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In recent decades, the issue of strengthening the financial inclusion of the
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issue is that the strengthening of financial inclusion provides access to
financing services for all income groups (including the poor), and this can
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strengthen the economic growth of countries and increase economic
Growth, Economic prosperity in the medium and long term. Therefore, in this study, the
Stability, Panel Vector effects of financial inclusion on economic growth and stability in 30
Autoregression Method | Provinces of the country during the period of 2006-2021 have been

Financial Inclusion,

With Distribution investigated using the vector autoregression method with distribution
Intervals breaks, fully modified ordinary least squares and vector error correction.

The results of the estimation of economic growth and stability model show
JEL Classification: that financial inclusion has increased economic stability and economic
G32, G10, F37, F41 growth in the long term. It can argue that financial inclusion from both

supply and demand channels has increased economic stability, growth, and
development of investments. This impact can come from providing
favorable financial services, improving and upgrading the financial
system.
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1. Introduction

One of the characteristics of most developing countries is that they have an unstable
economic environment. In the discussions related to economic growth and development,
the issue of economic instability has a special role. By establishing an environment
without economic fluctuations, economic growth can provide, which is the basis of the
economic development of any country. Financial inclusion effectively and efficiently
allocates resources (labor, capital, technology, etc.) from surplus sectors to deficit
sectors, which leads to the development of savings and investment, which in turn
promotes economic growth and stability. In general, financial inclusion is usually
considere as an important factor of economic growth.

2. Research method and data

in this study, the effects of financial inclusion on economic growth and stability in 30
provinces of the country during the period of 2006-2021 have been investigated using
the vector autoregression method with distribution breaks, fully modified ordinary least
squares and vector error correction.

3. Analysis and discussion

In estimating equations by VECM, The results of estimating the short-term and long-
term relationships of the effects of financial inclusion and other explanatory variables
on economic stability show that with the increase of the financial inclusion index in the
long term, economic stability decreases by 0.59 units. It seems that the increase of
monetary and banking variables endangers financial and economic stability. In the short
term, this relationship is not significant.

In addition, the results of estimating short-term and long-term relationships of the
effects of financial inclusion and other explanatory variables on economic growth show
that by increasing the financial inclusion index in the long term, economic growth
increases by 0.35 units. This issue is analyized from several angles; on the one hand,
financial inclusion as access to services and financial resources creates investment
opportunities. On the other hand, the increase in demand for financial products leads to
an increase in economic growth .

Based on the coefficients estimated in the panel causality test in the economic
stability equation, the effect of household income variables, inflation rate and
unemployment rate on economic stability are positive, negative and negative
respectively are. However, financial inclusion and population growth rate have positive
and negative effects on economic stability in the short term, respectively, which are not
significant. According to the results of ECT, it can say that the speed of adjustment
towards long-term equilibrium in the economic stability equation is 21.84%, which is
significant at the 95% level. In other words, in each period, only 21.84% of the
imbalances in the system are resolved to long-term balance.

In the financial inclusion equation, the changes in the household income variable are
positive and significant, and the coefficient of the error correction component of this
model is statistically significant at a high level of confidence and indicates that in each
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period 11.39 percent of Deviations in the system remove to achieve long-term balance.
In the inflation rate equation, economic stability and household income have a positive
and significant effect, but financial inclusion has a negative and significant effect. The
adjustment speed of the variables from short to long term is about 54.57%. In the
unemployment rate equation, only the inflation rate variable has a negative and
significant effect. The error correction factor in this equation is 45.38%. The rest of the
variables did not have a significant relationship.

4. Conclusion

In this study, the principal component analysis method used to estimate the financial
inclusion index. Its results also indicate that this index is higher in Tehran province and
lower in Sistan and Baluchistan province.

The results of the estimation of the economic stability model show that, in the long
term, economic stability has decreased, and this relationship was positive but
meaningless in the short term. It can argue that with the increase in access to financial
services and the increase in the number of people with deposit accounts, the rate of
withdrawal from the account has decreased in times of pressure; on the other hand,
providing small loans has a lower systemic risk than large loans. Also, with access to
better risk management tools, it indirectly improves the resilience of financial
institutions. All these channels will improve economic stability.

The results of the estimation of the economic growth model show that, in the long
term, the economic growth has increased, and this relationship has been positive and
significant in the short term as well. It can argue that financial inclusion from both
supply and demand channels has increased economic growth and development of
investments. This impact can come from providing good financial services, improving
and upgrading the financial system.
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