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ABSTRACT

This study investigates the relationship between financial inclusion and financial stability in Zimbabwe
over the period 2000-2020, with an emphasis on broader implications for economic development and
livelihoods. The objective is to assess how efforts to enhance financial inclusion influence the stability of
the banking system, which is critical for sustainable economic growth and improving livelihoods,
particularly in marginalised communities. Using the Fully Modified Ordinary Least Squares (FMOLS)
cointegration technique, the study analysed time series data on financial inclusion, financial stability,
domestic credit, gross domestic product (GDP), and the size of the financial sector. The findings indicate
a significant negative relationship between financial inclusion and financial stability, suggesting that
increased financial inclusion adversely impacts bank system stability. Similarly, domestic credit exhibited
a negative and significant relationship with financial stability. However, GDP and financial sector size
positively and significantly contributed to financial stability, reinforcing their role in supporting inclusive
economic development. These results underscore the complexities of balancing financial inclusion and
stability within Zimbabwe’s financial sector. The study concludes that while expanding financial inclusion
is essential for promoting access to financial services and advancing economic development and livelihoods,
it poses risks to financial stability if not accompanied by appropriate risk management and regulatory
measures. Factors such as relaxed lending standards, insufficient oversight of microfinance institutions,
and reputational risks associated with outsourcing credit functions can exacerbate these challenges. The
study concludes that expanding financial inclusion without robust regulatory oversight and risk
management poses significant risks to banking stability and recommends a balanced policy approach that
integrates technological innovation with stronger institutional frameworks to foster sustainable and

inclusive growth.
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INTRODUCTION AND
BACKGROUND

Financial inclusion and banking stability are
critical pillars of sustainable economic
development, improved livelihoods, and
systemic  resilience.  Financial inclusion
enhances access to savings, credit, insurance,
and payment systems—particularly for
marginalised populations thereby fostering
economic participation and social equity
(World Bank, 2020; Allen, Demirgiic-Kunt,
Klapper, & Peria, 2016). Banking stability, on the
other hand, ensures that financial institutions
can absorb shocks, maintain confidence, and
sustain the investment necessary for long-term
growth (Adrian & Shin, 2010; Bank for

International Settlements, 2019).

Technological advances have accelerated
financial inclusion in developing countries with
limited banking infrastructure. Mobile money
and digital financial platforms have notably
expanded access, though they also pose new
risks such as cyber threats and fraud (Mandic,
Markovi¢, & Zigo, 2025). The 2007-2008 global
financial crisis underscored the importance of
balancing inclusion with prudential regulation
to safeguard systemic stability (Brunnermeier,
2009).

Despite global progress, substantial disparities
remain. As of 2017, about 1.7 billion adults lacked
access to formal financial services, with women
and low-income groups in Sub-Saharan Africa
being most affected (World Bank, 2022;
Demirglic-Kunt, Klapper, Singer & Van
Oudheusden, 2015). Countries like Kenya and
South Africa have achieved notable inclusion
gains, whereas others, such as Burundi and
Niger, remain heavily excluded (Demirgiic-

Kunt, Klapper, Singer, Ansar & Hess, 2018).

This unevenness reveals that while financial
inclusion can strengthen stability through
deposit mobilisation and risk diversification,
weak oversight may amplify vulnerabilities
(Tshuma, Tshuma, Mpofu & Sango, 2023).

In Zimbabwe, persistent exclusion remains a
barrier to inclusive growth. According to the
Reserve Bank of Zimbabwe (RBZ, 2020), 23% of
the population was financially excluded in 2014,
prompting the launch of the National Financial
Inclusion Strategy (NFIS) in 2016. The strategy
prioritises digital finance and outreach to
marginalised populations, especially in rural
areas. Yet, stark provincial disparities persist:
Matabeleland North records a 60% exclusion
rate, followed by Mashonaland Central (58%),
Mashonaland East (53%), and Matabeleland
South (50%), reflecting limited financial
infrastructure, low literacy, and high poverty
levels (Chivasa & Simbanegavi, 2016; Mhlanga,
2020). Conversely, urban centres such as
Bulawayo (20%) and Harare (17%) enjoy better
access due to higher incomes and proximity to

financial institutions.

Exclusion in Zimbabwe

Matabeleland North
Mashonaland Central
Mashonaland East
Matabeleland South
Manicaland
Mashonaland West
Masvingo

Midlands

Bulawayo

Harare

Figure 1: Financial Exclusion by Province in
Zimbabwe

Source: Chivasa & Simbanegavi (2016), adapted from
Zimbabwe National Financial Inclusion Strategy
(2016), Mhlanga (2020a).
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Figure 1 highlights clear regional disparities in
financial exclusion across Zimbabwe, with rural
provinces experiencing the most acute
challenges. Matabeleland North, with an
exclusion rate of 60%, reflects the compounded
effects of limited financial infrastructure, low
levels of financial literacy, and pervasive
poverty, which together restrict access to
formal financial services and economic
opportunities. Mashonaland Central (58%),
Mashonaland East (53%), and Matabeleland
South (50%) also face significant exclusion,
suggesting that residents in these regions
encounter similar structural barriers that
hinder financial participation. The persistence
of such high exclusion rates indicates that
without targeted interventions—such as
expanding branch networks, promoting
financial education, and addressing poverty—
these areas will continue to lag in financial
inclusion, perpetuating economic inequalities.
In contrast, urban centres like Bulawayo (20%)
and Harare (17%) demonstrate lower exclusion
rates due to better infrastructure, higher
incomes, and greater proximity to financial
services, underscoring how geographic and
socio-economic factors directly influence
access to finance (Chivasa & Simbanegavi, 2016;
Mhlanga, 2020).

These inequalities hinder inclusive economic
growth and reinforce regional poverty traps.
The Institute for Inclusive Social and Public
Policy Research (IISPR, 2023) emphasises that
expanding financial access in underserved
regions is crucial for poverty reduction and
resilience-building. Mutale and Shumba (2024)
find that financial inclusion strengthens

banking stability through enhanced deposit

mobilisation and improved credit performance,
particularly in rural areas. Similarly, Chivasa and
Simbanegavi (2016) argue that expanding rural
financial services reduces reliance on informal
lenders and helps stabilise the formal banking
system. Collectively, these findings underscore
that improving access to financial services is
both an inclusion and stability imperative—
enhancing liquidity, reducing vulnerability, and

fostering sustainable development.

Financial literacy is equally pivotal in this
relationship. It  promotes  responsible
borrowing, improves repayment behaviour, and
strengthens  overall  financial  stability
(Demirglic-Kunt et al., 2018; Beck, Demirgiic-
Kunt & Levine, 2007). Mutale and Nyathi (2024)
further argue that inclusive financial policies
targeting women, youth, and rural populations
promote equity and reduce income inequality—
key ingredients for economic and systemic
stability. However, infrastructure deficits, low
digital literacy, and high service costs continue
to hinder progress, particularly in rural
Zimbabwe (Mhlanga, 2020). Policy makers and
financial institutions must therefore strengthen
digital financial inclusion, improve regulatory
frameworks, and invest in financial education to
enhance both inclusion and banking stability
(RBZ, 2022).

Research Objective

The primary objective of this study is to
quantitatively examine the relationship
between financial inclusion and banking
stability in Zimbabwe using the Fully Modified
Ordinary Least Squares (FMOLS) technique.
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RELATED LITERATURE ON
FINANCIAL INCLUSION AND
BANKING STABILITY

Financial Inclusion: Definition
and Overview

Financial inclusion refers to the accessibility
and effective use of financial services by all
households and businesses, especially the poor
and small and medium enterprises (Yoshino &
Morgan, 2016). The World Bank (2022) defines it
as the availability of useful, affordable financial
products—including payments, savings, credit,
and insurance—delivered responsibly and
sustainably. Similarly, the IMF (2015) and
Atkinson and Messy (2013) highlight its role in
improving economic well-being and resilience

through financial education and empowerment.

According to the United Nations (2018),
financial inclusion supports key development
goals such as poverty reduction, social equity,
and economic empowerment. Beyond
accessibility, it also emphasises usability,
affordability, and the ability to derive
meaningful developmental outcomes
(Patwardhan, 2018). Thus, financial inclusion
operates not merely as a social policy
instrument but as a macroeconomic lever for

inclusive and stable economic growth.

Drivers of Financial Inclusion

Financial inclusion is driven by various factors.
Technological  innovations  like  digital
payments, mobile banking, and fintech
solutions help bridge financial gaps (GSMA,
2020). Supportive regulatory frameworks and
consumer protection laws foster trust in
financial systems (World Bank, 2018). Financial
literacy programs increase awareness of
financial products, while improved banking

infrastructure—such as agent banking and

mobile connectivity—expands access,
particularly in remote areas (IMF, 2020). Access
to microfinance, alternative credit scoring, and
gender-inclusive business models also play key
roles (Microfinance Gateway, 2017; UN, 2021).

Measuring Financial Inclusion

Measuring financial inclusion involves multiple
indicators. Sarma (2008) proposes metrics such
as the proportion of adults with bank accounts
and bank branches per million people. The
World Bank (2012) considers loan accounts per
1,000 adults a key indicator. Han and Melecky
(2013) assess inclusion through deposit access
and usage, while transaction volumes and
household financial well-being  provide
additional measures (World Bank, 2015). Sarma’s
(2008) index combines depth, availability, and
service usage to create a more comprehensive

measurement.

Benefits of Financial Inclusion
Financial inclusion is critical for economic
development and poverty reduction. It enables
individuals to manage risk, invest, and build
resilience against financial shocks (World Bank,
2022). It also fosters economic growth,
employment, and formalisation of the economy
(Reserve Bank of Zimbabwe, 2022). During
crises such as COVID-19, financial inclusion
facilitated access to emergency funds
(UNSGSA, 2022). The United Nations Capital
Development Fund [UNCDF] (2022) highlights
its role in achieving Sustainable Development
Goals (SDGs), including poverty eradication,
gender equality, and economic stability. By
integrating underserved populations into
formal financial systems, financial inclusion
strengthens financial stability (Demirgii¢-Kunt
et al, 2022).
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Determinants of Financial
Inclusion

Key determinants of financial inclusion include
physical accessibility, financial literacy,
technology, trust, and outreach (Kabakova &
Plaksenkov, 2018). In Zimbabwe, gender,
education, income levels, and trust significantly
influence financial inclusion (Barugahara, 2021).
Studies in Peru (Camara, Pena, & Tuesta, 2014)
and Africa (Allen, Demirgi¢-Kunt, Klapper, &
Peria, 2012) emphasise the role of education and
mobile banking in increasing financial
participation. Technology, particularly digital
banking and mobile money services, plays a
crucial role in expanding access (Ramakrishna &
Trivedi, 2018).

Barriers to Financial Inclusion

Despite progress, barriers remain. Gwalani and
Parkhi (2014) identify high service costs and
inadequate technology in India. Similarly,
Indonesia’s Ministry of Finance (2014) notes
demand-side barriers like low financial literacy
and supply-side challenges such as distance
and complex banking procedures. In Sub-
Saharan Africa, Ulwodi and Muriu (2017) found
geographical barriers, cost, and literacy to be
major impediments. In Zimbabwe, financial
illiteracy, lack of formal identification, and high
transaction costs hinder inclusion (Barugahara,
2021). The Reserve Bank of Zimbabwe (2020)
highlights additional challenges such as
mistrust and inadequate documentation among
women, youth, and rural populations.
Addressing these barriers is crucial for

enhancing financial inclusion.

Bank Stability
Banking stability refers to the ability of the

financial system to withstand internal and

external shocks while maintaining its core
functions (European Central Bank, 2019). The
World Bank (2022) defines financial stability as
the absence of systemic crises, emphasising
resilience under stress. A stable financial
system efficiently allocates resources, manages
risks, sustains employment, and maintains price

stability.

A stable banking system also fosters economic
growth by promoting trust, ensuring efficient
resource

allocation, and  maintaining

confidence in financial institutions
(Bhattacharya & Thakor, 1993). Novotny-Farkas
(2016) views stability as a continuum, where
financial elements interact to sustain systemic
integrity. The Reserve Bank of Zimbabwe (2022)
emphasises the need for strong regulatory

frameworks to support financial stability.

Theories Linking Financial
Inclusion and Stability

The relationship between financial inclusion
and bank sector stability is grounded in several
theoretical  perspectives from financial
economics, institutional theory, and risk

management.

Financial Deepening and
Economic Growth

Financial inclusion expands access to financial
services, fostering financial deepening by
increasing the deposit base and diversifying
bank risk. A more inclusive financial system
enhances stability, particularly in emerging
economies like Zimbabwe, where a larger
depositor base strengthens banks against
liquidity shortages (Honohan, 2008; Beck et al.,
2007).
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Financial Intermediation Theory

Diamond and Dybvig (1983) emphasise the role
of financial institutions in facilitating savings
and investments, promoting risk-sharing and
stability. Financial inclusion bolsters banks by
attracting deposits and expanding credit
access, stimulating economic activity. However,
rapid expansion, if poorly managed, can
heighten system vulnerabilities. Stability
improves when banks rely on a diversified
deposit base to fund long-term loans, reducing
liquidity risks (Greenwood & Jovanovic, 1990). In
Zimbabwe, inclusive financial services are
crucial during economic instability to prevent

banking crises.

Stability vs. Inclusion Trade-off
Theory

Khan (2011) and Sahay et al. (2015) highlight a
trade-off between financial inclusion and
banking stability. While increased access
fosters economic growth, it can also elevate
systemic risks if it leads to excessive credit
expansion and weaker lending standards.
Serving high-risk borrowers may expose banks
to liquidity challenges, potentially undermining
financial discipline. Thus, achieving financial
inclusion without compromising stability

requires prudent risk management.

Financial Inclusion and Bank
Stability

Numerous studies have examined the
relationship between financial inclusion and
financial stability. Research by Danjuma (2018)
and Morgan and Pontines (2014) suggests a
positive link between these two variables.
However, Amatus and Alireza (2015) found a
mixed impact, noting that while bank deposits

negatively affect stability, loans contribute

positively. Morgan and Pontines (2014) further
identified three key ways in which financial
inclusion enhances stability: (1) diversification
of bank assets through increased lending to
smaller firms, which reduces risks in loan
portfolios and lowers financial system
interconnectedness; (2) stabilisation of the
deposit base by incorporating more small
savers, thereby reducing reliance on volatile
non-core funding; and (3) improved monetary
policy  transmission, which strengthens

financial stability.

Financial Inclusion and Financial
Stability: A Review

Hannig and Jansen (2010) argue that including
low-income groups in the financial system
stabilises deposit and loan bases, enhancing
resilience, as these groups are relatively
insulated from economic cycles. Similarly,
Prasad (2010) highlights that credit access for
small and medium-sized enterprises (SMEs)
promotes employment and economic stability.
However, Khan (2011) cautions that expanding
credit access without robust lending standards
can trigger crises, as seen during the U.S.
subprime mortgage collapse, while poorly
regulated microfinance institutions may

further undermine stability.

Empirical studies report mixed results. Jungo,
Madaleno, and Botelho (2022) found that
financial inclusion enhances stability in Sub-
Saharan Africa and Latin America, particularly
when strong regulatory frameworks exist. In
Jordan, Al-Smadi (2018) applied the Fully
Modified Ordinary Least Squares (FMOLS)
method, showing a weak positive link between
financial inclusion and stability, though risks
from domestic credit expansion and global

crises persist.

78 AJIS: African Journal of Inclusive Societies Volume: 5 | 2025
The Interplay Between Financial Inclusion and Banking Stability in Zimbabwe



Broader access to deposits reduces funding
volatility, strengthening bank stability (Han &
Melecky, 2013). Likewise, Morgan and Pontines
(2014) argue that Small and Medium Enterprises
(SME) lending reduces non-performing loans.
Yet, Pham and Doan (2020) observed only
marginal stability benefits from financial
inclusion in Asian economies with weak
banking oversight. Khan (2011) identifies
mechanisms linking inclusion and stability:
diversified financial systems, stronger retail
deposit bases, and improved monetary policy
transmission. Nonetheless, Sahay et al. (2015)
warn that in weakly regulated environments,
expanded credit may erode bank capital

buffers, heightening systemic risks.

In the Middle East and North Africa (MENA)
region, Neaime and Gaysset (2018) confirmed a
positive  relationship  between  financial
inclusion and deposit growth stability. Similarly,
Siddik, Sun, Kabiraj, Shanmugan, and Yanjuan
(2018) found that SME-focused inclusion
improves banking stability. However, these
findings are context-specific. The World Bank
(2012) emphasises that financial inclusion
generally supports stability in developing
economies, though Ardic, Heimann, and
Mylenko (2013) and Sahay et al. (2015) stress the
critical role of effective regulation. Zimbabwe’s
unique economic and regulatory conditions,
therefore, warrant further country-specific

research.

RESEARCH METHODOLOGY
Research Design

The study adopted a quantitative research
design and employed an econometric modelling
approach to systematically collect, analyse, and

interpret numerical data for explaining

relationships among economic variables
(Creswell, 2003; Creswell, 2011). Specifically, the
study utilised the Fully Modified Ordinary Least
Squares (FMOLS) estimation technique
developed by Phillips and Hansen (1990). The
choice of FMOLS over conventional Ordinary
Least Squares (OLS) and Vector Error
Correction Models (VECM) was based on its
robustness in estimating long-run
cointegrating relationships among non-
stationary time series variables. Unlike
standard OLS, FMOLS corrects for both serial
correlation and endogeneity that typically arise
in cointegrated systems, thereby producing
unbiased and efficient estimators (Phillips &
Hansen, 1990; Hansen, 1992). Additionally, while
VECM can capture short-run dynamics, FMOLS
is more suitable when the research objective
focuses on long-run equilibrium relationships
among variables (Pedroni, 2000). The FMOLS
technique was also chosen because it is well-
suited for small sample sizes and effectively
corrects for serial correlation and endogeneity
bias that often arise in cointegrated time series,
ensuring robust long-run estimates (Phillips &
Hansen, 1990). The model specified economic
development (ED) proxied by real GDP per
capita as the dependent variable, while financial
inclusion (FI), domestic credit to the private
sector (DCPS), and broad money supply (M2)
served as key explanatory variables. Inflation
(INF) and foreign direct investment (FDI) were
included as control variables to capture
macroeconomic influences, with all variables
expressed in their natural logarithmic forms to
stabilise variance and interpret coefficients as
elasticities. The FMOLS approach was thus
appropriate for achieving the study’s objective
of examining the long-run relationship between
financial inclusion and economic development

in Zimbabwe.
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Model Specification
The time series data will be estimated and
analysed using the Cointegration technique

fully modified ordinary least squares method.

Financial Inclusion and Financial
Stability Model

The model measures the impact of financial
inclusion on bank system stability. Financial
inclusion is measured by depositors with
commercial banks (per 1,000 adults while bank

Z-score proxies financial stability.

LBS,=a+B,LFI +8,LGDP +B,LDC,+8,LBM, +e,

a the constant term;
B the coefficient of the function;
g the disturbance or error term

it

(assumed to have =zero mean and

independent across the time period).
Variable Definitions and Proxies:

LBS Bank system stability, proxied by
the bank Z-score, which measures the
probability of default and the overall

soundness of the banking system.

LFI Financial inclusion, measured
by the number of depositors with
commercial banks per 1,000 adults,
indicating the extent of access to and use

of formal financial services.

LGDP Gross Domestic Product (GDP),
included as a control variable to account
for the level of economic growth and

overall macroeconomic performance.

LDC Domestic credit to the private
sector, representing credit availability and
financial sector depth, which can

influence both inclusion and stability.

LBM Broad money (M2), serving as a
proxy for financial sector liquidity and

monetary depth in the economy.

All variables are expressed in natural
logarithmic form (log-linear specification) to
stabilise variance, reduce heteroscedasticity,

and interpret the coefficients as elasticities.

Secondary Data Sources

Secondary data was used, as it is cost-effective
and pre-processed. Data was sourced from the
World Bank database, IMF, Reserve Bank of
Zimbabwe reports, POTRAZ, and AFDB. The
World Bank database was preferred for its
reliability and direct data collection, minimising
errors and biases. Other relevant journals on
financial inclusion and stability were also

consulted.

Data Presentation, Analysis, and
Interpretation

The findings were analysed using descriptive
and inferential statistics. Descriptive statistics
included trend analysis over the years for the
variables under study. Inferential statistical
techniques, such as Pearson’s correlation and
regression analysis, were used to establish
causal relationships between digital finance
and financial inclusion. Time series data for the
models were analysed using EViews 12. Fully
Modified Ordinary Least Squares (FMOLS) and
cointegration techniques were employed.
Regression analysis assessed model fitness
using the R-Square value and regression
coefficients. Data were presented using tables

and figures.

Diagnostic Tests
To ensure that estimated variables were Best
Linear Unbiased Estimators (BLUE), several

diagnostic tests were conducted. The
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Augmented Dickey-Fuller (ADF) test confirmed
stationarity, rejecting the null hypothesis of a
unit root if the p-value was below 0.05.
Multicollinearity ~was  assessed through
pairwise correlations, with coefficients above
0.8 indicating concern. The Jarque-Bera test
confirmed normality of residuals, while the
Breusch-Pagan-Godfrey (BPG) test confirmed
homoscedasticity if the p-value exceeded 0.05.
The Breusch-Godfrey LM test assessed
autocorrelation, with p-values above 0.05

suggesting no autocorrelation. Cointegration

Table 1: Descriptive statistics

tests confirmed a long-run relationship,

ensuring model robustness and reliability.

DESCRIPTIVE STATISTICS
Financial Stability and Financial
Inclusion

The descriptive statistics in Table 1 provide an
overview of the key variables: bank system
stability (LBS), financial inclusion (LFI),
domestic credit (LDC), broad money (LBM), and
GDP (LGDP). These include measures such as
the mean, median, maximum, minimum,
standard deviation, skewness, kurtosis, and

normality tests (Jarque-Bera).

LBS LFI LDC LBM LGDP

Mean 1708165 1.364709 2.887746 3.336929 1113946
Median 1.636515 2.890429 2.907758 3.166506 2.658591
Maximum 2.087876 3.291918 4.440437 5.020909 3.291918
Minimum 1.466817 -1.930708 1.77998 2.658987 -2.244401
Std. Dev. 0.172726 2.115544 0.61591 0.542536 2.2189
Skewness 0.764732 -0.530329 0.406053 1.62807 -0.352461
Kurtosis 2.457674 1.460668 3.887449 5.61926 1.314179
Jarque-Bera 2.304204 3.057719 1.266195 15.2801 2.921544
Probability 0.315972 0.216783 0.530945 0.000481 0.232057
Sum 35.87147 28.65888 60.64267 70.07552 23.39287

Sum Sq. Dev. 0.596686 89.51052 7.586905 5.88691 98.47037
Observations 21 21 21 21 21

Source: Author's computations from EViews version 12, 2025

The descriptive statistics indicate that the data
exhibit normality, low variability, and minimal
skewness, confirming their suitability for
econometric analysis. The mean and median
values for LBS (1.708 and 1.637) and LDC (2.888
and 2.908) are closely aligned, indicating

symmetric distributions. Standard deviations

for LBS (0.173) and LBM (0.543) reflect low
variability around the mean. However, LBM
shows non-normality, with a Jarque-Bera
statistic of 15.280 (p = 0.00048), suggesting a
need for robustness checks or data
transformation to mitigate bias. Skewness
values for LBS (0.765) and LDC (0.406) indicate
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slight right-tail concentration, while LFI (-
0.530) and LGDP (-0.352) exhibit left-tail
skewness, reflecting a reasonably balanced
dataset. The range for LFI (maximum: 3.292,
minimum: -1.931) and LGDP (maximum: 3.292,
minimum: -2.244) demonstrates sufficient

variability for meaningful regression analysis.

Diagnostic Tests

Prior to regression, diagnostic tests were
conducted, including Augmented Dickey-Fuller
(ADF) unit root tests, co-integration tests,
autocorrelation, and multicollinearity

assessments.

Normality Test

Residual analysis shows the model meets
normality assumptions. The residual mean
(0.023891) and median (0.015360) are close to
zero, with low variability (standard deviation:
0.091330). Skewness (-0.083985) and kurtosis
(2.745437) values indicate near-symmetry and a
distribution close to normal. The Jarque-Bera
statistic (0.348020, p = 0.840288) confirms

Table 2: Unit root test

Variable ADF Statistics Test Critical Value

normality, validating the model's specification
and reliability. Residuals range between -
0.191184 and 0.151134, supporting accurate,
unbiased predictions.

6

Series: Residuals
Sample 2001 2020

1 Observations 20

49 IMean -0.023891
M edian -0.015960
I aximum 0151134
Winimum -0.197184
Std. Dev 0.091330
Skewness -0.082985
Kurtosis 2.375437

3

14

Jarque-Bera  0.348020
o Probability 0.840288

Figure 2: Normality graph

Source: Author's computations from Eviews version
12,2025

Unit Root Test and Stationarity
Analysis

This study employed the Augmented Dickey-
Fuller (ADF) test to assess the stationarity of
variables, addressing the null hypothesis of a
unit root against the alternative of stationarity.
As emphasised by Gujarati (2004), the null
hypothesis is rejected if the absolute ADF
statistic exceeds critical values at 1%, 5%, or

10% significance levels, confirming stationarity.

Order of

P-Value Explanation

integration

1% -3.831511
5% -3.029970
10% -2.655194

LBS -4.271734

1% -3.857386
5% -3.040391
10% -2.660551

LFI -3.963301***

1% -3.886751
5% -3.052169
10% -2.666593

LBM -4.841801***

1% -3.857386
5% -3.040391
10% -2.660551

LGDP -2.764356*

1% -3.959148
5% -3.081002
10% -2.681330

DC -4.757013***

1% -4.057910
5% -3.119910
10% -2.701103

RESID -6.272937%**

Source: Author’s computations from Eviews version 12, 2025
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The results in Table 2 demonstrate mixed
orders of integration across the variables. For
LBS, the ADF statistic of -4.2717 exceeds the 1%,
5%, and 10% critical values, with a p-value of
0.0040, indicating stationarity after first
differencing (I(1)). Similarly, LGDP achieves
stationarity at first difference (ADF = -2.7644; p
= 0.0832), though with marginal significance,
suggesting weak evidence of stationarity.
Variables such as LFI, LBM, and LDC are non-
stationary at both levels and first difference but
become stationary at the second difference
(I(2)). This is supported by significant ADF
statistics: -3.9633 (LFI), -4.8418 (LBM), and -
47570 (LDC), all exceeding critical thresholds
with p-values below 0.01. The residuals (RESID)
are stationary after first differencing (ADF = -
6.2729; p = 0.0003), validating the regression
model's stability and justifying further
econometric ~ procedures.  Overall, the
stationarity structure indicates that LBS, LGDP,
and RESID are integrated of order one (I(1)),
while LFI, LBM, and LDC are integrated of order
two (I(2)). This mix of integration orders
necessitates appropriate modelling techniques,
such as cointegration analysis, to avoid
spurious regressions and ensure robust,
reliable inference on the relationships between
financial inclusion, stability, and economic

growth in Zimbabwe.

Cointegration Test and Long-Run
Relationship Analysis

The cointegration test was conducted to
determine whether a stable long-run
relationship exists among the model variables,
minimising the risk of spurious regression
results. Given the mixed stationarity levels
identified by the Augmented Dickey-Fuller
(ADF) test, cointegration analysis is essential to

assess whether the variables move together

over time despite short-term fluctuations. This
study applied the Engle-Granger Residual-
Based Cointegration Test, following the
approach of Engle and Granger (1987) and
Gujarati (2004). The test examines the
stationarity of residuals from the long-run
regression. If residuals are stationary, it implies
that a long-run equilibrium relationship exists,

even if individual variables are non-stationary.

The results indicate an ADF statistic for the
residuals of -6.272937, exceeding critical values
at the 1%, 5%, and 10% significance levels, with
a p-value below 0.05. This provides strong
evidence to reject the null hypothesis of no
cointegration, confirming residual stationarity
at level I(0). The findings demonstrate a
significant long-run equilibrium relationship
between financial inclusion, banking system
stability, GDP, and banking models. This
suggests that despite short-term instability,
these variables are interconnected over time,
reinforcing the role of financial inclusion in
promoting sustainable economic development

and banking sector resilience in Zimbabwe.

Autocorrelation Test

To test for autocorrelation, the Durbin-Watson
(DW) statistic was used. The results show DW
1.845240, which is greater than 1.5, indicating no
serial autocorrelation in the residuals, as

supported by the p-values above 0.05.

Multi-collinearity Test

Regarding multi-collinearity, the correlation
coefficients for the independent variables are
generally below 0.8, except for RT and GDP.
This suggests that multi-collinearity is not
severe, and there is no significant linear
relationship among the explanatory variables,
allowing clear identification of each variable's

influence on the dependent variable.

83 AJIS: African Journal of Inclusive Societies Volume: 5 | 2025
The Interplay Between Financial Inclusion and Banking Stability in Zimbabwe



Table 3: Correlation matrix

LBS LFI LDC LBM LGDP
LBS 1 0.592412 0.041535 0.78292 -0.532074
LFI -0.592412 1 -0.583023 -0.448822 0.985573
LDC 0.041535 -0.583023 1 0.799347 -0.559249
LBM 0.078292 -0.448822 0.799347 1 -0.454277
LGDP -0.532074 0.985573 -0.559249 -0.454277 1

Source: Author’s computations from Eviews version 12, 2025

To this end, the researcher adopted the do-
nothing school of thought as expressed by
Blanchard (1967) in Gujarati (2004). This means
that there is no linear relationship among the
explanatory variables, and it is easy to establish
the influence of each one variable on the
dependent variable, financial inclusion,
separately. The strength and direction of the
linear relationship between two variables were
measured by performing a correlation matrix. It
can be deduced from Table 3 that there is a
moderate negative correlation between bank
system stability (LBS) and both financial
inclusion (LFI) (-0.592) and gross domestic
product (LGDP) (-0.532). This indicates that as
financial inclusion and economic activity
increase, banking system stability tends to
decline moderately. In contrast, domestic
credit (LDC) and broad money (LBM) exhibit
negligible positive correlations with bank
stability, reflected by coefficients of +0.0415 and
+0.0783, respectively. Moreover, there exists a
strong positive correlation between financial
inclusion (LFI) and GDP (LGDP) (0.986),
suggesting a high degree of association
between these two variables. This high
correlation points to potential multicollinearity,

which warrants the use of robust estimation
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techniques such as Fully Modified Least
Squares (FMOLS) to obtain consistent and

unbiased estimates.

Regarding multicollinearity, the correlation
coefficients for the independent variables are
generally below 0.8, except for LFI and LGDP.
This suggests that multicollinearity is not
severe overall, and there is no significant linear
dependency among most explanatory variables.
Thus, the influence of each variable on the

dependent variable can be distinctly identified.

Heteroskedasticity

The Bruesch-Pagan Godfrey Test probability
value of 0.0321 for the model is less than the
significance level of 0.05. This therefore implies
that the errors are homoscedastic and that we
may fail to reject the null hypothesis that the

errors are homoscedastic.

Regression results

The regression results from the Fully Modified
Least Squares (FMOLS) method show that the
variables LBM, LFI, LDC, and LGDP have
significant relationships with the dependent
variable. LBM has a positive effect, with a
coefficient of 0.102876, indicating that for each
unit increase in LBM, the dependent variable

increases by approximately 0.103 units.
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Table 4: Regression results _ fully modified least squares

Variable Coefficient Std. Error T-statistic Prob.

LBM 0.102876 0.048379 2.126458 0.0505 o
LFI -0.267849 0.044908 -5.964395 0 *
LDC -0.220615 0.046617 -4.732459 0.0003 *
LGDP 0.195355 0.041819 4.671441 0.0003 *
C 2162129 0.115227 18.76416 0

Significance 1% * 5% ** 10% ***

R-squared 0.618463 Mean dependent var 1.68918

Adjusted R-Squared 0.51672 S.D dependent var 0.15309

S.E of regression 0.106426 Sum squared resid 0.169897

Long run variance 0.004586

Source: Author’s computations from Eviews version 12, 2025

On the other hand, LFI and LDC exhibit
negative relationships, with coefficients of -
0.267849 and  -0.220615,
suggesting that higher values of LFI and LDC

respectively,

lead to decreases in the dependent variable.
LGDP, with a positive coefficient of 0.195355,
shows that as LGDP increases, the dependent
variable also increases. The constant term (C) is
2.162129, meaning that when all independent
variables are zero, the dependent variable

equals this value.

The significance of the coefficients is confirmed
by the t-statistics and p-values, with LFI, LDC,
and LGDP being highly significant at the 1%
level, while LBM is significant at the 10% level.
The model explains 61.85% of the variation in
the dependent variable (R-squared), with an
adjusted R-squared of 51.67%, indicating a
relatively good fit. The standard error of
regression (0.106426) suggests a reasonable

level of accuracy in the predictions, and the
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long-run variance value of 0.004586 reflects

the variability explained by the model over time.

DISCUSSION OF RESULTS
Financial Inclusion, Banking
System Stability, and Economic
Development in Zimbabwe

This study highlights the complex relationship
between financial inclusion, banking system
stability, and economic development in
Zimbabwe. Regression results reveal that
financial inclusion (LFI), banking system
stability (LDC), and economic growth (LGDP)
significantly  influence financial system
effectiveness, with implications for livelihoods
and economic stability. The negative coefficient
for LFI (-0.267849) suggests that financial
inclusion may destabilise Zimbabwe’s fragile
financial system. This supports Minsky’s (1986)
Financial Instability Hypothesis, which posits

that while access to finance can promote
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growth, poorly managed inclusion increases
systemic risk. Expanding access without
adequate regulation may lead to defaults, over-
indebtedness, and  financial  volatility.
Zimbabwe’s banking sector already faces
inflation, liquidity constraints, and weak risk
management, making rapid inclusion

potentially destabilising.

Similarly, the negative coefficient for LDC
(-0.220615) reflects the importance of a stable
banking sector. According to Diamond and
Dybvig’s (1983) Theory of Bank Runs, confidence
in banks is critical for economic stability. High
non-performing loans (NPLs), liquidity
shortages, and financial fragility undermine
both inclusion and resilience. Tressel and
Verdier (2008) emphasise that banking stability
is a prerequisite for effective inclusion, a
finding consistent with Zimbabwe's experience.
Conversely, the positive coefficient for LGDP
(0.195355) aligns with Beck, Demirglic-Kunt,
and Levine (2007) and Romer’s (1990)
Endogenous Growth Theory, which suggests
that economic growth drives financial
development. Zimbabwe’s initiatives promoting
mobile money and digital finance (World Bank,
2023) have improved financial access, though
macroeconomic instability continues to limit

broader financial sector development.

The positive coefficient for LBM (0.102876)
highlights the importance of robust banking
models. Nguyen and Dang (2022) argue that
strong risk management and capital adequacy
enable banks to absorb shocks while expanding
services. Strengthening banking operations and
regulatory oversight is essential for achieving
sustainable inclusion without compromising

system stability.

Schumpeter’s (1911) theory of creative
destruction suggests that while financial
innovation promotes growth, unregulated
expansion can  destabilise  institutions.
Zimbabwe’s mobile money growth has
increased financial activity, but vulnerabilities
persist due to inflation, currency volatility, and
regulatory gaps ( Gup, 2004). The Financial
Intermediation Theory (Bagehot, 1873) explains
the role of banks in linking savers and
borrowers to promote growth and inclusion.
Yet, Zimbabwe’s banks face liquidity
constraints, poor credit risk management, and
growing competition from mobile money,
exacerbating systemic weaknesses unless

regulatory integration improves.

Empirical studies echo these findings. Hannig
and Jansen (2010) caution that rapid inclusion in
weak banking environments can destabilise the
sector, a dynamic visible in Zimbabwe. Beck et
al (2007) similarly stress that financial system
stability —underpins successful inclusion.
Despite mobile money expansion, the Reserve
Bank of Zimbabwe (RBZ, 2023) reports
persistent sectoral instability, including high
NPLs and liquidity shortages. Dube (2023)
emphasises the need for regulatory reforms,
financial literacy, and improved bank
capitalisation to balance inclusion with
financial stability. Mavaza (2023) adds that
ensuring banks can absorb growing demand for
services is critical to supporting livelihoods and

sector resilience.

The negative inclusion-stability relationship
aligns with World Bank (2012) and Sahay et al.
(2015), who found that in low-income countries
with weak financial systems, increased credit

access can undermine stability. Zimbabwe’s
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fragile banking sector, with liquidity shortages
and high NPLs, reflects this risk. While some
global studies report positive links between
inclusion and stability (Jungo, Madaleno, and
Botelho, 2022; Al-Smadi, 2018; Morgan and
Pontines, 2014), their focus on more stable
economies limits relevance to Zimbabwe. The
World Bank (2012) and Sahay et al. (2015)
emphasise that weak banking oversight
amplifies the risks of expanded financial access.
In conclusion, this study underscores the dual
role of financial inclusion in promoting growth
and livelihoods while posing stability risks in
fragile economies like Zimbabwe.
Strengthening regulation, improving risk
management, and enhancing financial literacy
are critical to ensuring that inclusion supports

sustainable economic development.

CONCLUSION

This study reveals a negative and statistically
significant relationship between financial
inclusion and financial stability in Zimbabwe,
consistent with Minsky's (1986) Financial
Instability Hypothesis and Diamond and
Dybvig’s (1983) Theory of Bank Runs. While
financial inclusion promotes economic growth,
its rapid expansion in a fragile banking
environment increases systemic risks. The
results show that financial inclusion and
domestic credit negatively affect banking
stability, while GDP and financial sector size
positively influence stability. Poorly regulated
microfinance institutions and weak credit
assessments further amplify vulnerabilities.
Strengthening regulatory frameworks,
enhancing financial literacy, and improving
bank capitalisation are essential to ensure that
financial inclusion supports, rather than

undermines, long-term economic stability.

RECOMMENDATIONS
Government and Regulators

The Reserve Bank of Zimbabwe and relevant
ministries should enhance cybersecurity to
protect digital financial services and prevent
fraud, building public confidence.
Infrastructure development in rural areas,
including roads and electricity, is essential, with
incentives for private investment in ICT. A
supportive legal framework should
accommodate financial technology innovations

without regulatory barriers.

Financial Institutions and Mobile
Network Operators (MNOs)

Banks and MNOs should offer small loans via
mobile banking to financially excluded
individuals and support group savings schemes
like burial societies with multi-signatory
accounts. Expanding branchless banking—via
mobile and agent banking—will cut costs and

improve access.

Central Bank

To restore trust, the central bank must address
high bank charges, low savings returns, and
rigid account-opening procedures while

ensuring financial stability.

Banking Sector

Banks should invest in financial literacy to
educate  underserved  populations and
collaborate on shared infrastructure like ATMs
and mobile banking platforms. A Special
Purpose Vehicle (SPV) can reduce costs and

enhance service delivery.

Private Sector

Banks and MNOs should conduct educational
campaigns on digital financial products,
boosting financial inclusion and sector growth,

especially in rural areas.
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