSA Countries

30
25
20
15
10

Bi- Directional Unidirectional (FSDI = 1Gl) Unidirectional (IGI = FSDI) Uni- Directional (Overall) No Causality

Figure 4. Financial Sector Development -Inclusive Growth Causality Nexus in SSA Countries
Source: Author’s construct based on D-H causality results
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5.0 Conclusion and Policy Recommendation

This study analyzed the direction of causality between financial sector development and
inclusive growth in sub-Sahara African (SSA) countries. This was with the view to ascertain
the nature of the relationship between financial sector development and inclusive growth in
SSA countries. Annual secondary data from 2000 to 2019 on the financial sector development
index and inclusive growth index. The findings from causal links between financial sector
development and inclusive growth in sub-Saharan African (SSA) countries and two out of four
SSA sub-regions indicated evidence of no causality from the financial development sector to
inclusive. Since it is only the changes in inclusive growth that causes changes in the financial
sector, this study concludes that inclusive growth matters in the SSA region and it remains an
essential ingredient for development in the financial sector. Also, both inclusive growth and
financial sector development are too weak to cause each other in almost 75 percent of the
selected countries with evidence of no causality while bi-directional causality is nonexistent.
Thus, it is recommended that policymakers in respective SSA countries should implement
massive inclusive growth strategies (that are not used for only political gains) such as; human
capital development, social capital development, gender development, and social protection
services in form of unconditional cash-transfer, youth empowerment, school feeding programs
that are all-encompassing in nature, etc. in addition to special monetary regulatory policies like
liberalization, deregulation, and risk-mitigating policies that promote the development of the
financial sector in the region above the minimum threshold level.
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