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Abstract

This study investigates the empirical linkages between ASEAN countries’ institutional quality and financial inclusion using country
data from 2008-2019. In this paper, six governance indicators from the World Governance index are used to measure the impact of
institutions on financial inclusion. The PCA method’s financial inclusion index is constructed from 3 indicators: penetration, access, and
usage: penetration, access, and usage with six indices respectively as the number of ATMs per 1000 km?, the number of bank branches
per 1000 km?, the number of ATMs per 100,000 people and the number of bank branches for 100,000 adults, the ratio of credit to private
to GDP, and the ratio of deposit to private to GDP. Regression analysis with the Generalized Moments method shows the positive impact
of institutions and other control variables like GDP per capita, inflation, bank concentration, and human development index on financial
inclusion. Therefore, this study recommends that the government and policymakers in countries pursue the financial inclusion agenda to
pay attention to the financial and economic indicators and institutional factors. This is because many savers, borrowers, and investors may
not be protected when financial contracts are enforced or breaches occur in an environment where economic, legal, judicial, and political

institutions are weak, such as in ASEAN countries.
Keywords: Financial Inclusion, Institutions, ASEAN, GMM
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1. Introduction

Financial inclusion is an important solution to
tackling poverty and inequality and achieving sustainable
development goals (SDGs). Financial inclusion is the
process of ensuring access to appropriate financial products
and services needed by vulnerable groups such as weaker
sections and low-income groups at an affordable cost in
a fair and transparent manner by mainstream institutional
players. Sarma and Pais (2008) defined financial inclusion
‘as a process that ensures the ease of access, availability,
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and use of formal financial services’. It is a state in which
all members of society have full access to financial services
at affordable prices and convenience. In general, financial
inclusion boosts economic growth, indirectly reducing
poverty and inequality, affordability and improves the
population’s well-being.

Many factors hinder access to and use of financial
services, such as personal characteristics, social charac-
teristics, macroeconomic and infrastructure, institutional
weakness, and obstacles arising from banking activities.
The financial inclusion literature has also identified
two major factors that affect financial inclusion across
countries: (1) structural factors, which stem from the cost
of providing financial services to citizens; and (2) policy-
related factors, which are related to creating an enabling
environment for developing financial inclusion. Akudugu
et al. (2009) emphasized the rules and regulations
governing the operation of the formal financial markets
that greatly influence financial inclusion. This effect can
slow financial inclusion in a country due to inappropriate
policies in accessing finance. This can pose a risk to the
public, especially those in rural areas, from participating
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in the formal financial sector (Akudugu et al., 2009).
Moreover, at the macro level, the important significance of
institutional quality for financial inclusion was found by
Nkoa and Song (2020), and trust in financial institutions is
also a driver of financial inclusion (Xu, 2020).

ASEAN countries can accelerate financial inclusion
by innovating financial infrastructure development and
improving the quality of institutions. Loo (2019) suggested
that the availability of banking infrastructure, controlling
corruption, and monitoring financial access for vulnerable
communities can be strategic policies. However, countries in
ASEAN are still facing low institutional quality (Figure 1).
It may also be why the level of financial inclusion in these
countries is still not high.

This study examines the impact of institutions on
financial inclusion in ASEAN countries over 2008-2019.
The PCA method’s financial inclusion index is constructed
from 3 indicators: penetration, indicator, and usage.
Previous empirical studies widely use these indicators.
Meanwhile, six institutional indicators are selected based
on World Governance Indicators (WGIs) published by the
World Bank to construct a composite index that reflects the
institutional index.

This study has the following contributions: First, the
financial inclusion index in this study has an advantage
over previous studies. Specifically, the study uses the
IMF’s Financial Access Survey (FAS) data to construct a
composite index consisting of three dimensions: penetration,
availability, and usage. Meanwhile, previous studies reflect
financial inclusion on one or two aspects. Second, we add
to recent contributions in the literature in identifying the
factors that influence financial inclusion. Third, in addition
to gender, income, infrastructure, etc., the research has found

that institutions’ quality greatly impacts financial inclusion.
A previous study by Pandhit and Cahyadin (2020) was
done on a sample of ASEAN countries. However, the study
looked at each aspect of the institution that affects financial
inclusion separately, not as a whole. And the authors have not
shown the link between institutions and financial inclusion in
impact with other variables related to country or institution.
Therefore, this study has a contribution when considering
the impact on the aspect (overall edge and consider adding
the remaining variables in the model).

The remainder of the paper is structured as follows.
Section 2 introduces the theoretical framework of financial
inclusion and financial stability. Section 3 presents data and
methods, followed by Section 4, which gives the results.
Finally, section 5 is the conclusion of the study.

2. Literature Review and Hypotheses

2.1. Conceptualizing Financial
Inclusion and Institutions

Discussion about financial inclusion: There are various
definitions of financial inclusion (IFI), depending on
national objectives. Still, it is commonly understood to
provide financial services to those who do not have them.
Hannig and Jansen (2010) have defined IFI as “a state in
which all working-age adults have effective access to
credit saving, payments, and insurance from formal service
providers.” From a practical viewpoint, Siddik et al.
(2018) discussed several indicators of financial inclusion
and argued that financial inclusion should be a composite
index based on three aspects such as penetration indicators,
availability indicators as well as usage indicators, which
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Figure 1: The Development of Institutional Indicators in ASEAN During 2008—2019
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will ensure financial inclusion is more fully reflected. Thus,
IFI embraces three core elements: access, usage, and quality
of financial service.

Financial inclusion allows the unbanked and under-
banked of society to join the formal financial system, which
ultimately helps to alleviate poverty, promote job security,
and improve livelihoods and advance social empowerment
(Demirgiic-Kunt et al., 2017; Hannig & Jansen, 2010;
Sarma & Pais, 2011).

Similarly, there are many different views on the
institution offered by the authors. According to Schmid
(1972), an institution is a set of regulations on the
relationship of rights and responsibilities between people,
and these regulations are binding on each other. North
(1990) defined institutions as constraints imposed by the
state, such as constitutions, laws, and regulations, to guide
the activities of people in society. It has two types: formal
institutions and informal institutions. The formal institution
is codified in the law, including the constitution, codes,
laws, charters, etc. Informal institutions are based on social
values and other enforcement mechanisms such as trust.
The distinction between formal and informal institutions is
based on considering the level of enforcement, not on the
forms of rules.

Acemoglu et al. (2012) expanded the concept of
institutions in expressing the power and executive ability of
the state for economic growth and better social management.
Institutions are distinguished into economic institutions and
political institutions. Broadly, institutions that have been
associated with economic performance commonly relate to
measures of government risk of expropriation, the rule of law,
bureaucratic quality, and corruption, government repudiation
of contracts, civil liberties, and openness to trade.

2.2. Previous Empirical Studies

The literature on financial inclusion considers three
perspectives. First, constructing indicators to measure
financial inclusion (Amidzic et al., 2014; Demirgii¢-Kunt
et al., 2017; Gupte et al., 2012; Sarma, 2012); Second
examining the determinants of financial inclusion (Kumar,
2013; Park & Mercado, 2015; Zins & Weill, 2016) and
examining the nexus between financial inclusion and
macroeconomic and microeconomic variables such as
economic growth (Hannig & Jansen, 2010), reducing
poverty and inequality (Park & Mercado, 2015), financial
stability (Alam Siddik & Kabiraj, 2018; Ratnawati, 2020),
and banking stability (Ahamed & Mallick, 2019; Alvi et al.,
2020; Pham & Doan, 2020).

Regarding the factors affecting financial inclusion,
previous studies have focused on these factors (1) supply-
side (financial institutions) such as as the geographical
location of financial services, bank fees (Kumar, 2013;

Tuesta et al., 2015); lack of suitable financial products for
people, especially low-income people, banking stability,
and banking concentration (Ajide, 2017; Sousa, 2015);
(2) demand-side (consumer), personal characteristics such
as education level, gender, income, household consumption,
education (Demirgiic-Kunt et al., 2017; Devlin, 2005;
Tuesta et al., 2015; Zins & Weill, 2016) (3) socioeconomic
environment such as degree of macroeconomic stability,
the gross domestic product per capita, population structure,
telecommunications infrastructure and financial market size
(Fu et al., 2014; Owen & Pereira, 2018; Park & Mercado,
2015; Sousa, 2015).

Institutional factors have attracted the attention of
many authors in recent years (Ali et al., 2016; Allen et al.,
2016; Anthony-Orji et al., 2019; Bongomin et al., 2018;
Dwumfour & Ntow-Gyamfi, 2018; Nkoa & Song, 2020).
Most studies showed the influence of institutions on
financial inclusion in both its overall and individual aspects.
Allen et al. (2016) emphasized that regulations related
to law, institutions, and political stability are factors that
promote better financial inclusion. This was confirmed by
Bongomin et al. (2018) in their study in Uganda. Financial
sector clients in rural Uganda depend on the law to be more
inclusive in financial transactions. Dwumfour and Ntow-
Gyamfi (2018) found that the quality of institutions can
promote financial development in some African countries.
Research at the micro-and macro-economic levels showed
that greater financial inclusion is related to institutional
characteristics, such as a strong legal system, the rule of
law, and political stability (Anthony-Orji et al., 2019).

Park and Mercado (2015) examined the determinants
of financial inclusion in 37 developing economies in
Asia between 2004 and 2012. The authors argued that
per capita income, legal regulation, and population size
have significant positive effects on financial inclusion. In
particular, the escalation of law through the enforcement of
financial contracts will reduce voluntary financial exclusion.
Ali et al. (2016) examined the interplay between the quality
of institutions and financial inclusion in 52 developing
countries during 2004-2010 using the GMM model.
Research showed that institutional quality for developing
countries promotes financial inclusion. Furthermore, their
results showed that financial openness and economic growth
positively and significantly affect financial inclusion in the
above countries.

Zulkhibri and Ghazal (2017) considered the impact of
governance and institutions on financial inclusion across
69 developing and emerging economies across different
regions, namely Sub-Saharan Africa, the Middle East,
North Africa, South Asia, East Asia, the Pacific, Eastern
Europe, and Central Asia in 2011 and 2013. The study
suggested that removing corruption, increasing transparent
legal framework, fair judicial proceedings, and good
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administration are essential for development and raising
financial inclusiveness. They further explained that while
the results show significant variation across the studied
regions, that strong economic governance and institutions
are important elements in improving financial inclusion
especially for the poor segment of the society because
markets, economic activity, and transactions more generally,
cannot function well in their absence.

Kwenda and Chinoda (2019) using the GMM model
with data for 49 African countries for 2004-2016 found a
positive effect of governance and institutional quality on
financial inclusion. At the same time, the study also showed
that economic freedom and the size of the banking sector
also have a significant influence on the financial inclusion of
African countries.

Anthony-Orji et al. (2019) investigated the impact
between financial inclusion, financial stability, and
institutional quality in Nigeria using the autoregressive
distributed lag model based on the unrestricted error
correction model (ARDL-UECM). Using quarterly data
from 1986 to 2013, the results showed a significant
short- and long-term positive impact of institutional
quality on financial inclusion. The study recommended
that policymakers need to pay attention to institutional
factors in performing financial inclusion. Because when
the political, economic, judicial, and legal institutions are
weak, households and businesses may not be protected,
leading to wunexpected results when implementing
financial inclusion.

Eldomiaty et al. (2020) examined the impact of world
governance indicators (WGIs) on the improvement
of financial inclusion across world economies. The
empirical results revealed that control of corruption,
government effectiveness, political stability, and voice
and accountability are the significant WGIs that influence
financial inclusion significantly. Nurudeen et al. (2015)
supported this finding, arguing that lower corruption
leads to higher savings rates in the Economic Community
of West African States. In addition, controlling corruption
and increasing public trust in financial institutions also
greatly influenced the decision to use cards for payment
of EU citizens in the period 2000-2012 (Goczek &
Witkowski, 2016). Second, the political stability element
has a positive effect significantly on all four dimensions
of financial inclusion. This result is supported by Herrala
and Ariss (2013). However, an opposite result was found
in the research of Aaberge et al. (2017) in China. They
presented evidence that a surge in political uncertainty
resulted in significant temporary increases in savings
among urban households in China. Households responded
mainly by reducing semi-durable expenditure and
frequency of major durable adjustment. The uncertainty

effect is more pronounced among older, wealthier,
and more socially advantaged households. Finally,
the government efficiency factor significantly affects
borrowing, saving, and debit card ownership. This result
is consistent with the results reported by Ajide (2017) and
Zulkhibri and Ghazal (2017). In a similar context, voice
and accountability have positive implications for savings,
debit, and credit card ownership.

In this study, institutional quality includes process and
institutional arrangements such as governance, the rule
of law, etc., to support consumer protection and ensure
that the financial system is run efficiently with adequate
oversight and regulation. A weak institutional situation will
affect a country’s economic development policies such as
financial inclusion. Hence, this study examined the effect
of institutional on financial inclusion, which is based on the
following hypothesis:

H1: Institutions are significantly and positively related
to financial inclusion.

3. Research Methods and Materials
3.1. Measurement

3.1.1. Financial Inclusion

The financial inclusion index for ASEAN countries in
the sample for the period 2008 to 2017 is constructed using
data from the IMF along three dimensions, each representing
one aspect of financial inclusion integration. In this paper,
six indicators are used. They are divided into three groups:
In the first dimension (penetration), two indices are used:
the number of ATMs per 1000 km? and the number of bank
branches per 1000 km?. The second dimension (availability)
is measured by two indices to account for the penetration
level of financial inclusion: the number of ATMs per 100,000
people and the number of bank branches for 100,000 adults.
In the third dimension (usage), we use the ratio of credit to
private to GDP and the ratio of deposit to private to GDP as
proxies. These indices were sued in many previous studies
(Ahamed & Mallick, 2019; Amidzic et al., 2014; Gupte
etal., 2012; Lenka et al., 2016; Sarma, 2016).

To construct a composite index of financial inclusion,
this study uses the principal component analysis (PCA)
method with the following formula:

IF1, = g BBKM, + 8, ATMKM, + 6 BBPoP,
+ 6,ATMPop, + y ODC, + y,OLC,

The indexes were calculated using the PCA method, the
results were presented in Table 1.
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Table 1: Financial Inclusion Index of ASEAN Countries
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Year | Vietnam | Thailand | Malaysia | Singapore | Indonesia | Philippines | Cambodia | Myanmar | Laos | Brunei
2008 97.81 108.06 111.43 1896.64 40.95 47.92 25.65 4.42 15.9 85.53
2009 | 117.31 112.69 131.34 2036.25 41.66 50.59 29.30 4.87 2212 | 90.72
2010 | 132.77 115.74 127.08 2272.65 40.93 52.44 33.43 5.76 27.02 | 74.76
2011 123.23 123.09 130.87 234213 48.30 55.47 38.14 7.46 31.36 | 71.21
2012 | 121.48 188.89 133.96 2383.88 63.27 58.88 45.77 9.93 36.02 | 75.56
2013 | 130.07 143.18 136.46 2388.11 69.73 67.61 48.31 15.22 40.68 | 75.53
2014 | 136.73 236.74 134.73 2392.27 74.97 71.82 58.96 19.06 43.78 | 77.54
2015 | 148.78 155.88 133.89 2435.28 77.60 76.76 66.35 21.68 47.63 | 86.54
2016 | 161.73 155.25 130.19 2387.86 79.18 83.29 75.34 26.17 50.86 | 90.00
2017 | 168.07 153.76 124.82 2626.29 79.74 87.63 83.23 28.33 52.49 | 83.20
2018 | 171.79 154.07 126.53 2681.08 79.48 87.63 94.20 30.59 51.44 | 8297
2019 | 179.35 152.50 78.13 2497.85 79.05 89.40 103.73 30.22 51.44 | 84.96
Table 2: The Composite Index of Institutional in ASEAN Countries During 2008-2019
Year | Brunei | Cambodia | Indonesia | Laos | Malaysia | Myanmar | Philippines | Singapore | Thailand | Vietham
2008 | —-1.46 -0.49 0.69 -1.32 -0.46 -1.05 1.09 -1.10 0.46 -1.24
2009 | -1.42 -0.28 0.52 -1.19 -0.33 -0.90 1.14 -0.93 0.61 -1.31
2010 | -1.28 -0.33 0.55 -1.09 -0.42 -0.82 1.07 -0.90 0.59 -1.23
2011 | -1.13 -0.45 0.52 -1.23 -0.36 -0.76 0.92 -0.83 0.46 -1.23
2012 | -0.92 -0.61 0.46 -1.27 -0.23 -0.70 0.79 -0.82 0.58 -1.26
2013 | -1.02 -0.60 0.40 -1.30 -0.26 -0.44 0.73 -0.83 0.56 -1.21
2014 | -1.22 -0.80 0.42 -1.64 -0.40 -0.38 0.62 -0.79 -0.03 -1.04
2015 | -1.32 -0.85 0.55 -1.67 -0.41 -0.22 0.70 -0.92 -0.04 -1.08
2016 | -1.40 -0.91 0.39 -1.66 -0.35 -0.12 1.05 -1.03 -0.11 -1.21
2017 | -1.44 -0.87 0.44 -1.56 -0.32 0.01 0.86 -1.13 -0.28 -1.25
2018 | -1.42 -0.93 0.50 -1.58 -0.19 0.12 0.77 -0.97 -0.23 -1.18
2019 | —-1.46 -0.81 0.46 -1.68 -0.06 0.16 0.64 -1.09 -0.25 -1.13

Table 1 present the financial inclusion index for ASEAN
countries, where Singapore and Malaysia have the highest
degree of financial inclusion compared with the other
countries in our sample. In contrast, Myanmar and Laos have
the lowest degree.

3.1.2. Institutional Quality

Variables for institution quality are introduced
through PCA to examine the overall impact of financial
institution on financial inclusion. These include the
voice and accountability, political stability, government

effectiveness, regulatory quality, the rule of law, and
control of corruption indicators from the Worldwide
Governance Indicators (WGI) of the World Bank, which
are presented in Table 2. Many studies in related literature
also used the same approach to obtain a single, broader
index (Al-Marhubi, 2004; Bjernskov, 2006; Easterly,
2002; Ngo & Nguyen, 2020).

The reason this study uses these six indicators is that
according to the construction of Kaufmann et al. (2011),
these indexes cover three aspects that quite fully reflect
the institutional quality of a country according to the
concepts of North (1990) and Acemoglu et al. (2012).
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3.2. Research Model

According to literature reviews, and hypotheses in
section 2, the research model is formulated as follow:

IFIi,t =0, t allFIi,H + aZINQi,t +B J‘Xi,t +B j’Zi,t
Tt €t

Where IFI,, refers to financial inclusion of country i
at time ¢, IFIi,H is the lag value of financial inclusion of
country i at time ¢, and INQ,, is institution quality index
of the country / at time 7. X, and Z  represent banking
and country control variables, respectively. The other
parameters—f, u,, v, and ¢, —are the coefficient, country
effects, time effects, and residual. The choice of this set
of explanatory variables is based on previous literature.
All the variables are listed in Table 3.

3.3. Data and Methodology
The data in the study are collected from reliable sources

such as the International Monetary Fund (IMF) Database
to determine the financial inclusion index, and World

Table 3: Description Variables in the Model
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governance indicators (WGI) to determine the institutional
index. In addition, this paper also uses other instrumental
variables such as inflation, per capita growth rate, human
development index, banking concentration, and household
consumption, which are collected from the IMF, the Heritage
Foundation Database (HFD), and the World Development
Index (WDI), respectively. The study will be carried out
from 2008 during the period of the financial crisis. Besides,
ASEAN countries include Indonesia, Malaysia, Thailand,
Cambodia, Philippines, Vietnam, Lao PDR, and Myanmar.
Throughout the study period, all countries still faced low
institutional quality.

With the lagged variable of the dependent variable in the
model, the study was conducted to test the regression model
by the test method of Durbin Wu-Hausman and found that
the model has an endogenous phenomenon. To overcome
the endogenous phenomenon, the study employs a System
GMM method of Arellano and Bover (1995) and Blundell
and Bond (1998). This is the method used by many studies
to provide stable estimation results (Arellano & Bond, 1991;
Lee et al., 2014; Mensi & Labidi, 2015).

Accordingly, the author uses the Sargan - Hansen
test to check the validity of the instrumental variable.

Variable Variable . o
Symbol Name Brief Description Source
IFI Financial The composite index of the three indicators (penetration, Accessibility, and FAS
Inclusion Use of financial services) by PCA method, see in section 2
INQ Institution Composite index: computed using a principal component from the six WGI
Quality governance indicators (Voice and accountability, Political stability, and
Absence of Violence/Terrorism, Government effectiveness, Regulatory
Quality, Rule of Law, Control of Corruption), were constructed by PCA
method, shown in section 2
HD Human The Human Development Index (HDI) is a measure of dimensions of human | WDI
Development | development: a long and healthy life, being knowledgeable, and have a
Index decent standard of living. The HDI is the geometric mean of normalized
indices for each of the three dimensions, as health, the standard of living,
education.
GDPpg GDP per GDP per capita is gross domestic product divided by midyear population. WDI
Capita Growth
BCI Banking Assets of three largest banks as a share of assets of all commercial banks Heritage
Concentration Foundation
HOU House Household final consumption as a share of GDP WDI
Consumption
INFRAIT Infrastructure | Number of telephone lines per 100 people WDI
INF Inflation Inflation (INF) as measured by the consumer price index, it shows the annual | World
percentage change in the cost to the average consumer of acquiring a basket | Bank, IMF
of goods and services that may be fixed or changed at specified intervals
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The instrumental variable that is determined to be good
must satisfy the requirements of fit and validity, that is,
the correlation with the regressors is endogenous as well
as orthogonal to the residual. Besides the Sargan - Hansen
test, the study continues to test the suitability of the limit
for the instrumental variable by AR test. Regression results
show that there is no higher-order series correlation in the
residuals, and the p-value indicates that the hypothesis of the
first difference is not rejected in the research model.

4. Results and Discussion

4.1. Descriptive Statistics

Table 4 presents the descriptive statistics of the variables
used in this study. Again, we find that the mean of all
variables (except institutions) is positive.

According to Table 4, the volatility of financial inclusion
is from 1.4858 to 7.8939 and its mean is 4.5434, which
indicates that IFI tends to be low on average within the
sample countries.

Table 4: Descriptive Statistics

4.2. Correlation Analysis

Table 5 shows the correlation matrix of the variables and
variance inflation factor (VIF).

In addition, the correlation coefficients of independent
variables and control variables are less than 0.8, so there is
no serious problem with multicollinearity.

4.3. Regression Analysis

This section reports and discusses the empirical results
from the basic model and the robustness analyses.

Table 6 displays the estimated results from using
sys-GMM, which shows that the variables in the model are
statistically significant for financial inclusion. According
to that, the institutional variable has a positive impact on
financial inclusion. This result is in line with the view
of Kwenda and Chinoda (2019) and Zulkhibri (2016).
This is explained that when greater institutional quality
increases direct access to banks and microfinance for
households. Furthermore, Ali et al. (2016) and Kwenda

Variables Observations Means Standard Deviation Minimum Maximum
IFI 120 4.5434 1.3140 1.4858 7.8939
INQ 120 -0.4719699 0.7888076 -1.682711 1.138488
INFRAIT 120 11.95003 10.666667 0.310433 39.28134
HOU 120 0.535575 0.03143 -0.0371 0.1738
BCI 120 3.58 12.00446 3.25364 7.89398
HDI 120 0.7481667 0.4886992 0.49 5.9
GDPgr 120 0.0375206 0.0291093 -0.0378074 0.1251431
INF 120 0.0330631 0.0382512 -0.0126851 0.2679954
Table 5: Correlation Matrix

IFI INQ Infrait GDPpr EFI HOU HDI
IFI 1.0000
INQ 0.2007* 1.0000
INFRAIT 0.4809* -0.2188* 1.0000
INF -0.0142 0.0995 -0.3397* 1.0000
GDPpr -0.1559* 0.0481 -0.4376* 0.3113* 1.0000
HOU -0.2078* -0.1033 -0.276* 0.3063* 0.5151* 1.0000
HDI 0.1292 -0.0547 -0.0315 -0.1095 -0.0800 -0.0840 1.0000
BCI 0.1181 -0.3916* 0.0706 0.0994 -0.1487 0.0606 -0.1125 1.0000

Notes: The asterisk *Denotes statistical significance at the 10 percent level.
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Table 6: Regression Output of GMM

Estimation Technique Sys-GMM
Financial Inclusion

IFl, 0.45516824** (0.024)
INQ 0.066331811* (0.086)
INFRAIT 0.1094618* (0.083)
HOU -0.062369352 (0.796)
HDI 1.3454613*** (0.013)
BCI 0.00259029** (0.03)
INF 1.1152404** (0.018)
GDPgr 2.0933868*** (0.04)
constant -1.3177048*** (0.005)
Observations 120
Number of countries 10
AR (2) test 0.483
Sargan test 0.810

Notes: *p < 0.1; **p < 0.05; ***p < 0.01; Standard deviations
robust to heteroskedasticity in parentheses.

and Chinoda (2019) emphasized the confidence generated
by the quality of institutions allows financial institutions
to diversify their customers, leading to more growth in
their business. Obviously, when politics is unstable,
people lack trust in financial institutions, which leads to
a low ability to use financial services. Thus, an enhanced
institutional quality contributes substantially to financial
inclusion, particularly for the poor segments of society.
For country variables, infrastructure has a positive
impact on financial inclusion in ASEAN countries. Full
and modern infrastructure such as fintech, blockchain,
and artificial intelligence will serve as the foundation for
speedy, safe, and at a low-cost financial inclusion. This
improves people’s ability to access and use financial
services (Ali et al., 2016). However, balance is needed
between financial technologies, risk management, and
low-income consumers’ protection. Similarly, a positive
impact of the human development index on financial
inclusion was found. This result is also explained by the
study of Tuesta et al. (2015), who asserted that people’s
awareness of financial products is one of the core factors
that prevent them from looking for financial products,
especially for people with low income. For low-income
people, the perceived barrier to accessing these services
is about 15% higher than that of high-income people.
This makes them hesitate when there is a need to use
financial services. This observation is shared in the study

of Ajide (2017). Therefore, the human development
index plays an important role when developing financial
inclusion.

For banking variables, a positive relationship is found
between banking concentration and financial inclusion.
This result is in line with Cetorelli and Gambera (2001),
who showed that more concentrated banking systems
increase firms’ access to finance.

For macroeconomic variables, inflation and GDP per
capita growth increase financial inclusion in ASEAN.
GDP per capita has positive and statistically significant
effects on financial inclusion in ASEAN countries. This
result is confirmed by the fact that the high level of GDP
per capita contributes more to the survival of economic
actors and, to a greater extent, to their resilience,
increasing their propensity for product and process
innovations by banks, thereby widening the accessibility
and use of financial services. This result is in line with
those obtained by Kim (2016), Nanda & Kaur (2016), and
Sarma and Pais (2011).

5. Conclusion

The quality level of institutions in all ASEAN countries
is low. This raises concerns when implementing financial
inclusion. Therefore, this study aims to examine the impact
of institutions on financial inclusion in ASEAN countries
during 2008-2019. The results show that institution has a
significant impact on financial inclusion. This argument
indicates that well-established governance is a prerequisite
for financial inclusion. In addition, the adoption of
global regulatory standards related to dynamic terms,
macro-security regulation, capital adequacy, and information
disclosure is critical to supporting a safe financial
environment. Conversely, enforced financial inclusion
combined with a weak regulatory environment creates a high
risk of excessive borrowing, and lack of consumer protection
threatens financial stability (Cihak et al., 2016). In addition
to the institutional factor, the study also shows that different
factors: human development, infrastructure, banking
concentration, inflation, and per capita income growth have
a significant impact on financial inclusion.
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