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Abstract: The primary aim of this paper is to assess the relationship between financial 

inclusion and the effect on rural development in Ghana. This study attempts to improve upon 

the existing work by examining the impact of one of the first Village Savings and Loan 

Association (VSLA) programs, commissioned by the Progressive Excellence Youth 

Organisation in the Asikuma Odoben Brakwa District in the Central Region of Ghana, using 

both quantitative data from individual surveys, and qualitative data from focus group 

discussions and key interviews. In order to control for selection bias, this study utilizes a 

control group of new VSLA members who are still in the initial training phase which may 

affect program impact. The results suggest that participation in the program has an overall 

positive impact on various indicators of household and individual welfare, including asset 

expenditure levels, the development of income-generating activities (IGAs), education 

expenses, access to health services, nutritional levels, and quality of housing. Such positive 

results are particularly encouraging given the long-term sustainability of the VSLA model - 

the program does not rely on outside donor funding and does not require continued support 

from the founding organization. Overall, these results suggest that the VSLA model is both 

successful and sustainable. Furthermore, it may offer potential teaching benefits for other 

community based finance organisations (CBFO) in developing countries. 
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Introduction  

Formal financial services in most developing economies serve only a minority, often not 

more than 20-30 per cent of the population. Financial inclusion denotes delivery of financial 

services at an affordable cost to vast sections of disadvantaged and low income groups. An 

inclusive financial sector provides effective, ongoing access to all sections of the population 

and all scales of enterprise (Triki & Faye, 2013). Availability of cheap and easy credit has 

been accorded prime importance in the financial inclusion agenda as the poor requires access 

to timely and adequate credit more than any other financial service. Despite the spread of 

formal banking in rural areas as part of the nationalisation drive, rural indebtedness to 

moneylenders has remained unaltered due to inherent issues.  

 

The main hurdle faced by banks in financing the poor is the high transaction cost in reaching 

out to a large number of people who require small amounts of credit at frequent intervals. 

This is found true for savings as well. The poor can afford to save smaller amounts at 
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frequent intervals rather than depositing a lump sum amount. Interestingly the poor also find 

banks as an institutional set up favouring elites and even when they tried to access it 

foregoing their employment days, they had to face a number of hurdles including the 

procedural hassles, not very sure of getting the loan in time. This mutual inconvenience has 

made the poor and the banks to avoid each other, the poor being attracted to the local 

moneylender who would attend to their immediate needs without bothering to pledge or to 

comply with the procedural formalities at the expense of foregoing employment days. 

 

Banks remain unapproachable and credit terms are often not suitable to poor borrowers. Even 

those who have gained access, owing to recent developments in financial services for the low 

income people are underserved. Considering the envisaged benefits of financial inclusion on 

rural households, it was considered appropriate to undertake this study to assess the impact of 

financial inclusion on rural development to give credence to financial inclusiveness. 

Availability of cheap and easy credit has been accorded prime importance in the financial 

inclusion agenda as the poor require access to timely and adequate credit more than any other 

financial service (Frimpong & Mensah, 2020). Therefore this paper seeks to know how far 

the entry of VSLA has affected the health status of members and how far VSLA has 

succeeded in raising the social status of members.  

 

Empirical Literature Review  

Financial inclusion is central to economic empowerment in rural communities, as it forms the 

foundation for sustainable economic development of the less privileged in the society (Oji, 

2015). By engaging in economic activities where goods and services are traded for cash, 

people become part of economic clusters. Oji suggests that the amalgamation of economic 

clusters has an impact on the growth of local economic systems, resulting in sustained 

development. Thus, in order for sustained socio-economic development to occur, people 

should be encouraged to engage in more economic activities where financial transactions take 

place. To do this, people often need to have bank accounts at formal financial institutions. 

However, studies have shown that there are numerous barriers preventing especially the rural 

poor from entering the formal financial system. Some of these barriers include strict ‗Know 

Your Customer‘ regulations, the cumbersome paperwork associated with opening banking 

accounts, mandatory deposits, bank charges and the distance from villages to towns, where 

most formal financial institutions are normally located. Considering this, many rural people 

may opt to use informal financial institutions, which are risky and mostly unregulated. 

 

Financial inclusion can be described as the practice of ensuring access to financial services on 

time with adequate credit needed by vulnerable groups such as low income groups at an 

affordable cost (Committee, 2008). It is the delivery of banking services at an affordable cost 

to the vast sections of disadvantaged and low income groups (Leeladhar, 2006). The financial 

inclusion has an important role to play in achieving poverty reduction. It allows access to 

fund/savings for productive investment, and facilitating capital inflows and remittances. 

Through affordable cost, financial inclusion enables the poor to participate in investment 

activities in both physical and human capital, hence increase the productivity of the poor 

community. It is very important to note that through financial intermediation function, it 

reduces transactions costs and facilitates inward investment, and making capital available for 

investment in better technologies (Miller, 2005) 

 

Access to loans and savings ensure much greater choice in managing liquidity and risks, 

thereby enhancing capacity to invest in emerging opportunities. Effective access to formal 

resources by a majority of the population can have sobering influence on the informal sector 
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due to competition, hence benefiting those who were otherwise excluded from it. Financial 

illiteracy and lack of knowledge of financial products have grappled the poor that they do not 

even dare to approach any financial institution. In provision of credit to rural poor, there is 

still dominant hold by informal agencies who charge exorbitant rates of interest. This points 

to the fact that in spite of significant achievements in spreading bank branches over the 

country, services that reach poor and marginalised segments of the community are less. 

Banks remain unapproachable and credit terms are often not suitable to poor borrowers. Even 

those who have gained access, owing to recent developments in financial services for the low 

income people are underserved.   

 

Historical Development/Background of the study  

 Despite impressive economic growth over the last two decades, many countries in the world 

are experiencing inequalities leading to adverse consequences for social cohesion which in 

turn, could dampen growth prospects (Zhuang Juzhong, 2008). For growth to be sustained in 

the long run, it should be inclusive and broad based across all sectors and sections of the 

economy (Justin, 2011). Inclusive growth promotes economic growth, increases standard of 

living, reduces poverty, decreases disparity, promotes agricultural growth rate and provides 

new work opportunities (Deutscher, Eckhard, Jacquet, & Pierre, 2009). Therefore, financial 

inclusion has emerged as an important topic on the global agenda for sustainable long-term 

economic growth. It is a stepping stone and is integral to the inclusive growth process & 

sustainable development of the country (Sadakkadulla, 2010). 

 

The poor make complex financial decisions and use the limited range of financial instruments 

available to them to address their varying needs. The available formal and informal tools, 

however, are often risky and expensive or lack necessary flexibilities (Collins, Morduch, 

Rutherford, & Ruthven, 2009). The quest to improve access to appropriate financial services 

for poor households has traditionally focused on providing credit via formal alternatives to 

informal moneylenders. The most relevant example is the growth of the Grameen microcredit 

model developed by Mohammed Yunus. However, the limited participation and geographic 

reach of microcredit institutions, especially among the rural poor, have shifted efforts into 

expanding access to savings. A growing impact literature on microcredit and micro savings 

shows strong welfare impacts of the latter type of programs, suggesting that they might have 

more transformative impacts than credit programs as currently typically implemented 

(Karlan, Ratan, & Zinman, 2014). 

 

Methodology  

 

Research design and approach  

Economic impact is measured principally through expenditure levels, the accumulation of 

household assets and the development of Income-Generating Activities (IGAs). To estimate 

social impact, the study relies on a variety of indicators, including educational expenses, 

access to health services, nutritional levels, and quality of housing. The use of anthropometric 

measures would be ideal, but these are more difficult and time-consuming to collect.  

 

The study also briefly addresses empowerment through questions relating to involvement in 

household decision-making, levels of participation in community activities, and electoral 

participation. The responses to these questions are further supplemented through the focus 

group discussions with an understanding that VSLA members systematically differ from the 

general population. The very poor also may be excluded due to their inability to finance the 

purchase of shares. In order to address this problem, this study follows the procedure 
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implemented under the AIMS methodology and utilizes a control group of new VSLA 

members who are still in the initial training phase and have, therefore, not yet felt any impact 

from participation in the program.  

 

Comparing old VSLA members to new members theoretically eliminates the bias that occurs 

when the treatment group systematically possesses unobserved attributes, which the control 

group lacks. As all study participants have joined the program at one point or another, it is 

assumed that they share the same, or at least similar, entrepreneurial drive or preferences.  

 

Research Instruments  

The study made use of both open and closed ended questionnaires to ascertain much 

information in the interview process. The respondent categories are presented: 

 

The Individual Survey 

From the sample of 100 VSLA members, 13 and 12 respondents were randomly chosen for 

the old and new member interviews respectively in each of the four selected communities. 

Although only groups that were formed in 2012 were included in the sample, within each 

group, the members were randomly chosen with equal opportunity given to both male and 

female. In order to ensure compatibility with both the literature and the local environment, 

the format of the questionnaire was largely based on that used in CARE‘s Strategic Impact 

Inquiry (SII), which took place in Tanzania in 2006. 

 

Focus Group Discussions (FGD) 

Four focus group discussions, each with between 6 and 10 participants, were carried out to 

supplement the information gathered in the individual survey. The participants were made up 

of leadership of selected VSLA groups from the four survey communities, after excluding the 

pre-selected individual respondents already included in the quantitative research so as not to 

recount the information gained through the survey. The format of the focus group discussions 

included twelve open-ended questions that were intended to generate an open discussion. The 

FGD was conducted in the local ‗Fante‘ language. 

 

Key informant interview 

Key informant interview was also arranged with the programmes manager of PEYORG. The 

interview was unstructured. However, the general format covered, among other things, the 

nature of services supplied to current groups, the formation of new groups and institutional 

dynamics. Researchers conducted this interview. 
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Results and Discussion  

Table 1: Changes in Health Status 
 Current Members Drop-out Test Statistic 

Has household diet improved 

since joining VSLA? (%) 

   

Improved 75.0 47.4 2.4232*** 

Stayed the same 23.0 47.4 2.1961** 

Worsened 1.0 0.0 0.4377 

I don‘t know 1.0 5.3 1.3252 

Has the health of members of 

the household improved since 

joining VSLA? (%) 

   

Improved 80.8 57.9 2.1778** 

Stayed the same 18.2 36.8 1.8232* 

Worsened 0.0 5.3 2.2924** 

I don‘t know 1.0 0 0.4400 

*** p<0.01, ** p<0.05, *p<0.1 

Source: Field survey, 2020 

 

The majority of VSLA members report a positive impact on their household‘s diet from 

participating in the program. As shown in Table 1, 75 percent of current members believe 

their household‘s diet has improved since joining the program. However, only 47 percent of 

dropouts report a positive impact. Meanwhile, only 23 percent of current members believe 

their household‘s diet has stayed the same, compared to 47 percent of dropouts. A similar 

proportion of each group responded to questions about diet status with ‗worsened‘ or ‗I don‘t 

know.‘ 

 

The health of the household also appears to be positively impacted by VSLA program 

participation. The vast majority (80 percent) of current members believe that the health of 

members of their households has improved since joining the VSLA program. However, only 

58 percent of dropouts mention a positive impact of program participation on the health of 

their household. Just over 18 percent of current members judge that the health status of the 

household has not changed since joining, but almost 37 percent of dropouts make that 

statement. Furthermore, 5 percent of dropouts believe that the health of the members of their 

household declined after joining the VSLA (zero percent of current members reported 

worsening health status for members of their households).    

 

Nonetheless, overall, participation in a VSLA has a strong self-reported positive impact on 

the health status of the household. In addition to improvements in member households‘ diet 

and health, the VSLA program has a substantial self-reported positive effect on the self-

esteem and social statuses of its participants. As illustrated in Table 2, a significant 84 

percent of current members believe their status in the community has improved since joining 

the VSLA program, 85 percent noted an improvement in the status of their families, and 89 

percent deem that their self-confidence has improved since joining the program. 
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Table 2: Changes in Social Status 
 Current Members Drop-outs Test Statistic 

Has your status in the community 

changed since joining? (%) 

   

Improved 84.0 55.0 2.9152*** 

Stayed the same 15.0 35.0 2.1101** 

Worsened 0.0 0.0 0.0 

I don‘t know 1.0 5.0 1.2756 

Has your status in your family 

changed since joining? (%) 

   

Improved 85.0 50.0 3.5184*** 

Stayed the same 15.0 40.0 2.5930*** 

Worsened 0.0 5.0 2.2454** 

I don‘t know 0.0 0.0 0.0 

Has your self-confidence changed since 

joining? (%) 

   

Improved 89.0 55.0 3.7245*** 

Stayed the same 11.0 40.0 3.2431*** 

Worsened 0.0 0.0 0.0 

I don‘t know 0.0 0.0 0.0 

*** p<0.01, ** p<0.05, *p<0.1 

Source: Field survey, 2020 

 

However, again, current members appear to have seen greater improvements in their social 

status than dropouts. Only 55 percent of dropouts report an improvement in their status in the 

community, 50 percent reports an improvement in status in the family, and 55 percent report 

an improvement in self-confidence. It is possible that the dropouts did not remain in the 

program long enough to see improvements in their social status or self-esteem.  

 

Conclusion  

While microfinance originally focused on providing credit services to needy recipients, in the 

past ten years, microfinance practitioners have increasingly argued for the importance of 

offering and promoting savings for program participants. This study supports the conjecture 

by finding an overall positive impact of participating in the savings-based VSLA program. 

VSLA participants assert that saving in the home is almost impossible given the myriad of 

competing demands they face, and they consequently pronounce themselves very grateful for 

the opportunity to save. It appears from the data gathered by the survey instrument, as well as 

from the focus group discussions, that saving has given most members the capacity to 

improve their livelihood and that of their families, independent of the benefits of borrowing 

from the VSLA. In the VSLA program, savings also facilitates the loan function, which 

presents further opportunities to improve the overall well-being of the household. 

Furthermore, establishing the program around members‘ savings rather than injections of 

donor capital also helps to create a sense of program ownership for the members. This, in 

turn, helps to build self-confidence and a sense of community among members. It may also 

facilitate loan repayment by increasing members‘ sense of liability and responsibility within 

the group. 
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