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ABSTRACT

This study aims to investigate the determinants of financial inclusion in a cross country
analysis. Financial inclusion has been a burning issues in the past decade gaining
attentions from both policymakers and private bodies as many bodies realized the
importance of it. Previous literatures suggest that financial inclusion are closely related
with poverty, income equality and gender equality. However, different researchers use
different indicator for financial inclusion resulting inconsistent findings. Therefore,
there is a need for a subsequent research to be done in order to determine what variables
are significant towards financial inclusion. The dependent data used for this paper is
calculated from 4 different variables which are depositors with commercial banks,
commercial bank branches, automated teller machines and domestic credit provided by
financial sector. These variables are calculated using a formula to obtain a single index
which are the Index of Financial Inclusion (IFI) to show a clearer and accurate indicator
of financial inclusion. The independent variables are then tested with 4 independent
variables which are GDP per capita, rural population, internet users and mobile cellular
subscriptions. This research uses data from 40 countries in the year 2015. The country
is selected in respect to availability of data using cross sectional method. The data are
analysed using E-views 8.0 and are tested according to 5 assumptions which are
multicollinearity, heterokedasticity, serial correlation, normality and specifications test.
Previous study suggests that only internet users and mobile cellular subscriptions are
significant to financial inclusion.
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CHAPTER 1
INTRODUCTION

1.1 INTRODUCTION

In the status quo, financial inclusion is one of the most importance aspects in an
economy. To simplify, financial inclusiveness is a state where all the members in the
economy is included in the financial system. It is important for an economy to be
financially inclusive because it enables members in the economy to obtain and use banking
products and services such as bank account or loans. Through this, it will greatly help
improve the economy of a system. For example, farmers can obtain loans from banks to
buy newly improved machinery that will help increase the production of their crops which
will boost their income and in turn improves the economy. Due to these, financial inclusion
has been under the spotlight of many government and private economic bodies throughout
this past decade due to its importance. Many countries and its policymakers have been
putting a lot of efforts in order to achieve financially inclusive economy. The example in

Figure 1 highlights countries effort towards achieving financial inclusion.

One of the earliest country to pay attention to financial inclusion is India. The
earliest effort being made by the Reserved Bank of India (RBI) started with a branching
policy in 1977. They realized that by having a financially inclusive economy, it will greatly
help reduce the poverty level in India. However, this policy didn’t last long as it was only
implemented until 1990. Although, from the findings of Burgess & Pande (2005), it is
notable that there was significant improvement throughout the period as it increased output
per capita, promoted growth in rural areas, increased participation in financial institutions

and many more.

Meanwhile in Malaysia, the government started to recognize financial inclusion in
2009 with the introduction of the New Economic Model (NEM). NEM outlines the
directions for transforming Malaysia into high income economy, supported by sustainable

growth. Inclusiveness, is one of the key desired outcomes of this vision. This is later



