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ABSTRACT

Financial inclusion is pivotal in fostering economic development, particularly in low and
lower-middle-income countries. The objective of this study is to analyze the relationship
between remittance, human capital and governance quality in enhancing financial
reachability through financial inclusion across 93 countries. Financial inclusion in the
country is calculated using the financial inclusion index (FII), which is constructed using
Principal Component Analysis (PCA) by integrating penetration, accessibility and usability
dimensions. Utilizing the Dynamic Generalized Method of Moments (GMM)
approach, the study examines how remittance inflows and human capital, moderated by
governance quality, influence financial inclusion. The findings reveal a nonlinear
relationship between remittances and financial inclusion. Initially, remittances
negatively affect financial inclusion. However, this relationship transitions
positively within robust governance frameworks. The threshold effect is most
noticeable in low and lower-middle-income countries, where governance reforms
help overcome infrastructural and regulatory constraints. Conversely, in upper-
middle-income economies, high transfer costs and compliance burdens moderate the
benefits of large inflows. Financial inclusion shows a strong positive relationship with
human capital, which is significantly improved by enhanced quality of governance.
Investment in education and financial literacy equips individuals to utilize financial
services effectively, thereby expanding overall financial accessibility. The study
recommends policies to strengthen governance frameworks to foster trust and
efficiency in financial systems. Regulatory simplification can enhance remittance
inflows, and public-private partnerships are crucial for effective implementation.
Additionally, targeted public investments in rural banking infrastructure, digital
payment systems, and comprehensive financial literacy programs are essential. These
interventions strategically leverage remittance inflows, driving sustainable economic
growth and improving financial inclusion outcomes in low- and middle-income countries.

Keywords: Financial reachability, Financial inclusion, Remittance, Human
capital, Governance.



ABSTRAK

Rangkuman kewangan merupakan elemen penting dalam merangsang pembangunan
ekonomi, khususnya di negara berpendapatan rendah dan sederhana rendah. Kajian ini
bertujuan untuk menganalisis hubungan antara kiriman wang, modal insan dan Kkualiti
tadbir urus dalam memperkukuh capaian kewangan melalui peningkatan tahap rangkuman
kewangan merentas 93 buah negara. Tahap rangkuman kewangan diukur menggunakan
Indeks Rangkuman Kewangan (l1K), yang dibangunkan melalui Analisis Komponen
Utama (PCA) dengan mengambil kira tiga dimensi utama: penembusan, kebolehcapaian
dan kegunaan. Dengan menggunakan Kaedah Dinamik Umum Momen (GMM), kajian ini
meneliti bagaimana aliran masuk kiriman wang dan modal insan, yang dimoderasikan oleh
kualiti tadbir urus, mempengaruhi rangkuman kewangan. Dapatan kajian menunjukkan
bahawa wujudnya hubungan tidak linear antara kiriman wang dan rangkuman kewangan.
Pada peringkat awal, kiriman wang memberi kesan negatif terhadap rangkuman kewangan.
Namun, hubungan ini berubah menjadi positif dalam persekitaran tadbir urus yang kukuh.
Kesan ambang paling ketara diperhatikan di negara berpendapatan rendah dan sederhana
rendah, di mana pembaharuan tadbir urus membantu mengatasi kekangan infrastruktur dan
peraturan. Sebaliknya, di negara berpendapatan sederhana tinggi, kos pemindahan yang
tinggi serta beban pematuhan mengekang manfaat daripada aliran masuk yang besar.
Rangkuman kewangan menunjukkan hubungan positif yang kukuh dengan modal insan,
yang diperkukuh secara signifikan melalui kualiti tadbir urus yang lebih baik. Pelaburan
dalam pendidikan dan literasi kewangan membekalkan individu dengan kemahiran untuk
menggunakan perkhidmatan kewangan secara berkesan, sekaligus memperluaskan capaian
kewangan secara keseluruhan. Kajian ini mencadangkan dasar untuk memperkukuh rangka
kerja tadbir urus bagi memupuk kepercayaan dan kecekapan dalam sistem kewangan.
Penyederhanaan peraturan dapat meningkatkan aliran kiriman wang, manakala kerjasama
antara sektor awam dan swasta amat penting untuk pelaksanaan yang berkesan. Selain itu,
pelaburan awam terarah dalam infrastruktur perbankan luar bandar, sistem pembayaran
digital, dan literasi kewangan penting bagi memanfaatkan kiriman wang, memacu
pertumbuhan ekonomi mampan dan mempertingkatkan rangkuman kewangan di negara
berpendapatan rendah dan sederhana.

Kata Kunci: Capaian kewangan, Rangkuman kewangan, Kiriman wang, Modal insan,
Tadbir urus.
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CHAPTER ONE

INTRODUCTION

1.1 Introduction

Financial Inclusion (FI) has gained increased focus from both policymakers and scholars
in the past two decades. This study investigates the effects of remittance, governance, and
human capital (HC) on Financial Inclusion (FI), using panel data from 93 countries across
various income levels, including lower-income, lower-middle-income, and upper-middle-
income countries, spanning from 2011 to 2021. This chapter is organized into eight
sections: Section 1.2 outlines the background of this study; Section 1.3 presents the
problem statement; Sections 1.4 and 1.5 explain the research question and objectives;
Section 1.6 discusses the significance of the Research; Section 1.8 highlights the scope of

the study; and the final section outlines the structure of the entire study.

1.2 Background of the Study

1.2.1 Financial Inclusion

Financial inclusion (FI) significantly varies across countries, being lower in low-income
and lower-middle-income countries and higher in upper-middle-income and high-income
countries. Measuring and improving financial reachability, particularly in developing
regions, remains a critical challenge due to multiple barriers limiting access and utilization.
Recently, financial inclusion has been recognized as a powerful enabler of the Sustainable
Development Goals (SDGs). Most of the key SDGs, including those aimed at eliminating
poverty and promoting economic growth, explicitly list advancing financial inclusion as

one of their targets. This global emphasis comes from FI’s potential to create opportunities

1
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APPENDIX

Appendix 1
List of Countries
Lower-Income Lower-Middle Income Upper Income
Burkina Faso Algeria Albania
Central African Republic Angola Argentina
Chad Bangladesh Armenia
Congo, Dem. Rep. Benin Azerbaijan
Gambia, The Bolivia Belarus
Guinea-Bissau Cambodia Bosnia and Herzegovina
Liberia Cameroon Botswana
Madagascar Comoros Brazil
Malawi Congo, Rep. Bulgaria
Mali Cote d'Ivoire China
Mozambique Egypt, Arab Rep. Colombia
Niger El Salvador Costa Rica
Rwanda Ghana Dominican Republic
Sudan Haiti Ecuador
Togo India Gabon
Uganda Honduras Georgia
Indonesia Guatemala
Kenya Iraq
Kyrgyz Republic Jamaica
Lesotho Jordan
Mauritania Kazakhstan
Mongolia Kosovo
Morocco Lebanon
Myanmar Malaysia
Nepal Maldives
Nicaragua Mauritius
Nigeria Mexico
Pakistan Moldova
Philippines Montenegro
Senegal Namibia
Tajikistan North Macedonia
Tanzania Paraguay
Tunisia Peru
Ukraine Russian Federation
Uzbekistan Serbia
South Africa
Thailand
Turkiye
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Appendix 2

Financial Reachability Ranking

Country FI index Rank | Country FI index Rank
China 0.512629952 1 Ukraine 0.143995628 | 47
Thailand 0.427260959 2 Kosovo 0.143385897 | 48
Malaysia 0.422076226 3 Bangladesh 0.142340075 | 49
South Africa 0.369273349 4 Ecuador 0.141775957 | 50
Brazil 0.361479101 5 Zambia 0.139719721 | 51
Namibia 0.307180543 6 Paraguay 0.138440768 | 52
Mauritius 0.300175165 7 Ghana 0.131554872 | 53
Mongolia 0.270383742 8 Gabon 0.127886119 | 54
Costa Rica 0.265523988 9 Cameroon 0.12689263 | 55
Lebanon 0.257249859 10 Nicaragua 0.124864441 | 56
Kenya 0.250843345 11 Tunisia 0.121071649 | 57
Panama 0.247071457 12 Azerbaijan 0.118056168 | 58
Maldives 0.244665226 13 Rwanda 0.117976536 | 59
Turkiye 0.236583123 14 Nigeria 0.114469986 | 60
Vietnam 0.228652181 15 Iraq 0.108981669 | 61
Jamaica 0.227803794 16 Argentina 0.108478935 | 62
Bulgaria 0.223612816 17 Tanzania 0.107549605 | 63
Russian Federation | 0.219559824 18 Algeria 0.107482643 | 64
Egypt, Arab

Nepal 0.218231707 19 Rep. 0.106759839 | 65
Botswana 0.210369168 20 Haiti 0.104109766 | 66
Dominican Republic | 0.202759584 21 Benin 0.101359376 | 67
Bolivia 0.198653222 22 Myanmar 0.093668512 | 68
India 0.19563233 23 Zimbabwe 0.09273114 | 69
Cambodia 0.194223061 24 Senegal 0.091457402 | 70
Georgia 0.192691025 25 Kyrgyz Republic | 0.086249493 | 71
Bosnia and

Herzegovina 0.191028557 26 Comoros 0.086040141 | 72
Serbia 0.190018811 27 Cote d'lIvoire 0.084889379 | 73
Belarus 0.187721207 28 Uganda 0.084014784 | 74
Montenegro 0.185738864 29 Togo 0.08152379 |75
North Macedonia 0.180400766 30 Pakistan 0.0814697 76
Honduras 0.177740592 31 Congo, Rep. 0.076768631 | 77
Jordan 0.173569524 32 Liberia 0.070698842 | 78
El Salvador 0.17176102 33 Burkina Faso 0.060720481 | 79
Romania 0.170830768 34 Sudan 0.05999052 | 80
Armenia 0.170379053 35 Mali 0.057617809 | 81
Lesotho 0.170368976 36 Uzbekistan 0.052903896 | 82
Guatemala 0.167759945 37 Malawi 0.045764514 | 83
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Indonesia 0.167571244 38 Madagascar 0.030710936 | 84
Central African

Moldova 0.166855512 39 Republic 0.025133189 | 85

Mexico 0.16461127 40 Niger 0.022236753 | 86

Kazakhstan 0.161310563 41 Guinea 0.020568473 | 87
Congo, Dem.

Colombia 0.152215496 42 Rep. 0.017968379 | 88

Peru 0.15067161 43 Chad 0.014542841 | 89

Albania 0.15033148 44 Gambia, The 0 90

Morocco 0.147971565 45 Mozambique 0 90

Angola 0.147608933 46 Philippines 0 90
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Appendix 3

Penetration Dimension Ranking

Country Penetration Rank | Country Penetration | Rank
Turkiye 0.844125 1 Honduras 0.123472 46
Brazil 0.711947 2 Gabon 0.120059 47
Ukraine 0.626423 3 Philippines 0.103714 48
Argentina 0.572303 4 Mauritania 0.10287 49
China 0.468022 5 Mali 0.100995 50
Russian Federation | 0.444869 6 Nicaragua 0.097956 51
Mauritius 0.441393 7 Zambia 0.09756 52
North Macedonia 0.440298 8 Algeria 0.095522 53
Serbia 0.400485 9 India 0.094207 54
Belarus 0.37926 10 Lesotho 0.090041 55
Malaysia 0.372169 11 Vietnam 0.089922 56
Montenegro 0.369345 12 Mongolia 0.089549 57
Kazakhstan 0.362403 13 Ghana 0.087582 58
Bulgaria 0.341418 14 Burkina Faso 0.085519 59
Maldives 0.33212 15 Congo, Rep. 0.084263 60
Georgia 0.323875 16 Kyrgyz Republic | 0.081641 61
Costa Rica 0.319157 17 Benin 0.078425 62
Romania 0.302831 18 Jordan 0.077654 63
Colombia 0.302168 19 Nigeria 0.077431 64
Dominican Republic | 0.29822 20 Egypt, Arab Rep. | 0.076458 65
Mexico 0.288526 21 Liberia 0.075663 66
Bosnia and

Herzegovina 0.277928 22 Senegal 0.071687 67

Central African
Jamaica 0.274945 23 Republic 0.070564 68
Peru 0.271378 24 Uganda 0.068432 69
Namibia 0.269005 25 Chad 0.065035 70
Kosovo 0.267579 26 Uzbekistan 0.063308 71
Thailand 0.250107 27 Iraq 0.059755 72
Lebanon 0.245535 28 Niger 0.059614 73
South Africa 0.240282 29 Guinea 0.059152 74
Ecuador 0.225816 30 Cameroon 0.058301 75
Moldova 0.224005 31 Togo 0.057826 76
Panama 0.21032 32 Indonesia 0.055046 77
Congo, Dem.

Mozambique 0.20312 33 Rep. 0.054991 78
Botswana 0.198657 34 Cote d'Ivoire 0.048496 79
Bolivia 0.184123 35 Malawi 0.047032 80
Albania 0.174249 36 Tanzania 0.042748 81
Armenia 0.162376 37 Cambodia 0.041461 82
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Paraguay 0.161713 38 Zimbabwe 0.037659 83
Tunisia 0.160362 39 Nepal 0.037474 84
Guatemala 0.160209 40 Rwanda 0.037185 85
Azerbaijan 0.158695 41 Madagascar 0.03281 86
El Salvador 0.144547 42 Comoros 0.032424 87
Kenya 0.141085 43 Pakistan 0.030142 88
Haiti 0.138229 44 Myanmar 0.029064 89
Angola 0.134962 45 Bangladesh 0.028985 91

Sudan 0.025285 92

Morocco 0.024889 93
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Appendix 4

Accessibility Dimension Ranking

Country Accessibility Rank | Country Accessibility | Rank
Mongolia 0.936545 1 Angola 0.128235 47
Bulgaria 0.799857 2 Rwanda 0.128015 48
Mexico 0.568638 3 Azerbaijan 0.122893 49
Bolivia 0.565816 4 China 0.120002 50
Uzbekistan 0.54256 5 Botswana 0.119743 51
Thailand 0.482489 6 Philippines 0.116542 52
Guatemala 0.438424 7 Bangladesh 0.115442 53
Bosnia and
Herzegovina 0.432673 8 Togo 0.114935 54
Georgia 0.430197 9 Mali 0.114439 55
Moldova 0.42269 10 Nicaragua 0.114229 56
Maldives 0.417237 11 Mauritania 0.112527 57
Romania 0.385564 12 Liberia 0.107852 58
Kyrgyz
Russian Federation | 0.331712 13 Republic 0.10527 59
Morocco 0.328085 14 Gambia, The 0.104248 60
Armenia 0.314902 15 Burkina Faso 0.104142 61
Lebanon 0.3109 16 Zimbabwe 0.10302 62
Serbia 0.303284 17 Peru 0.097443 63
Albania 0.291561 18 Cambodia 0.097288 64
Belarus 0.283351 19 Ghana 0.096209 65
Costa Rica 0.282545 20 Kazakhstan 0.095847 66
Tunisia 0.278068 21 Malawi 0.09447 67
Brazil 0.267845 22 Eswatini 0.0933 68
Montenegro 0.265484 23 Jamaica 0.078171 69
India 0.262358 24 Tajikistan 0.07316 70
Mauritius 0.23538 25 Iraq 0.071426 71
Egypt, Arab
Indonesia 0.22559 26 Rep. 0.068761 72
Jordan 0.20477 27 Algeria 0.068589 73
Colombia 0.20375 28 Guinea 0.067665 74
Kosovo 0.198792 29 Myanmar 0.066732 75
South Africa 0.194264 30 Senegal 0.06653 76
North Macedonia 0.189731 31 Kenya 0.066437 77
Uganda 0.188317 32 Nigeria 0.066223 78
Honduras 0.181686 33 Cote d'Ivoire 0.061972 79
Argentina 0.181046 34 Niger 0.061178 80
Nepal 0.175915 35 Sudan 0.06089 81
Central African
Namibia 0.166063 36 Republic 0.057455 82
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Congo, Dem.

Dominican Republic | 0.161252 37 Rep. 0.056834 83
El Salvador 0.159077 38 Chad 0.056793 84
Turkiye 0.157231 39 Zambia 0.053076 85
Mozambique 0.150948 40 Madagascar 0.051421 86
Ecuador 0.146881 41 Lesotho 0.046481 87
Gabon 0.144294 42 Vietnam 0.046274 88
Malaysia 0.139466 43 Benin 0.043943 89
Paraguay 0.138597 44 Comoros 0.038792 91
Panama 0.133677 45 Lao PDR 0.03692 92
Pakistan 0.130954 46 Tanzania 0.033963 93
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Appendix 5

Useability Dimension Ranking

Country Useability Rank | Country Useability | Rank
China 0.532133 1 Peru 0.150671 47
Thailand 0.427262 2 Albania 0.150332 48
Malaysia 0.422077 3 Morocco 0.147972 49
South Africa 0.369274 4 Angola 0.147609 50
Brazil 0.361477 5 Ukraine 0.143993 51
Namibia 0.307099 6 Kosovo 0.143385 52
Mauritius 0.29966 7 Bangladesh 0.142341 53
Mongolia 0.270385 8 Ecuador 0.141776 54
Costa Rica 0.265511 9 Zambia 0.13972 55
Lebanon 0.25725 10 Paraguay 0.138441 56
Kenya 0.250844 11 Ghana 0.135117 57
Panama 0.247072 12 Gabon 0.127883 58
Maldives 0.244665 13 Nicaragua 0.124865 59
Turkiye 0.23658 14 Senegal 0.12361 60
Vietnam 0.228653 15 Argentina 0.123148 61
Jamaica 0.227804 16 Cameroon 0.119198 62
Bulgaria 0.223612 17 Azerbaijan 0.118056 63
Russian Federation | 0.221147 18 Rwanda 0.117969 64
Nepal 0.218233 19 Mauritania 0.117755 65
Botswana 0.210369 20 Tanzania 0.10755 66
Dominican Republic | 0.202759 21 Algeria 0.107483 67
Bolivia 0.198653 22 Egypt, Arab Rep. | 0.10676 68
India 0.195633 23 Haiti 0.104097 69
Cambodia 0.194224 24 Iraq 0.102269 70
Georgia 0.19269 25 Benin 0.10136 71
Bosnia and

Herzegovina 0.191028 26 Zimbabwe 0.092732 72
Serbia 0.190018 27 Myanmar 0.088926 73
Belarus 0.18772 28 Kyrgyz Republic | 0.08625 74
Montenegro 0.185738 29 Comoros 0.086041 75
North Macedonia 0.1804 30 Cote d'Ivoire 0.08489 76
Honduras 0.177716 31 Uganda 0.084015 77
Tunisia 0.17369 32 Togo 0.081522 78
Jordan 0.17357 33 Pakistan 0.08147 79
El Salvador 0.171761 34 Congo, Rep. 0.076769 80
Romania 0.17083 35 Liberia 0.061793 81
Armenia 0.170379 36 Uzbekistan 0.061143 82
Lesotho 0.17037 37 Burkina Faso 0.060721 83
Guatemala 0.16776 38 Sudan 0.059986 84
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Indonesia 0.167572 39 Mali 0.057618 85

Moldova 0.166855 40 Malawi 0.045765 86

Mexico 0.164611 41 Madagascar 0.030711 87
Central African

Philippines 0.161383 42 Republic 0.025133 88

Mozambique 0.161383 43 Niger 0.022235 89

Kazakhstan 0.16131 44 Guinea 0.020568 91
Congo, Dem.

Nigeria 0.158484 45 Rep. 0.017427 92

Colombia 0.152215 46 Chad 0.014543 93
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