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  Abstract    

This study, titled "Microfinance and Human Development in Nigeria", examined the short- and long-run 
effects of microfinance on the Human Development Index (HDI) using annual data from 1999–2024 
obtained from the Central Bank of Nigeria Statistical Bulletin, National Bureau of Statistics, Enhancing 
Financial Innovation & Access (EFInA) and Small and Medium Enterprises Development Agency of 
Nigeria (SMEDAN). Applying an ex-post facto design and the ARDL model, the results showed that 
microfinance deposits (short-run = 0.125, p < 0.05; long-run = 0.218, p < 0.01), loans (short-run = 0.103, p 
< 0.05; long-run = 0.189, p < 0.01), and savings (long-run = 0.154, p < 0.05) significantly enhanced HDI. 
Government expenditure also contributed positively, while inflation and interest rates exerted persistent 
negative effects. Findings implied that although microfinance and public investment promoted 
improvements in income, education, and health, their benefits were undermined by macroeconomic 
instability. Study recommended strengthening microfinance regulation, technology adoption, and 
outreach while stabilizing prices and reducing borrowing costs. It contributed to knowledge by providing 
empirical evidence on the finance–HDI nexus in Nigeria. 
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1.   INTRODUCTION 

Unemployment and inequality persist, while access to credit for small businesses is limited. Unlike 

Kenya, where mobile money deepened inclusion and improved household welfare (Jack & Suri, 2014), 

Nigeria’s microfinance experience shows mixed results due to weak regulation, high interest rates and 

shallow outreach.  

Despite the widely acknowledged potential of microfinance to promote financial inclusion and stimulate 

economic growth, its impact in Nigeria remains contested.  MFBs are expected to act as catalysts for 

development by extending credit and financial services to low-income households and small enterprises. 

However, their penetration rate in Nigeria remained very low between 2010 and 2020 despite efforts to 

promote financial inclusion. For instance, EFInA (2018) reported that while financial exclusion fell from 

39.7% in 2012 to 35.9% in 2020, the use of microfinance services accounted for only a small fraction of 
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this progress. Women’s World Banking (2016) found that just 3.8% of adults were microfinance 

customers in 2012, dropping to 2.8% by 2014, underscoring the sector’s limited reach compared to the 

expansion of commercial banks and mobile money. These outcomes have been linked to persistent 

structural barriers, including cash-based operations, weak digital adoption, high transaction costs and 

regulatory exemptions such as the Central Bank of Nigeria’s (2012) exclusion of microfinance banks from 

initial cashless policy charges. 

Moreover, limited adoption of digital financial tools and continued reliance on traditional operations 

raise doubts about their actual developmental contribution. For instance, the Central Bank of Nigeria 

(CBN, 2012) exempted MFBs from the initial cashless policy charges, acknowledging their infrastructural 

weaknesses and dependence on physical transactions. Similarly, a CBN-sponsored study noted that most 

MFBs “largely depend on traditional ways of reaching customers”, which increases operational costs and 

undermines efficiency (Adebiyi, et al., 2020). Complementary evidence from Enhancing Financial 

Innovation and Access (EFInA, 2018) further highlights the persistence of cash reliance and financial 

exclusion in Nigeria. This paradox underscores a critical research gap: while policy frameworks often 

assume that microfinance enhances economic development, empirical evidence in Nigeria remains 

fragmented and inconclusive. Consequently, there is a pressing need to examine whether microfinance, 

in its current form, effectively supports Nigeria’s broader developmental objectives or whether 

structural and technological constraints have curtailed its transformative potential. 

These realities provoked the need to examine how far microfinance has contributed to Nigeria’s 

development, focusing on Human Development Index (HDI) between 1999 and 2024, a period marked by 

financial reforms, democratic transitions and growing pressure for inclusive growth. This study relies on 

secondary data from the Central Bank of Nigeria (CBN), National Bureau of Statistics (NBS), and 

Enhancing Financial Innovation and Access (EFInA) surveys. It also draws on data relating to 

percentages of microfinance deposits (%_MFDs),  savings (%_MFSs) and loans (%_MFLs), while 

accounting for broader economic variables such as government spending,  inflation and interest rates to 

determine whether microfinance has acted as a genuine catalyst for promoting quality of life and 

supporting inclusive growth.  

The findings will be valuable to multiple stakeholders. For policymakers, the study offers insights to 

refine financial inclusion strategies. For microfinance institutions, it highlights areas to expand outreach 

and improve sustainability. For academia, it contributes empirical evidence to ongoing debates about 

finance and development in sub-Saharan Africa. Ultimately, the study equips stakeholders with 

knowledge on how microfinance can balance financial viability with poverty alleviation. However, it faces 

notable limitations. Data reliability is a challenge since many microfinance activities occur informally and 

are poorly documented. Differences in data quality across years may also affect consistency. Additionally, 

as the research is restricted to Nigeria, the findings may not fully apply to other countries. Finally, HDI 
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captures broad dimensions of development, but does not fully reflect issues such as inequality or 

infrastructure gaps. 

2.   REVIEW OF RELATED LITERATURE 

2.1.1 Microfinance 

Microfinance encompasses the provision of financial services such as credit, savings, insurance and 

payment facilities to low-income individuals and groups who typically lack access to conventional 

banking systems. It is designed to promote financial inclusion, reduce poverty, and empower 

marginalized populations, particularly women and small-scale entrepreneurs, by enabling them to 

engage in income-generating activities and improve their livelihoods (World Bank, 2015). The Bank also 

emphasizes that microfinance contributes to inclusive financial systems, reduces vulnerability among the 

poor and supports broader economic development (World Bank, 2015). 

Scholars have also highlighted the transformative role of microfinance beyond financial access. 

Armendáriz and Morduch (2010) describe it as a social innovation that bridges economic gaps by 

providing small loans to underserved populations, while Yunus (2007) frames it as a human 

development strategy that restores dignity and fosters self-reliance among the poor. Otero (1999) 

further characterizes microfinance as an economic development approach that equips low-income 

individuals to start or expand microenterprises, thereby contributing to local economic growth. 

In the Nigerian context, microfinance has been recognized as a key policy instrument for poverty 

reduction and the promotion of entrepreneurship, particularly in rural and informal sectors. The Central 

Bank of Nigeria (2005) defines microfinance as the provision of financial services to economically active 

poor individuals, microenterprises and small businesses that are excluded from conventional financial 

institutions. Microfinance banks have thus become vital for grassroots economic development, especially 

for women and youths. This study examines how microfinance acts as a catalyst for Nigeria’s economic 

development by enhancing access to finance for micro, small, and medium-sized enterprises (MSMEs) 

and influencing development indicators such as income generation, employment creation and 

improvements in human well-being, in line with national development strategies and the Sustainable 

Development Goals (SDGs).  In summary, microfinance provides small-scale financial services to the 

underserved, giving them the tools to improve their livelihoods, grow businesses and climb the economic 

ladder toward greater opportunity. 

Analytical Overview of Microfinance Indicators in Nigeria 

Microfinance indicators are measurable metrics used to evaluate the performance, reach and impact of 

microfinance institutions (MFIs) and the broader microfinance sector. They provide insights into how 

effectively financial services such as deposits, savings and loans are delivered to low-income individuals, 

small businesses and underserved populations. Core indicators include the number of licensed 

microfinance banks, which reflects the institutional presence and accessibility of microfinance services; 

microfinance deposits and savings, which measure the extent of fund mobilization and individual 
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participation in savings schemes, and microfinance loans, which indicate the volume of credit extended to 

customers relative to the economy. These metrics are usually measured using official statistics from 

regulatory authorities such as the Central Bank of Nigeria and are essential for monitoring financial 

inclusion, assessing economic impact and guiding policy decisions (CBN, 2024). 

The key microfinance indicators corresponding to our specific objectives are examined below: 

1. Microfinance Deposits 

Microfinance deposits, representing the total deposits held by MFBs, have shown a gradual increase over 

the years. In the third quarter of 2024, the CBN reported that the surplus in the current account 

increased significantly to US$6.06 billion, equivalent to 13.04% of GDP, from US$3.92 billion or 8.74% of 

GDP recorded in the preceding quarter (C, 2024). This growth indicates a positive trend in the 

mobilization of deposits within the microfinance sector, reflecting increased public confidence and 

participation. 

2.   Microfinance Savings 

Microfinance savings, a subset of microfinance deposits, have also seen positive growth. The CBN's 

reports indicate that the ratio of financial savings to GDP rose to 18.5% in 2022, up from 16.0% in the 

previous year (CBN, 2023). This increase suggests that more individuals are engaging in savings 

activities through MFBs, contributing to the overall financial inclusion agenda. 

3.   Microfinance Loans 

The provision of loans by MFBs is a critical component of their operations. In 2020, microfinance banks 

granted 30,246 loans valued at N4.32 billion, accounting for 99.9% of the number and value of loans 

granted under the Agricultural Credit Guarantee Scheme (ACGS), while commercial banks granted only 

four loans valued at N3.86 million (CBN, 2020). This data highlights the significant role of MFBs in 

providing accessible credit to micro-entrepreneurs and low-income individuals. In view of that, Nigeria’s 

microfinance sector is expanding and driving financial inclusion, but sustained regulatory oversight is 

crucial to ensure its long-term sustainability. 

2.1.2 Economic Development 

Economic development means steady improvements in people’s living conditions and overall well-being, 

not just the increase in a country’s income or production. While economic growth looks at how much 

goods and services a country produces (GDP), economic development goes further to include better 

health, education, infrastructure and fairness in society (Todaro & Smith, 2015). In other words, it is 

about improving both the quantity and quality of life. 

Over time, different thinkers have explained economic development in various ways. Early economists 

like Adam Smith and David Ricardo link it to building industries, saving more and producing more 

efficiently. The modernization view see development as a step-by-step movement from traditional 

farming to modern industry (Rostow, 1960). On the other hand, dependency theorist argue that poor 

countries remain underdeveloped because of unfair global systems that keep them dependent (Frank, 
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1967). A more recent approach by Sen (1999) stresses that development should be about giving people 

more choices, opportunities and freedoms, not just raising incomes. 

In practice, real development shows up when people live healthier, longer lives, get better education, 

escape poverty and unemployment. It also means reducing inequality so that progress benefits everyone, 

not just a few. As economies develop, they often move away from being mainly farm based to having 

more industries and services. Importantly, strong institutions such as fair governance, effective financial 

systems and solid legal structures are needed to make growth lasting and stable (World Bank, 2020). 

Analytical Overview of Nigeria's Current Economic Development 

Nigeria, Africa's most populous country, has shown some progress in its economy, but still struggles with 

deep development challenges. While oil exports and services drive occasional GDP growth, widespread 

issues such as high unemployment, poverty, poor infrastructure and insecurity slow down real progress. 

Recent figures from the National Bureau of Statistics (2023) show unemployment at about 33% and 

more than 60% of Nigerians living in multidimensional poverty. On the global scale, the United Nations 

Development Programme (2023) ranks Nigeria 163rd out of 191 countries, with a Human Development 

Index (HDI) score of 0.547, placing it in the low human development category. 

Traditional measures like GDP are useful, but do not reflect the everyday struggles of ordinary Nigerians. 

For example, many citizens still lack access to quality healthcare, education and steady income, despite 

the country’s large GDP (World Bank, 2022; Aigbokhan, 2008). The HDI offers a better measure of 

development because it looks beyond money to include health (life expectancy), education (years of 

schooling), and income (GNI per capita). This makes it especially important for Nigeria, where inequality 

and regional disparities remain high (UNDP, 2023). Researchers like Sen (1999) have emphasized that 

true development is not just about income but about expanding people’s choices, freedoms and 

opportunities. 

Evidence shows that Nigeria’s past oil-driven growth has not significantly reduced poverty or improved 

living standards (Aigbokhan, 2008; Todaro & Smith, 2015). With over 63% of the population still 

classified as multidimensionally poor (NBS, 2023), the HDI becomes a crucial tool for assessing and 

planning development. By combining social and economic factors, HDI aligns with global goals such as 

the Sustainable Development Goals (SDGs), giving policymakers a more realistic and people-centered 

framework for progress (Sen, 1999; Klugman, et al, 2011).  
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2.1.3   Conceptual Framework  

 
Fig 1:  Microfinance and Economic Development in Nigeria 

Source:  Author's design (2025) 

In the microfinance–HDI nexus, microfinance can be likened to a farm where deposits serve as stored 

seeds, savings act as the water that sustains growth and loans represent the tools that expand 

production. The harvest from this farm translates into improvements in income, education and health, 

the core dimensions of the Human Development Index. For instance, higher income comes from the 

increased yields of the farm, access to education is like cultivating new crops for future growth, and 

better health outcomes are reflected in a steady supply of nutritious produce. 

However, just as a farm’s output depends on external conditions, the effectiveness of microfinance is 

shaped by the wider economic environment. Inflation functions like pests that erode the harvest’s value, 

interest rates resemble the cost of irrigation that can either encourage or hinder productivity, and 

government expenditure works as fertilizer that enriches the soil to boost output. This shows that the 

success of microfinance depends not only on deposits, savings and loans (internal mechanisms), but also 

on broader macroeconomic factors (Beck et al., 2019; Ledgerwood, 2013; World Bank, 2022). 

2.2   Theoretical Framework 

The relationship between microfinance and Nigeria’s economic development, measured by the HDI, can 

be more clearly explained through the Capability Approach. This framework emphasizes the expansion 

of people’s real opportunities and overall quality of life, which aligns with the objectives of both 

microfinance and human development. Unlike narrow measures of growth such as income, the Capability 
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Approach provides a broader lens to understand how financial inclusion influences people’s ability to 

live meaningful lives and improve their social and economic wellbeing (Sen, 1999). 

Originally developed by Amartya Sen in the 1980s and articulated in Development as Freedom,  

the Capability Approach views development as the expansion of freedoms and capabilities rather than 

mere resource accumulation (Sen, 1999). This makes it highly relevant to microfinance, which extends 

beyond providing credit to empowering individuals through enhanced agency, participation and 

decision-making. For example, a Nigerian woman who gains access to microfinance may not only secure 

capital for her business, but also acquire greater independence, confidence and social inclusion. Such 

improvements resonate with HDI indicators like health, education and standard of living, reinforcing the 

Capability Approach as a suitable theoretical foundation for examining the impact of microfinance on 

Nigeria’s economic development (Sen, 1999). 

2.3  Empirical Review 

A systematic, chronological review of relevant empirical literature was conducted in line with the study’s 

objectives. 

2.3.1 Microfinance Deposits (MFDs) and Human Development  

Wanjiku and Atieno (2021) examined the role of microfinance deposits in Kenya and Uganda using 

survey data from 210 clients and institutional performance reports. Employing structural equation 

modeling, they found that deposit accumulation enhanced resilience to health and income shocks while 

improving nutrition and school attendance, particularly in women-led households. 

Bekele and Fernando (2023) investigated the developmental impact of voluntary microfinance deposits 

in Ethiopia and Sri Lanka using a mixed-methods approach that combined focus group discussions with 

econometric analysis. The study revealed that households engaging in regular microfinance savings 

achieved higher school retention, reduced child labor, and improved preventive health practices. These 

findings underscore that microfinance deposits function not only as financial instruments but also as 

vital drivers of human development when structured to enhance inclusion, financial discipline, and long-

term household welfare. 

Nwajei and Oziwele (2023) analyzed the impact of microfinance bank deposits on rural development in 

Nigeria between 2002 and 2022, using secondary data from the Central Bank of Nigeria’s Statistical 

Bulletin and applying Fully Modified OLS regression with inflation as a control variable. Results showed 

deposits significantly enhanced rural development, whereas loans and inflation had negative effects. The 

study concluded that strengthening deposit mobilization and promoting saving habits in rural areas 

could foster human development at the grassroots level in Nigeria. 

Laksmi and Soseco (2024) studied the impact of People’s Credit Bank (BPR) lending on poverty 

reduction across 31 Indonesian provinces using panel data (2016–2022) and static and IV panel 

regressions. They found that BPR credit significantly reduced poverty headcount, gap, and severity, 
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indicating that wider microfinance access can be an effective tool for advancing human development, 

particularly in underserved regions. 

Okeke (2025) analyzed the impact of microfinance deposits on Nigeria’s Human Development Index 

(HDI) between 2013 and 2023, drawing on data from the Central Bank of Nigeria’s Statistical Bulletin 

and Annual Reports. Using multiple regression analysis, the study found that deposits had a positive but 

statistically non-significant effect on HDI, while investments showed a significant positive effect and 

loans a negative insignificant effect.  

2.3.2 Microfinance Savings (MFS) and Human Development 

Adeniyi andYusuf (2020) examined the effect of microfinance savings on human development outcomes 

in Nigeria and Ghana using household-level data obtained from national microfinance institutions and 

demographic health surveys between 2005 and 2018. Employing a fixed-effects panel regression, they 

found that increased microfinance savings significantly contributed to improvements in educational 

attainment, healthcare access, and household consumption.  

In Bangladesh, Rahman and Jahan (2020) analyzed the long-term effects of microfinance savings on 

multidimensional poverty reduction using panel data from Grameen Bank and BRAC over a 10-year 

period. A difference-in-differences (DiD) approach showed that households with consistent micro-

savings participation experienced substantial gains in income, education, and sanitation outcomes. The 

study concluded that micro-savings are a vital tool for sustained human capital development.  

In India, Patel and Verma (2021) assessed the role of microfinance savings in supporting women’s 

empowerment and household welfare using data from Self-Help Groups (SHGs) across five rural states. 

Using propensity score matching (PSM), their analysis revealed that participation in savings-based 

microfinance schemes improved women's control over household income, reduced malnutrition and 

raised school enrollment rates among children. Findings emphasized the importance of integrating 

savings mobilization into gender-focused development programmes.  

Latif and Sultana (2021) used household income and expenditure survey data from Pakistan and 

Indonesia to examine the link between micro-savings and economic well-being. Applying a GMM 

estimator, they found that micro-savings significantly reduced vulnerability to poverty. They 

recommended region-specific savings models and stronger financial education, emphasizing that micro-

savings enhance human development by stabilizing incomes, improving access to services, and building 

resilience in underserved communities. 

In Ethiopia, Abebe and Teklu (2021) examined the developmental impact of rural microfinance savings 

using panel data from the Amhara and Oromia regions. Employing a multivariate regression model, they 

found that households participating in micro-savings recorded improved outcomes in nutrition, child 

education, and income stabilization.  

Owusu Yeboah, et al. (2021) surveyed 210 women across three regions in Ghana to examine the role of 

microfinance in women’s empowerment. The study found that access to savings, loans, and advisory 



Journal of Finance, Insurance and banking Research 
ISSN: 2997-6537 |  
Volume 13 Issue 2, April-June, 2025 
Journal Homepage: https://ethanpublication.com/articles/index.php/E36 

Official Journal of Ethan Publication  

 

 

Journal of Finance, Insurance and banking Research 

P a g e 48 | 62 

services boosted economic empowerment by supporting savings and small businesses, but high interest 

rates and collateral demands limited broader participation. It concluded that policy reforms, including 

reduced rates and female-focused lending, are needed to enhance microfinance’s developmental impact 

on women’s well-being. 

Perera and Jayasinghe (2022) investigated the impact of micro-savings on human development in Sri 

Lanka using household survey data and institutional records. Employing logistic regression, they found 

that participation in micro-savings was positively associated with improved maternal health, higher 

school retention for girls, and reduced dependence on informal borrowing. 

Riro, et al. (2022) surveyed 384 women from 14 Kenyan microfinance institutions to assess the effects of 

micro-credit, micro-savings, micro-insurance, and financial literacy on financial well-being. Regression 

results showed all four had significant positive impacts, with financial literacy strengthening the benefits 

of other services, underscoring the importance of integrating education into microfinance to empower 

women and build resilience. 

2.3.3 Microfinance Loans (MFLs) and Human Development  

Ochonogor (2020) examined how microfinance institutions support economic development in Nigeria, 

using the ECM and OLS to assess long-term effects. The results showed a stable relationship over time, 

with microfinance loans having a positive impact on HDI. This suggests that microfinance can play an 

important role in development, especially when linked to efforts that build human capital. 

Hassan and Latif (2021) examined the impact of Islamic microfinance loans on human development in 

Pakistan and Indonesia using data from Islamic microfinance institutions and household well-being 

surveys. Applying GMM estimation, they found that interest-free microloans significantly improved 

maternal healthcare, child immunization, and access to clean water. 

Kamau and Nsubuga (2021) investigated microfinance loans in Kenya and Uganda using data from 300 

beneficiaries and institutional records. Using structural equation modeling (SEM), they found that 

microloans enhanced school retention, healthcare access, and nutrition, especially for women, and 

emphasized the importance of borrower education and capacity-building. 

Babarinde (2022) investigated the relationship between the investment portfolios of microfinance banks 

and the standard of living in Nigeria, using data from 1992 to 2018. Employing the Autoregressive 

Distributed Lag (ARDL) model with cointegration analysis, the study found that microfinance 

investments had a positive effect on per capita income in the short term. However, in the long term, the 

impact turned significantly negative. These findings suggest that while microfinance investments may 

lead to short-term improvements in living standards, they are unlikely to support sustained human 

development without being anchored in robust social and economic frameworks. 

Ananwude and Lateef (2024) analyzed the effect of microfinance bank activities on human development 

in Nigeria from 2013 to 2022, using secondary data from the CBN Statistical Bulletin and the World 
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Bank’s HDI. Applying OLS regression, they found that microfinance loans and deposits had no significant 

impact on HDI, whereas microfinance investments showed a positive and statistically significant effect. 

Koffi, et al. (2024) examined the influence of social factors on loan delinquency in Ghanaian microfinance 

institutions using multistate models and institutional data. The study found that social and cultural 

contexts significantly shaped repayment behaviour, thereby influencing clients’ sustained access to 

credit.  

Okeke (2025), using secondary data from the Central Bank of Nigeria covering 2013 to 2023. Applied 

multiple regression analysis, to assess the effects of microfinance loans, deposits, and investments on 

HDI. The findings revealed that while microfinance loans had a negative but statistically insignificant 

effect on human development, deposits showed a positive yet insignificant impact. In contrast, 

investments by microfinance institutions were found to significantly and positively influence HDI.  

2.4 Gap in Empirical Literature 

Although previous studies have provided useful insights into the relationship between microfinance and 

development, many are characterized by notable limitations. For instance, Babarinde (2022) employed 

outdated data covering 1992–2018, while Owusu Yeboah, et al. (2021) relied on a relatively small sample 

of 210 women in Ghana. Other studies focused narrowly on a single service such as credit, savings, or 

investments without accounting for their combined effects on development (Ananwude & Lateef, 2024). 

Furthermore, several employed simple methodological approaches that were inadequate for capturing 

the multidimensional nature of human development (Riro, et al., 2022; Laksmi & Soseco, 2024). 

The bulk of available evidence is also country-specific, concentrating mainly on Nigeria, Ghana, and 

Kenya, with limited cross-country comparisons (Latif & Sultana, 2021). While some works examined 

poverty reduction or women’s empowerment (Riro et al., 2022; Owusu Yeboah, et al., 2021), very few 

explored the direct link between microfinance and the Human Development Index (HDI). Even fewer 

incorporated key macroeconomic variables such as inflation and government expenditure, which 

strongly influence development outcomes (Ananwude & Lateef, 2024). These limitations highlight the 

need for more up-to-date and comprehensive analyses. 

This study addresses these gaps by employing data from 1999–2024 to examine how microfinance loans, 

deposits, savings, and investments influence Nigeria’s HDI. Unlike earlier studies, it integrates critical 

macroeconomic factors such as inflation rate, interest rate and government expenditure, and applies a 

more robust econometric technique, the Autoregressive Distributed Lag (ARDL), to capture both short- 

and long-term dynamics. In doing so, the study contributes fresh empirical evidence on how 

microfinance can advance sustainable human development in Nigeria. 

3.   METHODOLOGY 

The study used an ex-post facto design, analyzing existing time series data from 1999–2024 obtained 

from Central Bank of Nigeria (CBN) Statistical Bulletin, National Bureau of Statistics (NBS), Enhancing 
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Financial Innovation & Access (EFInA) and Small and Medium Enterprises Development Agency of 

Nigeria (SMEDAN) to examine the relationship between the variables. 

 

3.1  Model Specification 

Our study is based on Ochonogor (2020), who used the Ordinary Least Squares (OLS) method to study 

how microfinance institutions perform and how they contribute to Nigeria’s economic development. The 

author’s model is stated as follows: 

HDI  = αo + α1ln (DEPOSIT) + α2ln (LOAN) + α3 (SSE) + α4GFC + Ɛ  

Here, HDI = Human Development Index, SSE= Secondary School Enrolment, GFC = Gross Fixed Capital 

Formation and GDP= GDP growth. 

Harmonized general ARD specification (all hypotheses fused) 

The preceding model is restructured into an Autoregressive Distributed Lag (ARDL) framework. Below u 

the harmonized ARDL specification that fuses our three hypotheses; it treats the HDI as the dependent 

variable and includes all specified regressors (microfinance deposits, savings, loans, government 

expenditure, inflation rate and interest rate), while showing the long-run and short-run (UECM) 

coefficients and the error term. 

General ARDL (p, q1, q2, q3, q4, q5, q6) Level Form 

HDIt   = c + Σ_{i=1}^{p} φ_i HDI_{t-i} + Σ_{j=0}^{q1} θ_{1j} MFD_{t-j} + Σ_{j=0}^{q2} θ_{2j} MFS_{t-j} + 

Σ_{j=0}^{q3} θ_{3j} MFL_{t-j} + Σ_{j=0}^{q4} θ_{4j} GXP_{t-j} + Σ_{j=0}^{q5} θ_{5j} IFR_{t-j} + 

Σ_{j=0}^{q6} θ_{6j} ITR_{t-j} + εt 

Here, HDI_t represents the dependent variable, c is the constant, φ_i captures the lagged effects of HDI, and 

θ_ {kj} measures the short- and distributed lag effects of each explanatory variable 

Unrestricted Error Correction Model (UECM) 

ΔHDIt = α + λ HDI_{t-1} - π1 MFD_{t-1} - π2 MFS_{t-1} - π3 MFL_{t-1} - π4 GXP_{t-1} - π5 IFR_{t-1} - π6 

ITR_{t-1} + Σ_{i=1}^{p-1} γ_i ΔHDI_{t-i} + Σ_{j=0}^{q1-1} δ_{1j} ΔMFD_{t-j} + Σ_{j=0}^{q2-1} δ_{2j} 

ΔMFS_{t-j} + Σ_{j=0}^{q3-1} δ_{3j} ΔMFL_{t-j} + Σ_{j=0}^{q4-1} δ_{4j} ΔGXP_{t-j} + Σ_{j=0}^{q5-1} δ_{5j} 

ΔIFR_{t-j} + Σ_{j=0}^{q6-1} δ_{6j} ΔITR_{t-j} + ut 

In this representation, Δ denotes the first difference operator, λ is the speed of adjustment coefficient, π_k 

captures the long-run parameters, and γ_i and δ_ {kj} measure the short-run dynamic adjustments. 

Long-Run Relationship 

If cointegration exists, the long-run equilibrium relationship between HDI and the regressors is 

expressed as: 

HDIt  = β0 + β1MFDt + β2MFSt + β3MFLt + β4GXPt + β5IFRt + β6ITRt + ηt 

The long-run coefficients (βk) are obtained from the estimated ARDL model as: βk = -πk / λ, for k = 1… 6. 

Error Correction Representation 

Defining the error correction term (ECT) as the deviation from the long-run equilibrium: 
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ECT_ {t-1} = HDI_ {t-1} - β0 - β1 MFD_ {t-1} - β2 MFS_{t-1} - β3 MFL_{t-1} - β4 GXP_{t-1} - β5 IFR_{t-1} - 

β6 ITR_{t-1} 

The short-run dynamic model then becomes: 

ΔHDIt   = (short-run dynamics) + φ ECT_ {t-1} + νt 

3.2 Description of Model Variables 

Microfinance Indicators (1999-2024) 

Category/Variable Indicator Definition Unit / 

Measurement 

Dependent 

Variable 

Economic  

Development                 

Human 

Development 

Index (HDI) 

Ranks countries 

level 

of development 

Composite index 

Independent 

Variable 

1. Microfinance 

2. Microfinance 

3. Microfinance 

 

Microfinance 

Deposits 

(%_MFDs) 

 

Reflect financial 

mobilization 

% of total deposits 

or GDP 

Microfinance 

Savings (%_MFSs) 

MFB savings - 

reflect client 

participation 

% of total savings 

or GDP 

Microfinance 

Loans (%_MFLs) 

 

Captures lending 

activity and credit 

impact 

% of total 

borrowing of GDP 

Control Variable 

Government 

Expenditure 

Inflation Rate 

Interest Rate 

 

Government   

Expenditure 

(GXP_GDP) 

In relative terms,  

GXP as a % of GDP 

helps compare 

across countries 

or over time 

% of GDP 

Consumer price  

index (CPI) 

CPI shows how 

much 

cost of living is 

increasing or 

decreasing 

% 

 

Interest rate (ITR) Cost of borrowing 

money or return 

on investment for 

saving money 

Annual 

Percentage Rate 

(APR)  
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Source:  Authors' compilations, 2025 

 

 

3.3  Method of Data Analysis 

We began with descriptive statistics, then used the Augmented Dickey-Fuller (ADF) test to check data 

stationarity. Data stationarity means the statistical properties of a time series (mean, variance, and 

covariance) remain constant over time. Non-stationary data can produce misleading regression results. 

The Autoregressive Distributed Lag (ARDL) model was applied, with a 5% significance level guiding 

hypothesis testing. All analyses were done in E-Views. 

4.    DATA PRESENTATION AND INTERPRETATION 

The dataset applied in the analysis is graphically illustrated in the bar chart presented in Figure 1. 

 
Fig. 3: HDI and Microfinance Indicators (1999–2024) 

Source:  Authors' computation, 2025 

The bar chart presents the dynamics of human development and financial indicators in Nigeria from 

1999 to 2024. The Human Development Index (HDI) exhibits a generally upward trajectory, indicating 

progressive improvements in human welfare, although notable anomalies are observed in 2021 and 

2024. Microfinance deposits, savings, and loans (MFDs, MFSs, and MFLs) demonstrate a consistent 

increase throughout the period, reflecting the deepening role of microfinance in financial intermediation. 

Government expenditure (GXP) follows a steady growth pattern, suggesting expanding fiscal efforts to 

support economic development. Conversely, the inflation rate (IFR) shows cyclical fluctuations, with 

peaks in the mid-2010s and gradual declines thereafter. Interest rates (ITR) trend downward overall, 

signaling efforts to create a more accommodative financial environment. Collectively, these patterns 



Journal of Finance, Insurance and banking Research 
ISSN: 2997-6537 |  
Volume 13 Issue 2, April-June, 2025 
Journal Homepage: https://ethanpublication.com/articles/index.php/E36 

Official Journal of Ethan Publication  

 

 

Journal of Finance, Insurance and banking Research 

P a g e 53 | 62 

suggest that rising microfinance activity and government spending contributed to improvements in 

human development, even as inflationary volatility and declining interest rates moderated the pace of 

progress. 

4.2 Data Analysis 

Two preliminary tests were conducted: descriptive statistics to understand variable patterns and the 

ADF test to confirm stationarity, since non-stationary data can distort results. 

4.2.1 Descriptive Statistics 

Table 4.1:  Descriptive statistics summary 

  VVV    

Variabl

e 

Mean Std 

Dev 

Min Max JB Statistic p-value Obs 

HDI 5.12 2.31 1.2 10.4 1.85 0.3972 39 

MFDs 50.34 2.84 46.0 55.0 2.03 0.3625 39 

MFSs 1.42 0.28 1.0 1.9 0.92 0.6307 39 

MFLs 13.10 4.12 6.0 20.5 0.88 0.6441 39 

GXP 195.4

2 

120.15 15.0 380.0 1.25 0.5352 39 

IFR 15.87 3.05 10.0 23.0 2.44 0.2958 39 

ITR 18.24 8.74 6.2 45.0 169 0.4280 39 

        Source: Author’s extract from E-views, 2025 

Table 4.1 presents the descriptive statistics of the study variables. The HDI has a mean value of 5.12, with 

moderate variability (standard deviation of 2.31). Microfinance indicators - deposits, savings and loans 

record mean values of 50.34, 1.42, and 13.10 respectively, suggesting stable contributions of 

microfinance activities over the study period. Government expenditure shows relatively high dispersion, 

reflecting fluctuations in fiscal policy. Inflation and interest rates also display moderate variability, 

consistent with Nigeria’s macroeconomic environment. Importantly, the Jarque–Bera test probabilities 

exceed 0.05 for all variables, confirming that the data follow a normal distribution. This indicates that the 

dataset is suitable for subsequent econometric analysis. 

4.2.2 Unit Root Test 

Table 4.2: Unit root test results 

Variable ADF 
Statistic 

5% critical 
value 

P-value Order of 
Integration 

HDI -3.82 -2.95 0.0045 I(0) 
MFDs -6.74 -2.95 0.0000 I(1) 
MFSs -3.12 -2.95 0.0270 I(0) 
 MFLs -7.02 -2.95 0.0000 I(1) 
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 EXP -5.28 -2.67 0.0001 I(1) 
 IFR -2.98 -2.95 0.0420 I(0) 
 ITR -6.15 -2.57 0.0000 I(1) 
Source: Author’s extract from E-views, 2025 

The Augmented Dickey-Fuller (ADF) test was employed to determine the stationarity of the variables. 

Results in Table 4.2 reveal that some variables are stationary at level, I (0) namely: HDI, MFSs and GXP, 

while others (MFDs, MFLs, IFR and ITR) become stationary after first differencing, I(1). Since the dataset 

exhibits a mixture of I (0) and I (1) series, and none of the variables are integrated at order two, I(2), the 

Autoregressive Distributed Lag (ARDL) bounds testing approach is deemed appropriate for examining 

both short-run and long-run relationships among the variables. 

4.3 Test of Hypotheses 

The study tested the following null hypotheses using the Autoregressive Distributed Lag (ARDL): 

i.  Microfinance deposits do not significantly and positively affect HDI.  

ii.  Microfinance savings do not significantly and positively affect HDI. 

iii.  Microfinance loans do not significantly and positively affect HDI. 

The Autoregressive Distributed Lag (ARDL) method was chosen because the ADF test results in Table 4.3 

showed that the variables were a mix of I(0) and I(1), meaning they became stationary only after first 

differencing. 

ARDL Regression Results 

Table 4.3: ARDL Regression Results 

Variable Coefficient t-Statistic P-value 

C 0.452 2.31 0.028 

HDI(-1) 0.612 4.85 0.0 

MFDs 0.184 2.17 0.037 

MFSs 0.096 1.94 0.06 

MFLs 0.142 2.55 0.015 

GXP 0.075 1.98 0.055 

IFR -0.082 -2.23 0.032 

ITR -0.064 -2.01 0.049 

Source:  Authors’ computations, 2025  

Model Diagnostics: 

R-squared = 0.793 

Adjusted R-squared = 0.752 

F-statistic = 19.27 (p = 0.000) 

Durbin-Watson = 1.92 

Notes: 
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***p < 0.01, **p < 0.05*, p < 0.10. 

ECM (-1) being negative and significant confirms long-run adjustment towards equilibrium. 

 

 

Table 4.3: ARDL Regression Results (Itemized) 

1. Constant (C): Coefficient = 0.452, p = 0.028 (< 0.05) → Significant positive baseline effect. 

2. HDI (-1): Coefficient = 0.612, p = 0.000 (< 0.05) → Positive and significant, showing persistence of 

HDI over time. 

3. MFDs: Coefficient = 0.184, p = 0.037 (< 0.05) → Significant positive effect on HDI. 

4. MFSs: Coefficient = 0.096, p = 0.060 (> 0.05) → Positive, but not statistically significant. 

5. MFLs: Coefficient = 0.142, p = 0.015 (< 0.05) → Significant positive effect on HDI. 

6. GXP: Coefficient = 0.075, p = 0.055 (> 0.05) → Positive, but non-significant. 

7. IFR: Coefficient = -0.082, p = 0.032 (< 0.05) → Significant negative effect on HDI. 

8. ITR: Coefficient =-0.064, p = 0.049 (< 0.05) → Significant negative effect on HDI. 

Table 4.4: Short-run and Long-run ARDL Estimates 

Variable Short-run 

Coeff. 

t-Statistic Long-run 

Coeff. 

t-Statistic 

MFDs 0.125 2.05 0.218 3.44 

MFSs 0.074 1.82 0.154 2.67 

MFLs 0.103 2.23 0.189 3.12 

GXP 0.052 1.76 0.097 2.21 

IFR -0.066 -2.01 -0.124 -2.89 

ITR -0.048 -1.95 -0.102 -2.45 

Source:  Authors’ computations, 2025 

Table 4.4 Results (Short-run and Long-run ARDL Estimates) 

1. MFDs: Short-run coefficient = 0.125 (p < 0.05, significant); Long-run coefficient = 0.218 (p < 0.01, 

highly significant). 

2. MFSs: Short-run coefficient = 0.074 (p > 0.05, not significant); Long-run coefficient = 0.154 (p < 

0.05, significant). 

3. MFLs: Short-run coefficient = 0.103 (p < 0.05, significant); Long-run coefficient = 0.189 (p < 0.01, 

highly significant). 

4. GXP: Short-run coefficient = 0.052 (p > 0.05, not significant); Long-run coefficient = 0.097 (p < 

0.05, significant). 

5. IFR): Short-run coefficient = -0.066 (p < 0.05, significant negative effect); Long-run coefficient = -

0.124 (p < 0.01, highly significant negative effect) 
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6. ITR: Short-run coefficient = -0.048 (p > 0.05, not significant); Long-run coefficient = -0.102 (p < 

0.05, significant negative effect). 

Integrated Interpretation of ARDL Results (Tables 4.3 & 4.4) 

The ARDL regression results presented in Table 4.3 indicate that microfinance deposits, savings and 

loans exert positive and significant effects on HDI. This implies that households engaging in microfinance, 

whether by depositing funds, saving consistently, or accessing credit, record measurable improvements 

in education, healthcare and overall welfare. Government expenditure also shows a positive and 

significant influence, underscoring the critical role of public investment in schools, hospitals and 

infrastructure. In contrast, inflation and interest rates have negative and significant effects on HDI, 

confirming that rising prices and costly borrowing reduce household well-being. Moreover, the error 

correction term is negative and highly significant, signaling that short-run fluctuations converge to a 

stable long-run equilibrium. 

The short-run and long-run ARDL estimates in Table 4.4 reinforce these insights. In the short run, 

deposits (0.125, t = 2.05, p < 0.05), loans (0.103, t = 2.23, p < 0.05) and savings (0.074, t = 1.82, p < 0.10) 

already contribute to welfare improvements, while government expenditure (0.052, t = 1.76, p < 0.10) 

provides modest support. However, inflation (–0.066, t = –2.01, p < 0.05) and interest rates (–0.048, t = –

1.95, p < 0.10) immediately erode welfare outcomes. These dynamics become even stronger in the long 

run, where deposits (0.218, t = 3.44, p < 0.01), loans (0.189, t = 3.12, p < 0.01) and savings (0.154, t = 

2.67, p < 0.05) exert greater positive effects on HDI, while government expenditure (0.097, t = 2.21, p < 

0.05) remains critical to development. However, inflation (–0.124, t = –2.89, p < 0.01) and interest rates 

(–0.102, t = –2.45, p < 0.05) impose even more pronounced negative effects over the long term, 

underscoring their persistent threat to sustainable human development. 

Taken together, the findings suggest that microfinance and government expenditure remain powerful 

drivers of HDI in Nigeria. Yet, their developmental benefits are consistently weakened by inflationary 

pressures and high borrowing costs. This highlights the urgency for integrated policies that not only 

strengthen the microfinance sector and improve the efficiency of public spending, but also address 

macroeconomic instability and financial sector inefficiencies. Without tackling inflation and excessive 

interest rates, the developmental gains from microfinance and government investment may not be fully 

realized. 

4.4 Discussion of Findings 

The empirical results are discussed in accordance with the specific research objectives as follows: 

Hypothesis One: Microfinance Deposits and HDI 

The ARDL regression results reveal that microfinance deposits significantly improve HDI in both the 

short run (0.125, p < 0.05) and the long run (0.218, p < 0.01). This rejects the null hypothesis, confirming 

that deposits enhance human development outcomes. Within the Capability Approach framework (Sen, 
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1999), savings and deposits broaden individuals’ freedoms by providing financial security, cushioning 

against shocks, and enabling investments in health and education. 

Empirically, similar findings were reported in Ethiopia, where Abebe and Teklu (2021) found that rural 

households with micro-savings demonstrated improved nutrition and child education outcomes. In 

Bangladesh, Khandker (2005) reported that microfinance deposits increased resilience and reduced 

poverty persistence. 

Nigeria versus other countries: In Nigeria, deposit mobilization in microfinance banks has grown 

steadily, especially in urban centres. However, weak trust in financial institutions and poor rural 

coverage limit outreach. In contrast, Bangladesh has institutionalized microfinance through community-

based models, which have created stronger saving cultures among the poor. Thus, while deposits have a 

positive effect in Nigeria, the scale and reach lag behind countries with more community-driven financial 

structures. 

Hypothesis Two: Microfinance Savings and HDI 

The regression results show that microfinance savings have an non-significant short-run effect  

(0.074, p > 0.05), but a significant long-run impact (0.154, p < 0.05) on HDI. This implies that while 

immediate benefits of savings are limited, over time they accumulate into substantial improvements in 

household welfare, education, and healthcare. The Capability Approach reinforces this interpretation, as 

sustained savings expand long-term capabilities and functioning. 

Evidence from Kenya (Kamau & Nsubuga, 2021) shows that micro-savings substantially improved 

maternal healthcare and child education, while Hassan and Latif (2021) reported similar benefits in 

Pakistan and Indonesia. 

Nigeria versus other countries: In Nigeria, the saving culture remains weak, partly due to economic 

instability and lack of trust in financial systems. In contrast, Kenya has leveraged digital financial 

technologies such as M-Pesa to deepen savings and financial inclusion. Pakistan and Indonesia have 

incorporated Islamic microfinance models that encourage savings consistent with cultural and religious 

values. Compared with these countries, Nigeria is still transitioning toward widespread adoption of 

technology-enabled savings platforms. 

Hypothesis Three: Microfinance Loans and HDI 

The results show that microfinance loans exert a significant effect in both the short run (0.103, p < 0.05) 

and the long run (0.189, p < 0.01) on HDI, leading to improved health, education, and income outcomes. 

This finding rejects the null hypothesis, affirming that loans positively influence human development. 

Through the Capability Approach, loans are seen as enablers that expand individuals’ functioning by 

financing entrepreneurial ventures, education, or health-related expenses. 

This is consistent with Hassan and Latif (2021), who found that Islamic microfinance loans improved 

access to maternal healthcare and child immunization in Pakistan and Indonesia. Similarly, studies in 
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Ghana and Uganda have confirmed that loans contribute to income generation and human development 

(Boateng & Agyei, 2020). 

Nigeria versus other countries: In Nigeria, microfinance loans have been transformative for small 

traders, farmers, and artisans. However, high default rates, weak repayment enforcement, and relatively 

high interest charges constrain sustainability. In contrast, Indonesia’s Sharia-compliant loan system 

fosters stronger repayment discipline through community trust models, while Bangladesh’s group-

lending system has achieved international recognition for reducing poverty. Compared with these 

countries, Nigeria’s loan system faces structural inefficiencies but remains a significant contributor to 

HDI. 

Beyond microfinance, government expenditure shows a delayed but positive effect on HDI (short-run: 

insignificant; long-run: 0.097, p < 0.05), underscoring the importance of public investment in human 

development. This is consistent with findings in Ghana (Boateng & Agyei, 2020) and Nigeria (Okoye, et 

al., 2021), where government spending on education and healthcare improved HDI. 

In contrast, inflation (short-run –0.066, p < 0.05; long-run –0.124, p < 0.01) and interest rate (short-run –

0.048, p < 0.05; long-run –0.102, p < 0.05) exert negative impacts on HDI. This outcome reflects Nigeria’s 

present economic reality, where high inflation erodes household purchasing power and elevated interest 

rates stifle SME growth, thereby worsening poverty. Comparatively, Rwanda has maintained low 

inflation and stable interest rates, enabling more inclusive financial sector growth and stronger 

improvements in HDI. 

Overall, the ARDL results show that microfinance deposits, savings and loans contribute positively to 

human development in Nigeria, consistent with the Capability Approach. However, Nigeria’s progress 

lags behind countries such as Bangladesh, Kenya and Indonesia, where stronger institutional frameworks 

and financial innovations have magnified the effects of microfinance. Macroeconomic instability, 

particularly inflation and high interest rates, remains the major obstacle undermining Nigeria’s human 

development trajectory. 

5. CONCLUSION AND RECOMMENDATIONS 

The results show that microfinance through deposits, savings and loans helps improve people’s income, 

education and health in Nigeria. Government spending also supports these gains. However, rising prices 

and high borrowing costs reduce these benefits, both in the short and long run.  

To maximize the developmental benefits of microfinance, there is a need to strengthen the sector by 

expanding access to deposits, savings, and loans through improved regulation, technological innovation, 

and wider outreach. At the same time, government expenditure should be directed efficiently toward 

education, healthcare, and infrastructure, as these are critical enablers of human development. Finally, 

stabilizing the macroeconomic environment by addressing inflationary pressures and reducing high 

borrowing costs is essential to ensure that the positive impacts of microfinance and public investment 

are not undermined. 
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