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Abstract

The study was conducted to examine the role of financial inclusion in economic growth basing on selected districts
from western Uganda. The researchers adopted a cross-sectional survey design and both quantitative and qualitative
approaches were used in data collection and analysis. The study used simple random and purposive sampling
techniques to select a total of 194 respondents. The findings revealed that financial inclusion is significant in
supporting economic growth, it upholds equitable distribution of growth benefits, transforms peoples’ way of living,
enhances capital creation and empowers people to go for financial services that are germane to their needs. The study
indicated that Uganda’s population living below the poverty line is falling, which sounds precise in the context of
national income but very unseemly in the context of household income. While there are indicators of reduced
constraints to accessing to working capital, reduced constraints to accessing financial services, effective use of
economic resources to produce goods and services, those in business do not see the efficacy by government agendas
geared to supporting international trade or investment. The study, therefore, recommends that there is a need for the
government to review and redesign her policies on international trade business and support for homegrown
investments. There is a need for quantitative metrics to ascertain the extent to which household income is proportional
to national income. Several papers have recommended government interventions in financial accessibility.
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1. INTRODUCTION

Financial inclusion has been broadly recognized as critical in achieving economic growth. When citizens adopt a good financial
system they are able to start and expand their businesses, manage risk and absorb financial shocks [1]. Strengthening Financial
Inclusion is one of the initiatives in Bank of Uganda’s Strategic Plan 2012-2017 issue paper no.2 [2]. The Financial inclusion
agenda in Uganda has been under discussion since 2012, when the central bank of Uganda launched the financial inclusion
project, whose overall objective was to increase access to financial services and empower the users of financial services to make
rational decisions in their personal finances so as to contribute to economic growth. Globally 2.5 billion people are financial
excluded; approximately 80% in Sub-Saharan Africa as compared to 8% in the high income organization of Economic Co-
operation and Development (OECD) countries, and in Uganda, 80% have no access to mutually exclusive bank financial services
[1, 2]. The depth of Uganda’s financial system is relatively low compared to average financial depth of low income countries
within Sub-Saharan Africa. According to [3], financial inclusion is important to a country in terms of economic growth and
development of the country. It enables to reduce the gap between the rich and the poor population and it’s the robust pillars of
progress, economic growth and development of the economy. Constructing a financial inclusion index to measure the level of
financial inclusion, [4] tried to find out the relationship between financial inclusion and economic growth. Their argument was
that, when people access banking services it benefits them to bank their money in the formal financial institutions, this results in
high growth through multiplier effects. Economic growth is necessary to increase both household incomes and financing of public
investment and social service delivery and is therefore a central objective of the National Development Plan of Uganda. Like
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many developing countries, Uganda has undergone a major economic transformation to develop market-based institutions [5, 6,
7]. The economy of Uganda advanced by 6.8 percent in the 3 quarter of 2018 following an upward revised 5.2% expansion in the
previous period, it was the strongest growth rate since the last quarter of 2014[8]. The Gross Domestic product (GDP) growth is
expected to be above 5 percent in 2018 and could rise further to 6 percent in 2019 [9]Uganda’s main sources of growth has been
good economic policies that led to increase in agricultural incomes, foreign direct investment, remittances by Ugandans living
abroad and the high growth of the real estate sector [10]. It’s also believed that Uganda’s economic growth has been partly driven
by private sector investment increment in the areas of construction and support from development partners in the areas of public
sector spending on social services. In spite of the high regard given to financial inclusion as an integral part of development
agenda in the world, the level of financial inclusion still remains low, with about two billion people having no bank accounts [1].
[11] observed that Uganda has made improvements over the years, in terms of financial delivery outlets/channels offered by both
the formal and informal financial institutions. Financial stability of emerging countries also construes financial inclusion
institutions as increasingly important investment vehicles for households and the public.

2. PROBLEM STATEMENT

The Government of Uganda’s policy on increasing the level of financial literacy, financial consumer protection and supporting
financial institutions innovative technology to increase access to financial services across all income segments in Uganda, is
intended to increase Financial Inclusion to all [11]. The inability to access formal financial services has been identified as a key
barrier for socio-economic development of developing economies such as Uganda [12, 13, 14, 15]. Access to formal banking
services still remains very low, at only 20% predominately in urban locations, indicating high levels of exclusion from the formal
financial system [16]. According to [11], Uganda has made improvements over the years in terms of financial delivery
outlets/channels offered by both the formal and informal financial institutions. Despite the significant efforts and innovations in
the financial sector to improve Financial Inclusion over the years, Ugandan economy is still struggling with the challenge of low
levels of Financial Inclusion, with 80% of Uganda’s adult population and the majority living in the rural areas have no access to
formal banking financial services and this, therefore affects economic growth [16, 17, 15, 3]. It’s upon this background that the
researchers investigated the contribution of financial inclusion in supporting economic growth in selected districts in western
Uganda.

3. OBJECTIVE OF THE STUDY

To establish the contribution of financial inclusion in supporting economic growth in Western Uganda

4. LITERATURE REVIEW
4.1 Financial Inclusion

The term financial inclusion has taken on a multitude of meanings. A review of literature reveals that there is no universally
accepted definition of financial Inclusion (FI). The Financial Inclusion can be defined as “the pursuit of making financial services
accessible at affordable costs to all individuals and businesses, irrespective of net worth and size respectively [2]. Ensuring the
usage and relevance of financial products and services available, focusing on the role of individual attributes needs to be
considered by the financial institutions and policy makers respectively, to achieve more effective financial Inclusion (FI) [18].
Similarly,[19] noted that for an individual to get proper benefits of financial products and services, all should be easily accessible,
cheap and relevant to individual needs. Access to financial services enables the transformation of lives of the low income earners
in developing countries like Uganda. Similarly, [1]observed the inadequate knowledge about the macro-level effects of Financial
Inclusion stems, in part, from the challenges associated with measuring it to a consistent basis both a cross countries. Accordingly
,[22]noted that inadequate knowledge makes citizens, especially those with low income not access mainstream financial products
such as bank accounts, credit, payments services, insurances and financial advisory. Financial inclusion enables individuals to
participate in the growth process by enhancing their access to economic opportunities and broadening their choices, which
ultimately makes them more productive and efficient economic agents. An inclusive financial system helps socially omitted
individuals to assimilate into the economy by creating opportunities for everyone [20]and thus results in more equitable dispersal
of growth benefits. In a related view, [21], observed that it’s not possible to attain the goal of inclusive economic growth, without
active involvement of the excluded and marginalized. Relatedly, [22, 23]observed that financial sector development promotes pro-
poor and equitable economic growth.

Financial Inclusion has a high beneficial effect on economic growth. According to [24], financial Inclusion had the potential to
enhance economic growth and development. The authors also noted that Financial Inclusion is a huge prerequisite for economic
growth and development based on its ability to enhance capital creation, financial sector savings and intermediation and by

Www.ijasre.net Page 139
DOI: 10.31695/1JASRE.2019.33542



http://www.ijasre.net/
file:///E:/ijasre-19/vol%205-5/published%20papers/www.ijasre.net
http://doi.org/10.31695/IJASRE.2019.33542

International Journal of Advances in Scientific Research and Engineering (ijasre), Vol 5 (10), October-2019

implication investment. Financial Inclusion indicators had a positive impact on growth but had to be coupled with financial
development[25]. Similarly, [26]found out that various dimensions of Financial Inclusion promoted economic growth. The
[27]argued that by lowering constraints to access to credit and lowering participation cost to market for firms and companies
could generally boost growth and productivity and reduce inequality in African emerging and developing countries if all are
financially included. In a related view, [28]studied the effects of Financial Inclusion on economic growth in Nigeria. He found a
significant positive relationship between FI and economic growth. The author also showed that FI greatly influenced poverty
reduction and financial intermediation through positively impacted Bank Branch Networks, Loans to rural areas and small
enterprises. A well-functioning financial system serves a vital purpose by offering savings, which helps households manage cash
flows, finances, businesses and this increases the cash flow thus boosting economic growth. Further still, [29]asserted that
financial inclusion helps people to diversify or increase the income stream in the house hold, provides liquidity/cash flow; absorbs
shock of adversity by building assets, which enables client to cope with loss through consumption smoothing, thus avoiding the
sale of productive assets. Financial inclusion improves the financial status and standard of living of the poor and vulnerable, as it
enables them to increase their engagement in economic activities, increase wealth and support employment of household
members[30]. Financial inclusion is noted to play a significant role in promoting economic growth as many authors refer to it as a
driving force to poverty reduction [31, 3].Similarly,[32] observed that financial inclusion accelerates the flow of credit to small-
Scale enterprises, which serves as a new engine of sustaining small-scale enterprises growth and balanced development, because
credit provides a significant source of employment and income to the rural dwellers. According to [33, 34]financial inclusion
enhances efficient allocation of resources through financial intermediation. Financial intermediation is the movement of money
from those who have excess to those who have shortage. The movement of money to those who make use of it improves resource
allocation efficiency, especially in rural areas.

Allowing broad access to financial services, without price or non-price barriers to their use is likely to benefit the poor people and
other disadvantaged groups through better access to credit which enables them to pull themselves out of poverty and support
economic growth [1]. Similarly there is a link between financial inclusion and micro economic stability through capitalization and
growth of new non-financial firms. This notion is further supported by [36], who argues that financial development is associated
with more efficient allocation of capital. At the same time, [37]noted that Financial Inclusion was a key determinant of sustainable
and inclusive growth which could bring out exceptional untapped potential of savings, consumption and investment propensities
of the poorer sections of society. Similarly, [21]observed that Financial Inclusion and development has come up with a view that
socio economic factors like income inequality, literacy and Urbanization are important factors that have an effect on Financial
Inclusion. According to [38]several indicators of financial inclusion and the authors argued that financial inclusion should be
measured by a comprehensive index of several indicators, such as access indicators, availability indicators as well as usage
indicators, which would ensure an inclusive financial system, where all people will have the opportunity to participate in the
growth process of a country. Similarly, [39]observed that Financial inclusion was a significant determinant of the factors of
production, as well as capital per worker, which invariably determines the final level of output in the economy.

4.2 Economic Growth

Economic growth is the increase in income per capita of a country over a period of time. It’s measured in the national productivity
of a country which is reflected by the Gross Domestic Product (GDP) of a country per year. A study by [40] observed that
Economic growth entails increases in per capita real gross domestic product (GDP) , Viz broadening of the production scale in an
entire country, or efficient usage of her economic resources to produce goods and services. Despite lower-than expected average
income growth, Uganda has made substantial progress in improving household incomes and the proportion of the population
living below poverty line fell to 19.7% from 21% [41]. Government supported Savings and Credit Cooperative Organizations
(SACCO’s) have enabled many households to grow their enterprises, particularly those that emerged to advance the common
economic interest of a particular group[42]. Much emphasis has been put on addressing key constraints to production and
productivity, marketing of agricultural products, access to finances and enhanced value addition through the development of agro-
industries these are all geared towards supporting economic growth [42]. Accordingly, [28] examined the relationship between
financial inclusion and economic growth and found out that there is a significant relationship between financial inclusion and
economic growth in Nigeria in the period 1980-2012 by applying Ordinary Least Square (OLS) method. Similarly,[43]also
studied the relationship between Financial Inclusion and economic growth in Kenya during the period 2002-2012. He used the
OLS method to estimate the effect of financial inclusion proxied by (branch networks, number of mobile money users/accounts,
number of automated teller machines in the country and bank lending rates) on economic growth proxied by Gross Domestic
Product(GDP) growth. He found a positive impact on the variables of financial inclusion Viz. branches network and bank loan
rate on economic growth. Using data from 1980-2014,[44]showed that financial inclusion has a positive effect on economic
growth in the short run and long run. Similarly, [45]examined the economic impact of financial inclusion in India from gender
perspective. Using panel data from 2007-2012, the author found a positive gender premier of effect of financial inclusion on
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income in favor of women. Specifically, financial inclusion programmes were found to increase incomes of women by 8.40%
compared to 3.97% for men. A study by [46] observed that too much finance in developing countries as compared to that required
for the potential needs of structural change, does not increase growth rate any further. It becomes negative when rapid growth in
financial development is not accompanied by sufficient growth in real output. This complements the idea considered in
[47]regarding the optimal structure of finance given the different development level of a country. Similar studies by [48, 49]stress
that private credit towards firms and households can have different impact on economic growth. Research by [50] observed that
financial instability has a negative impact on economic growth only in the short term. However, financial development affects
economic growth positively in the short and long terms. In another view, [51]concluded that financial instability is detrimental to
economic performance, with the effect of a financial crisis being more dangerous in less developed and closed economies due to
the poor quality of institutions, compared to the liberalized and open economies of advanced countries. Liberalized financial
systems can exhibit extreme volatility, resulting in financial crises which can have a dramatic impact on economic prosperity [52].
Financial instability in most cases would severely hamper the growth process of developing economies and this would also affect
developed economies growth as well [53]it’s therefore assumed that financial stability plays a positive role in a counties growth
process. Accordingly, [49, 48]observed that access to credit by households and private firms can have different impact on
economic growth. This therefore means that financing would facilitate economic growth indirectly through relaxation of working
capital constraints, supporting additional investments, international trades and enhancement of investments in education [49].
Similarly [54]observed that access to finance stimulates economic growth, strengthens competitiveness and demand for labor. In
line with income inequality, [12]asserted that income inequality is often the result of unequal economic opportunities and
monopolized markets which often leads to the marginalization of the poor and financial inclusion would be low in countries with
great income disparities. From African perspective,[55] observed that a constant and decreasing return to scale exist between
technological progress, productivity and growth in Uganda. That is, an increase in the level of technology, capital stock and labor
were found to increase economic growth.

4.3 Financial inclusion and economic growth

[56] investigated the role of financial inclusion on poverty reduction and economic growth in Africa. ATM, bank branches and
government expenditures were found to be the most robust predictors for financial growth on poverty. A related study conducted
in Turkey found that income is positively and significantly correlated with financial inclusion [57]. This study also established
Turkey as having the lowest financial inclusion level among EU countries. Focusing on microfinance, [58]found that economic
growth and development of a nation depend on the expansion of the banking and financial services to the currently financially-
excluded class of citizens. In addition, the need to educate the public on the benefits of a financial superstructure remains
necessary in developing countries. In Iraqg, the nexus between financial inclusion and economic development found no relationship
between financial inclusion indicators and economic growth during the period 1990 — 2016 [59]. More efforts were needed to
enhance and extend the financial inclusion in Iraq through financial literacy, consumer protection and providing financial services
to low income people. Exploring the effect of financial institutions access and financial markets access on economic growth in
transition economies of Central and Eastern European Union during 1996-2014, a significant causal interaction was revealed only
between financial markets access and economic growth[57]. This was contrary to the bilateral causality that is often reflected in
literature. Using the overall rate of economic penetration of financial services and the overall rate of use of financial services to
examine the causal relationship between financial inclusion and economic growth in West African Economic and Monetary Union
(WAEMU), [60] found no causality between economic growth and financial inclusion indicators at the scale (1 -2 years).
However, a bilateral causality was found between financial inclusion and economic growth at scale (4 — 8 years). The study scope
was 2006 to 2015. Hamad & Zunaidah (2018) concluded that optimistic views for financial inclusion on growth based on
accessibility of financial services include expansion of bank branches, minimizing barriers in access to fiancé and contribution to
the banking sector. Otherwise, studies that confirmed negative or weak contribution of financial inclusion on growth are
conducted in economies where the financial systems are weak, and low availability of financial systems.

5. METHODOLOGY

The study used a cross-sectional survey design. Both quantitative and qualitative approaches were used in data collection and
analysis. This was chosen to ensure that the study accurately described the true nature of the existing conditions at an explicit
point in time. The study used simple random and purposive sampling techniques to select a total of 194 respondents to collect the
data. Data was collected from the districts of Mbarara (55), Kasese (44), Kabale (45) and Fort Portal (50) respectively. The choice
of the number of respondent’s depended on the average population of each district under study. The study employed both
descriptive and correlation analysis. Descriptive analysis was adopted to identify and obtain the contributions of financial
inclusion on economic growth. Self-administered questionnaires were used to enable each participant have adequate time to reflect
and respond to the same questions in a predetermined order. A 5-point Likert scale was used ranging from 1-5 where 1(strongly
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disagree), 2(disagree), 3(not sure), 4(agree), 5(Strongly agree). Correlation analysis was used to establish the relationship between
the constructs.

6. RESULTS
Table 1.Reliability Statistics
. \ Cronbach's Alpha Based on
Variable Cronbach's Alpha Standardized Items N of Items
Financial inclusion 179 781 20
Economic growth .672 .676 21
Over all 0.726 0.729 41

Source: Field data, 2019

Examining the reliability of the items used, Cronbach’s Alpha coefficient was used to examine the internal consistency.
Accordingly, (o0 =.726), which was above the acceptable 0.7 indicated that the items were internally stable and adequate for
generalization of results. High consistency was evident in items on financial inclusion (a =.781) than items on economic growth
(a =.672). This could be attributed to the difficulty associated to measuring economic growth and the abstract indicators of
economic growth.

Table 2.Background characteristics

Variable List Categories Frequency Percent
Gender Male 113 66.1
Female 58 33.9
Total 171 100
Age 20-35 52 30.4
36 -50 92 53.8
50 and above 27 15.8
Total 171 100
Marital status Single 69 40.4
Married 94 55
Others 8 4.7
Total 171 100
Highest level of education Primary 34 19.9
Secondary 88 51.5
Tertiary 49 28.7
Total 171 100

Source: Field data, 2019

The participation according to gender indicates that 66.1% were male while 33.9% were female. This still is suggestive of low
levels of women financial inclusion and their participation in economic growth. The distribution across gender could be attributed
to the extent to which men were more accessible than the women. According to age distribution, 30.4% were youths, 53.8% were
adults while 15.8% were old. The statistics on age indicate how the zeal youths have to reduce poverty and unemployment, though
structural and institutional factors do not favor them at times. This distribution suggests the fact that the most accessible
population constituted the adults, most of whom were found working and managing their businesses. A variation in marital status
indicates that 40.4% were single, 55% were married while 4.7% indicate the ‘others’ option. The statistics suggest that most of the
participants were married with additional roles in their families. The statistics on marital status are suggestive of economic and
dependency burdens, which mares most of the families in rural Uganda. Examining the variations in their highest level of
education, 51.5% had secondary education, 28.7% had tertiary education while 19.9% had primary education. The variations in
age suggests that most of the participants had adequate level of understanding to respond to the issues raised in this questionnaire.

Table 3. Factor Analysis: Financial inclusion
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Variable List 1 2
1. Ifind it easy accessing affordable financial services 0.552
2. I normally go financial services that are relevant to my needs 0.605
3. Access to financial services has transformed my way of living 0.563
4. Access to financial services promotes equitable distribution of growth benefits 0.571

5. Access to financial services has enhanced my capital creation 0.523

6. Access to financial services has grown my savings 0.589

7. Access to financial services has increased my participation in the market 0.698

8. Access to financial services is one way to reduce income inequality in the country 0.685

9. Access to financial services can support poverty reduction 0.55

10. Those with access to financial services enjoy a high financial status 0.507

11. Total 4.15 2.48
12. % of Variance 20.77  12.39
13. Cumulative % 20.77  33.17
KMO Measure of Sampling Adequacy. 0.733

Bartlett's Test of Sphericity

Approx. Chi-Square 835.3

Df 190

Sig. 0.00

Extraction method: principle analysis

Using the data reduction procedure of data analysis, KMO measure of sampling adequacy (KMO > .50) is suggestive that running
a factor analysis is important in analyzing the behavioral of economic growth. Bartlett’s test of sphericity (sig. <.05) is suggestive
that the variable indicators extracted have significant relationships amongst themselves. This point to the suitability of the
extracted data for factor analysis. However, the extraction suggests that the extracted variables account for 33.2%% of the original
data variables. Average factor were apparent in how access to financial services increase participation in the market (r =.698),
access to financial services reduce income inequality in the country (r =.685) and how access to financial services has grown
people’s savings (r =.589).

Descriptive statistics on financial inclusion indicates two distinct extents, that is (mean > 3.500), which is moderately high; (2.500
< mean < 3.500), which is moderate and (mean < 2.500), which is low. Moderately high opinions indicated that access to financial
services promotes equitable distribution of growth benefits (mean =3.89), transforms peoples’ way of living (mean =3.84),
enhances peoples’ capital creation (mean =3.78), and enable people to go financial services that are relevant to their needs (mean
=3.68). Moderate opinions indicated that access to financial services supports poverty reduction (mean = 3.42) and enables people
with access to financial services to enjoy a high financial status (mean =3.26).

Table 4. Descriptive Statistics: Financial inclusion

Variable List Mean S.td'.
Deviation
1. Access to financial services promotes equitable distribution of growth benefits 3.89 .997
2. Access to financial services has transformed my way of living 3.84 .873
3. Access to financial services has enhanced my capital creation 3.78 .999
4. 1 normally go financial services that are relevant to my needs 3.68 1.009
5. Access to financial services has increased my participation in the market 3.65 1.130
6. Access to financial services has grown my savings 3.63 1.213
7. Access to financial services is one way to reduce income inequality in the country 3.52 1.150
8. Access to financial services can support poverty reduction 3.42 1.202
9. Those with access to financial services enjoy a high financial status 3.26 1.120
10. I find it easy accessing financial services 2.29 1.344
Average 3.5 1.104
Source: Field data, 2019
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On the other hand, low opinions on financial inclusion were indicated on the fact that people find it easy to access financial
services (mean =2.29). In line with consistency in opinions raised on financial inclusion, participants appeared to be consistent in
their opinions on access to financial services transforming their way of living (Std. dev. =.873), promoting equitable distribution
of growth benefits (Std. dev. =.997) and enhancing capital creation. Notwithstanding, divergent opinions remained in participants
finding it easy to access financial services (Std. dev. = 1.344) and access to financial services growing their savings (Std. dev.
=1.212).

Table 5. Factor Analysis: Economic Growth

Variable List 1 2 3 4 5
1. ATMs are widely scattered all over the country 0.807
2. Production in Uganda has increased 0.795
3. This country effectively uses economic resources to produce goods 0.618
and services '
4. The government of Uganda has programs that support investment 0.567
5. Uganda has programs that support international trade 0.669
6. Uganda's population that lives below poverty line is falling 0.535
7. Uganda has generally reduced constraints to marketing agricultural 0.559
products '
8. Uganda has generally reduced constraints to access to financial 0.503
services
9. Bank lending rates in Uganda are generally affordable 0.527
10. Uganda's financial system is highly liberalized 0.631
11. There is generally reduced constraints to working capital 0.578
Total 346 289 265 153 1.25
% of Variance 16.49 1375 126 7.27 5.96
Cumulative % 16.49 30.24 42.84 50.12 56.08
KMO Measure of Sampling Adequacy. 0.7
Bartlett's Test of Sphericity
Approx. Chi-Square 1056.9
Df 210
Sig. 0

Extraction method: principle analysis

Using the data reduction procedure of data analysis, KMO measure of sampling adequacy (KMO > .50) is suggestive that running
a factor analysis is important in analyzing the behavioral of economic growth. Bartlett’s test of sphericity (Sig. <.05) is suggestive
that the variable indicators extracted have significant relationships amongst themselves. This points to the suitability of the
extracted data for factor analysis. In addition, the extraction suggests that the extracted variables account for 56.08% of the
original data variables. Very high factor loadings were evident in ATMs being widely scattered all over the country (r =.807),
increase in production (r =.795), Uganda having programs that support international trade (r =.669) and Uganda having a financial
system that is highly liberalized (r =.631).
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Table 6.Descriptive Statistics: Economic Growth

Variable List Mean S.td'.
Deviation

1. Uganda's population that lives below poverty line is falling 4.03 .785
2. There is generally reduced constraints to working capital 3.98 .955
3. Uganda has generally reduced constraints to access to financial services 3.87 .872
4. Uganda's financial system is highly liberalized 3.87 939
5. This country effectively uses economic resources to produce goods and services 3.78 1.093
6. Production in Uganda has increased 3.66 1.174
7. Bank lending rates in Uganda are generally affordable 3.66 977
8. Uganda has generally reduced constraints to marketing agricultural products 3.64 .998
9. ATMs are widely scattered all over the country 3.50 1.262
10. The government of Uganda has programs that support investment 2.95 1.287
11. Uganda has programs that support international trade 2.57 1.188

Average 3.59 1.048

Source: Field data, 2019

Descriptive statistics on economic growth indicates three distinct groups of view and opinions, that is high (mean > 4.000),
average (3.500 < Mean < 4.000), and below average (mean < 3.500). Participants consistently indicate a high view point that
Uganda’s population that lives below poverty line is falling (mean = 4.03; Std. dev. =.785). This can be reflected in the reduced
constraints to accessing working capital (mean = 3.98), reduced constraints to access to financial services, which associated to the
liberalized financial system (mean =3.89), the effective use of economic resources to produce goods and services (mean = 3.78),
the general increased production, which in part is associated to the generally affordable lending bank rates (mean = 3.66) and the
reduced constraints to marketing agricultural products both locally and internationally (mean = 3.64). However, Uganda’s
programs that support international trade (mean = 2.57), investment (mean = 2.95) and the wide scattering of ATMs all over the
country reflect low economic growth.

From the descriptive statistics above it is evident that financial inclusion (mean = 3.5; std. =1.104) and economic growth (mean =
3.59; std. = 1.048) suggest that businesses in the districts investigated are on average taking advantage of the existing financial
services. Similarly, the statistics on economic growth suggest an average economic growth base in the districts investigated. And
while there weren’t significant differences expressed in participants’ understanding of financial inclusion and economic growth,
the above statistics were inadequate to explain the real effect of financial inclusion on economic growth. The regression model
was deemed necessary.

Table 7.Regression model

Unstandardized Standardized Sig
Coefficients Coefficients '
Std. Std.
B Error Beta B Error
(Constant) 3.040 0.208 14.599 0.000
Financial Inclusion 0.165 0.059 0.212 2.818 0.005
R 0.212
R Square 0.045
Adjusted R Square 0.039
Std. Error of the Estimate 0.371
Regression sum of squares 1.091
Residual sum of squares 23.219
a: Predictors: (Constant), Financial Inclusion
b: Dependent Variable: Economic Growth
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It can be observed that the relationship between financial inclusion and economic growth (r = .212) is significant but very weak.
This suggests that as government increases her efforts in ensuring that even the very poor have access to financial services, the
effect on economic growth is very low. The (Adjusted R Square = 0.045) suggests that financial inclusion can only account for
only 4.5% of the variation in the level of economic growth as indicated by the study participants. The low percentage contribution
of financial inclusion in the level of economic growth is suggestive of a number of factors that highly explain variations in
economic growth in any economy. Regression sum of squares (1.091) is smaller than the Residual sum of squares (23.219), which
suggests that this model is not adequate in explaining the level of variation in economic growth accounted for by financial
inclusion. It should be noted that the sig. value for the t-statistic is 0.005, which is less than 0.05 suggests that financial inclusion
has a significant effect on economic growth when measured at 5% level of significance.

7. DISCUSSION

The study indicated moderate opinions on the fact that access to financial services promotes equitable distribution of growth
benefits. The findings agree with [23]who observed that financial sector development promotes pro-poor and equitable economic
growth. When people have access to financial services, the chances of borrowing for injecting into business are high, though some
might borrow for luxurious spending. The study found that financial inclusion transforms peoples’ ways of living, which supports
[30]who noted that financial inclusion improves the financial status and standards of living of the poor and vulnerable as it
increases their engagement in economic activities, wealth creation and employment of household members. In line with wealth
creation, the study indicated that financial inclusion enhances people’s capital creation, which agrees with [24] who observed that
financial inclusion has the potential to enhance economic growth since financial sector savings and intermediation imply
investment. In the same view, the study further indicated that financial inclusion enables people to access financial services that
are relevant to their needs. The findings support [19]who noted that for an individual to get proper benefits of financial products
and services, all should be accessible, cheap and relevant to individual needs. This view point suggests that the people investigated
in this study appreciated the role of financial inclusion to solving personal and individualized needs.

The study indicated moderate opinions on financial inclusion supporting poverty reduction and enabling people to enjoy high
financial status. The findings deviate from [28]who investigated the relationship between financial inclusion and economic growth
and showed that financial inclusion greatly influences poverty reduction. Onaolop’s study was conducted in Nigeria, which is a
step ahead of Uganda in terms of economic growth. In Uganda, financial inclusion has aggregately supported poverty reduction in
a minority class of people. At household level however, poverty in Uganda is still evident and is on the increase. The possibility of
poverty increase amidst financial inclusion is a policy dilemma. Liberalization of the financial sector exposed rural peasants to
financial sharks, who have scrupulously squandered the economic growth potentials of the poor. This is a policy issue that require
review and urgent attention by the monitoring institutions of the financial sector. In the same line, the findings indicated low
positions on people finding it easy to access financial services. The findings support [61]who conducted a study on Financial
accessibility and poverty reduction in Lango sub region and found a weak effect of financial accessibility on poverty reduction.
This study found isolated pockets of poverty reduction even among those with access to financial resources.

The study was highly consistent that Uganda’s population living below poverty line is falling. This disagrees with [41]who
observed that the proportion of poor people in Uganda increased to 21.4% in 2016/17 from 19.7% in 2012/2013. Similarly,
[41]reported that more Ugandans were increasingly slipping into poverty from 6.6 million in 2012/2013 to 10 million in 2016/17.
The study indicated reduced constraints to accessing financial services, which is a product of the highly liberalized financial
system. The findings disagree with [52]) who observed that a liberalized financial system can exhibit extreme volatility, resulting
in financial crises, which can have dramatic impact on prosperity. Participants indicated low opinions on Uganda having programs
that support international trade, which disagrees with [62] who recommended support for international trade, investment in
education, relaxation of working capital constraints and supporting additional investment as facilitators to economic growth
indirectly.

The findings indicated a very weak relationship between financial inclusion and economic growth, disagrees with [54] which
found that access to finance stimulates economic growth, strengthens competitiveness and demand for labor. Similarly,
[51]observed the low effect of financial inclusion on economic growth in developing economies to be attributed to poor quality of
institutions as compared to the liberalized and open advanced economies of the developed world. Similarly, [63]in their article on
financial literacy, cash management and business growth in Kampala Capital City Authority, Uganda noted that the availability of
free and cheap credit, which is sometimes picked without aligning it to business objectives has often caused bankruptcy of many
businesses as the owners tend to use borrowed funds for improving standards of living.
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8.CONCLUSION

The study was conducted to examine the role of financial inclusion in economic growth basing on selected districts from western
Uganda. This study established that financial inclusion is significant in supporting economic growth but its effect is very scrawny.
In view of its contributive role in economic growth, financial inclusion upholds equitable distribution of growth benefits,
transforms peoples’ way of living, enhances capital creation and empowers people to go for financial services that are germane to
their needs. These benefits would pinnacle the view that financial access to financial services supports poverty reduction. Despite
that superficially high role played by financial inclusion in economic growth, few Ugandans find it easy to access financial
services. In view of economic growth dimensions, the study indicated that Uganda’s population living below poverty line is
falling, which sounds precise in the context of national income but very unseemly in the context of household income. Many
Ugandan are eking out a living. While there are indicators of reduced constraints to access to working capital, reduced constraints
to accessing financial services, effective use of economic resources to produce goods and services, those in business do not see the
efficacy government agendas geared to supporting international trade or investment.

8. RECOMMENDATIONS

The study found government programs and policies ineptitude on international trade and investment. There is need for
government to review and redesign her policies on international trade business and support for homegrown investments. The study
also found that Uganda’s population below poverty line is falling. There is need for quantitative metrics to ascertain the extent to
which household income in proportion to national income. Several papers have recommended government interventions in
financial accessibility. While there are many players in the financial services industry, people still find it hard to access this
service, especially the rural poor, who lack the collateral to guarantee the security of the loans they would go for. More than often,
the rural poor have lost their assets to scrupulous money lenders who promise cheap credit. Like in other papers, government,
should strengthen her fiduciary roles in the economy. This paper brings to theory and practice new knowledge on financial
inclusion and its perceived role in supporting economic growth in Uganda.
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