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Abstract
Financial inclusion, which refers to the access of individuals, firms, and
businesses to quality and affordable financial products and services
responsibly and sustainably, plays an important role in enhancing the living
standards of low-income households, increasing opportunities for the growth
and development of small and medium-sized enterprises, reducing poverty
and inequality, and improving financial stability. Various factors, including
competition in the banking industry and economic growth, influence
financial inclusion. This article addresses the critical significance of accurate
and scientific estimation of the impact of these factors on financial inclusion.
The panel autoregressive distributed lag (ARDL-PMG) model is the
econometric method employed, and the data utilized are associated with
ECO member countries from 2004 to 2020. The results indicate that
economic growth enhances the demand for financial services, resulting in the
emergence of new financial institutions and markets to meet this increasing
demand. Additionally, the results suggest that the heightened competition in
the banking sector considerably enhances financial inclusion. The market
power in the financial industry intends to restrict the supply of loans and
raise interest rates, exacerbating the cost of financing for firms. As a result of
increased competition, banks with lower profit margins are compelled to
implement a customer-centric approach. Finally, the results suggest that
enhancing competition in the banking industry and reducing market
influence are critical strategies for enhancing financial inclusion in the
country's banking system.
.Keywords: Financial inclusion, competition in the banking industry,
economic growth, ECO member countries.
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Introduction

Financial inclusion, which refers to the access of individuals, firms, and
businesses to high-quality and affordable financial products and services
responsibly and sustainably, is a critical factor in enhancing the living
standards of low-income households, increasing opportunities for growth
and development of small and medium-sized enterprises, reducing poverty
and inequality, and enhancing financial and economic stability. In a
theoretical framework, promoting and improving financial inclusion
substantially positively impacts the economy. Using financial services at the
micro level enhances the quality of life for low-income households. It
expands the potential for growth and development of small and medium-
sized enterprises by providing them access to facilities and credit and
encouraging their investment in profitable projects. Various factors, such as
competition in the banking industry and economic growth, influence
financial inclusion. This article has endeavored to provide a scientific and
precise assessment of the influence of competition in the banking industry
and economic growth on financial inclusion, which is of particular
significance.

Methodology

In this article, the impact of economic growth and competition in the
banking sector on financial inclusion in the member countries of the
Economic Cooperation Organization (ECO) from 2004 to 2020 is examined
through the calculations of the financial inclusion index using the
multidimensional indexing approach introduced by Sarma (2008). The
following equation is estimated in this research using the Pooled Mean
Group-Autoregressive Distributed Lag (PMG-ARDL) to examine the
relationship between these factors.

Flliy = o + PriFllit—1 + B2iCOMP; ¢ + B3;GDPPCG; ¢ + Xilg 91.:AF ;4 +

2izo P2tACOMP; ¢y + Yo 93t AGDPPCG; g + &

Where FII is financial inclusion, COMP is banking competition, GDPPCG is
gross domestic product growth per capita, S is the long-run coefficients of
independent variables, and ¢, is the short-run coefficients. The error term is
denoted by ¢;;, where i and t denote the country and period, respectively.
Subsequently, we introduce the aspects and variables of financial inclusion.

Penetration aspect: Due to limited access to data, following most studies
such as Chinoda & Mashamba (2021) and Owen & Pereira (2018), the
number of deposit accounts per 1,000 adult populations has been employed
as an indicator for this aspect.



\ Applied Theories of Economics, Vol. 11, No. 4, Winter 2025 233

Accessibility aspect: It indicates the capacity of households and businesses
to utilize financial products and services in the presence of constraints such
as time and distance. Given the wide range of services they provide, the
significance of ATMs in facilitating improved access to banking services is
undeniable. However, the expansion of the ATM network varies from bank
to bank and country to country, and the function of the bank branch persists.
Consequently, to evaluate the accessibility aspect of this index, we employ
data on the number of bank branches and ATMs per 100,000 adults. Two
separate indices are calculated for bank branches and ATMs. Then, in
accordance with the majority of studies, including Mengistu & Perez-saiz
(2018), Sarma & Pais (2011), and Sarma (2008), the weighted average of
these two indices is regarded as an indicator for the accessibility aspect. The

weight of 2/3 is assigned to the bank branches variable, while the weight of

1/3 is assigned to the ATM variable. The selection of these weights is

estimated by examining the average ratio of the number of ATMs to the
number of branches in all countries and years under study.

Utilization aspect: It is a component of the financial inclusion index that
considers the consumption patterns of financial products and services. Data
related to the ratio of commercial bank deposits to GDP and commercial
bank loans to GDP are extracted from the World Bank WDI and FAS
databases and used in the calculation. Time series models have been
employed to predict and supplement these data due to the absence of
information in certain years.

Results and Discussion

The estimation results of the research model indicate that the demand for
financial services increases as the economy develops, resulting in the
establishment of new financial institutions and markets to satisfy the new
demand. Additionally, financial inclusion has been bolstered in the long term
by the heightened competition in the banking industry. In light of the market
power hypothesis's confirmation and the direct influence of the state of
banking competition and, as a consequence, the structure of banks on the
access of individuals and firms to financial services, it is necessary to
redesign the structure of the banking industry in macro-policies to increase
the possibility of greater competition among banks, rather than restricting it.
Given the aforementioned, it is advisable to increase and partake in private
sector activities through private ownership, deregulation, and reform of the
laws and frameworks for private sector entry into the market to reduce
concentration and uncompetitive behaviors.
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