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Abstract: The youthful population of South Asia, holding the majority in the subregion,
will also have a great share in the future alongside the risk of being not in education,
employment, or training with a persisting gender gap. This makes it important to adopt
a gender-responsive policy framework for youth empowerment. This paper, after con-
structing a multidimensional financial inclusion index, based on a multilevel estimation
framework considering the hierarchical structure of the dataset, shows evidence on how
to increase financial inclusion among the South Asian youth. It furthermore provides
policy recommendations considering the gendered effects. The paper finds that educa-
tion level, formal employment, having a national ID, and government expenditure on
education and health are important drivers of financial inclusion. The paper furthermore
finds that education level becomes especially more important for those at the bottom
income quintile and that government expenditure into education and health would boost
the youth financial inclusion in South Asia, especially for the female youth.

Subjects: Gender Studies - Soc Sci; Development Economics; Banking

Keywords: financial inclusion; sustainable development goals (SDGs); youth

Subject classification codes: D14; G28; J16; N25

1. Introduction

The 2030 Agenda for Sustainable Development (United Nations, 2015) highlights the need to
promote decent job and entrepreneurial opportunities especially for the youth and women. More
specifically, promoting development-oriented policies that support productive activities, decent job
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This paper shows evidence on how education
level, formal employment, having a national ID,
and government spending on education and
health can enhance youth and women’s financial
inclusion in South Asia. Policy recommendations
drawn based on the findings in the paper could
be of interest to policymakers as well as to the
general public in the sub-region. Moreover,
developing economies in other regions may also
learn from the findings pointed out in the paper.

Attribution (CC-BY) 4.0 license.

© @

© 2022 The Author(s). This open access article is distributed under a Creative Commons

Page 1 of 29


http://crossmark.crossref.org/dialog/?doi=10.1080/23322039.2022.2136237&domain=pdf
http://creativecommons.org/licenses/by/4.0/

Aslan, Cogent Economics & Finance (2022), 10: 2136237 O‘ZK;' Cogent Py economics & ﬁ nance

https://doi.org/10.1080/23322039.2022.2136237

creation, entrepreneurship, creativity and innovation, and encourage the formalization and growth
of micro-, small-, and medium-sized enterprises, including through access to financial services as
per Target 8.3; achieving full an productive employment and decent work for all women and men,
including for young people and persons with disabilities, and equal pay for equal work as per
Target 8.5; substantially reducing the proportion of youth not in employment, education, or
training as per Target 8.6; and developing and operationalizing a global strategy for youth employ-
ment and implementing the Global Jobs Pact of the International Labour Organization as per
Target 8.5 are part of the SDG 8 (International Labour Organization (ILO), 2015).

Financial inclusion which may be defined as the formal use of financial services may improve
individuals’ welfare and advance economic development (Allen et al., 2012). Lack of access to
formal financial services is often seen as a barrier against entrepreneurship by restricting economic
opportunities for women, youth, and especially for the female youth (United Nations Development
Programme (UNDP), 2021). Financial exclusion is wider for women than men and gender inequality
in financial inclusion persists particularly for developing countries regardless of education level and
income (The Global 2017 Findex Database and Author’s calculations). This has further implications
on female labour force participation and women’s empowerment.

A gender-responsive global strategy for the youth empowerment would then need to address
the legal and regulatory framework which facilitates the low-cost and efficient ways of access to
finance, therefore the empowerment of the youth and women, given the weight of youth popula-
tion in South Asia. More importantly, youth, defined as persons between the ages of 15 and
24 years (United Nations, 1981) had a significant share of the population in South Asian countries
with almost one-fifth of the population is within this age group by 2017 (United Nations,
Department of Economic and Social Affairs, Population Division, 2019 and Author’s calculations).

The United Nations Economic and Social Commission for Asia and the Pacific (ESCAP, 2018)
points out that providing financial inclusion, along with universal social production strategies,
would accelerate poverty reduction and reduce inequality. Innovations including branchless bank-
ing and mobile-based financial services would enhance financial inclusion in addition to expanding
micro-finance programmes. A much more inclusive approach mainstreaming gender-responsive
policies, such as incentivized credit schemes, would promote gender equality and women’s entre-
preneurship (ESCAP, 2018).

Hence, the current study is motivated by persisting gender gap in financial inclusion in South
Asia as well as the weight of the youth population within the total population of the subregion. It
adds up to the existing literature by using a hierarchical framework while examining the macro
and micro level determinants of youth financial inclusion in South Asia. Furthermore, it focuses on
youth in the working age instead of whole youth sample. This paper, aiming at addressing how the
youth and women in South Asia can be financially included, tries to find the micro and macro
determinants of the financial inclusion of the population of interest. Findings for this subregion
may also shed light for the regions or subregions with developing economies since financial
inclusion may provide development benefits. The first section overviews the situation of the
young population in South Asia with respect to education, employment, and training as well as
gender inequality, and it gives the stylized facts on financial inclusion of the South Asian youth
based on the latest Global Findex Database. The second section summarises the main literature on
financial inclusion and its development benefits. The third section explains the methodology
behind the construction of world-wide and South-Asia-specific composite indices of financial
inclusion and the hierarchical model to provide empirical evidence on drivers of the financial
inclusion of the South Asian youth focusing on 18-24 age category and presents the results.
Finally, the last section provides policy recommendations on how to enhance the financial inclu-
sion of the South Asian youth, especially the female youth, and it concludes.
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Figure 1. Population breakdown
in South Asia

Figure 2. Youth in NEET in South
Asia
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2. Financial inclusion in South Asia

South Asia has a youthful population with almost half of the population below 25 years old and one-
third of population of the subregion below 15 years old. By 2015, 0-14 age group accounted for 27.5%
and 15-24 age group accounted 18.1% of the population in the subregion (Figure 1). These age
groups are expected to account for 24.3% and 16.4%percent, respectively, in 2030 (United Nations,
Department of Economic and Social Affairs, Population Division, 2019 and Author’s calculations).

m % of youth population (% of population aged 15-24)
m % of male youth population (% of male aged 15-24)

m % of female youth population (% of females aged 15-24)

Page 3 of 29



Aslan, Cogent Economics & Finance (2022), 10: 2136237 *’;’ Cogent Py economics & ﬁ nance

https://doi.org/10.1080/23322039.2022.2136237

Figure 3. Youth unemployment
in South Asia by 2018

Given the weight of its youth population, empowering the youth is crucial to enhance sustain-
able economic growth in the subregion. Empowering the youth is strongly associated with provid-
ing equal access to affordable and quality education, equipping them with relevant skills in line
with the labour market needs, and providing them low-cost and efficient ways of financial access
in order them to access to decent work. According the most recent data, youth in NEET (Not in
Education, Employment, or Training) is remarkably high (Figure 2) being higher than 20% in
Bangladesh, India, Pakistan, and Sri Lanka (ESCAP Database, 2019).) Empowering the youth to
innovate in line with the needs of developing world can be considered as a powerful tool to prevent
them from being in NEET, by creating opportunities for entrepreneurship. These opportunities,
however, might be locked because of lack of access to financial services alongside the legal and
regulatory barriers. When unlocked, they would not only to lead the youth to access to decent
work, but also overall economy would benefit from the productive employment.

Education among young population remains low with a literacy rate of the youth was 88.25%
by 2016 in South Asia. Gender parity in youth literacy, even it follows an improving trend,
registered as 0.95. In Bangladesh, Maldives, and Sri Lanka, the female youth has higher literacy
rate than their peers. The percentage of primary-school-age children who are not enrolled in
primary or secondary school is 6.56 in South Asia. In terms of children out of school, Bhutan and
Pakistan experience remarkably high rates of 18.05% and 23.55%, respectively. In Pakistan, the
gender gap in children out school, even it has a decreasing trend, is remarkably high as 29.39% of
girls are out primary school compared to 18.11% of boys. (WDI, 2016 and Author’s calculations)

Youth unemployment, in average, was 10.55% in South Asia as of 2018 (WDI, 2018 and Author’s
calculations, Figure 3). However, being in the labour force is not a measure of empowerment
especially for the population below 18 years old. Instead of being in the labour force, the youth
need to get empowered through better education and training therefore much more decent work
opportunities in the future that would also enhance economic growth by increasing productivity.

While account ownership among adults has reached globally to 69% in 2017 increasing from
62% in 2014 and 51% in 2011; only 63% of adults have account in developing economies. This
stands at 55% in South Asia. Mobile money accounts have been widely spread in sub-Saharan
Africa, exceeding 10%, as well Bangladesh in South Asia, exceeding 20%. About 1.7 billion adults
are unbanked of which almost one-fifth are living in Bangladesh, India, and Pakistan. Overall, in
South Asia, 45% of adults are still unbanked. Among those, Bangladesh and Pakistan experience
a remarkably high gender gap exceeding 30 percentage points. Among the South Asian youth,
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account ownership is much lower at 55.8% and 52.9% for 15-24 and 18-24 age groups, respec-
tively (The Global 2017 Findex Database and Author’s calculations).

For the South Asian youth, account ownership is strongly associated with gender, being edu-
cated, having a national ID, having mobile phone. Within the youth, gender inequality is remark-
ably high except Sri Lankan youth (Figure Figure 4).

In South Asia, being educated is strongly associated with the account ownership unexceptionally
for all the income quantiles for both women and men alike (Figure Figure 5) while the effect of
being in the workforce is mixed for men within various income quintiles (Figure Figure 6).

Access to other services (e.g., having an ID and/or mobile phone) affects the account ownership
status (Figure Figure 7), much more among the women.

Even though the reasons behind the financial exclusion slightly differ among genders, lack of
money, relying on family member’s account, and needlessness of account are the most dominant
reasons of not having an account (Figure Figure 8).

Empowering youth is not only driven by equal access to education and training from childhood but
also by equal access to immediate basic needs for life as well as access to health services. Unless
providing immediate basic needs? and adequate health services, it would not be possible to expect
equal outcomes from (equal) education, thus governments’ expenditure on education and health
would enhance the social and financial inclusion of the youth. Along with universal social protection
strategies, financial inclusion may play in important role in empowerment through providing means
for entrepreneurship. A gender-responsive global strategy for the youth empowerment would need to
address the legal and regulatory framework which facilitates the low-cost and efficient ways of
access to finance given the weight of youth population in South Asia.

Gender bias in financial inclusion may also arise due to parents’ characteristics including income,
education, occupation, and financial literacy; therefore, including these characteristics as instru-
ments might have addressed the possible endogeneity problem in explaining gender bias.
However, in the absence of such internal instruments, an interaction term between being female
and receiving wage or payments from self-employment is included to control gender bias in the
labour market and its possible indirect impact on financial inclusion since legal and regulatory
framework may prevent women from in the labour market. With this background, this paper, after
constructing a composite index of financial inclusion, provides further empirical evidence on the
drivers of demand side of (formal) financial inclusion.

3. Literature review

Financial inclusion which may be defined as the access to and the use of formal financial services
by households and firms is seen by policymakers as a way to improve people’s livelihoods, reduce
poverty, and advance economic development (Sahay et al., 2015), and reduce income inequality
(Dabla-Norris et al.,, 2015b, 2015a). A general definition of the financial development may be
explained by the financial depth measures such as ratio of the private credit or stock market
capitalisation to GDP (Svirydzenka, 2016). World Bank (Demirguc-Kunt et al., 2018) defines finan-
cial inclusion as means that individuals and businesses have access to useful and affordable
financial products and services delivered in a responsible and sustainable way. World Bank
(Pearce & Ortega, 2012) suggests the main types of indicators as access indicators, usage indica-
tors, quality measures, and an indicator assessing how financial inclusion affects households’ and
firms’ outcome. International Monetary Fund (Svirydzenka, 2016) creates nine indices that sum-
marises how developed financial institutions and financial markets are in terms of depth, access,
and efficiency, then aggregate these indices into an overall index of financial development cover-
ing 183 countries on annual frequency between 1980 and 2013.
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Figure 4. Account ownership by
South Asian youth by countries
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On the demand side of financial inclusion, Demirguc-Kunt and Klapper (2012a) present the 2011
wave of the Global Findex Database, the set of indicators that measure saving, borrowing, making
payments, and managing risk behaviour of adults in 148 economies. The Global Findex Database
which is a world-wide dataset on how adults save, borrow, make payments, and manage risk has
been published every three years since 2011. It covers more than 150,000 adults in over 140
economies. The 2017 edition of the Global Findex Database includes updated indicators on access
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Figure 6. Account ownership by
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to and use of formal and informal financial services, adding new data on the use of financial
technology (FinTech), including the use of mobile phones and the internet to conduct financial
transactions (The World Bank, 2017). Aslan et al. (2017) introduces a multi-dimensional index that
captures financial access and the intensity of using financial services as a multi-dimensional
concept based on account ownership, debit card ownership, credit card ownership, frequency of
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Figure 8. Why financially
excluded?
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using these services, saving at and borrowing from a financial institution, having borrowed from
a financial institution, and having emergency funds.

Development benefits of the financial inclusion are being increasingly addressed in the litera-
ture. Among others, financial services could help people accumulate savings, mobile money
services could enhance people’s income earning potential, digital financial services could help
people in managing financial risk and lower the cost of receiving payments, and for governments,
and switching to digital payments could reduce corruption and improve efficiency (Demirguc-Kunt
et al,, 2017). Lack of access to formal financial services has implications on entrepreneurship by
restricting economic opportunities for youth, especially for the female youth and women in general
(United Nations Development Programme (UNDP), 2021). Gender inequality in financial inclusion
persists (Allen et al., 2012) and this has further implications on female labour force participation
and women’s empowerment.

Among other regional and country level studies, Pearce (2011) identifies constraints, opportu-
nities, and priorities for significantly improving access to finance in the MENA region; and suggests
for a common financial inclusion strategy agreed by governments, a legal and supervisory frame-
work by the regulators, a much more developed financial infrastructure, and removing barriers to
the growth of Islamic financial services. Momani (2022) emphasizes that MENA region needs
specialized tools for women and youth to enhance their financial inclusion, break down regulatory
barriers, access to microfinance, and to acquire necessary skills. Lyons and Kass-Hanna (2021),
using the 2014 Global Findex, find that economically vulnerable populations are significantly less
likely to be financially included and to have lower financial literacy, and that those with higher
financial literacy tend to save more and borrow less, especially from informal sources. Triki and
Faye (2013) suggest that relying on supply-side data collected by national regulators and super-
visory bodies is not sufficient and that policymakers in Africa should advocate for national
demand-side surveys to better understand financial inclusion in the region. Shihadeh (2022),
using the 2014 Global Findex data for Palestine, finds that women, the poor, and the less educated
are less likely to be included in financial transactions, especially transactions involving borrowing
and having formal accounts. Khmous and Besim (2020), considering the Global Findex data for

Page 8 of 29



Aslan, Cogent Economics & Finance (2022), 10: 2136237 *;‘ Cogent Py economics & ﬁ nance

https://doi.org/10.1080/23322039.2022.2136237

selected 14 MENA countries, find that being male, wealthier, and older increases the probability of
meeting financial inclusion and that Islamic banking share has a negative effect on financial
inclusion. Fungdcovd and Weill (2015), using the 2011 Global Findex data for Ching, find that
women are less likely to report having a formal account or a formal loan but are not less likely to
have formal saving. Asuming et al. (2019) show that individual-level covariates (age, education,
gender and wealth), macroeconomic variables (growth rate of GDP and presence of financial
institutions), and business freedom are significant determinants of financial inclusion and that
financial inclusion policies should first target women and young people. OECD (Garcia et al., 2013)
highlights that public institutions in the Latin America and the Caribbean region should continue to
take into account the specific needs of the financially excluded and of the rural population and
address those when designing financial education policies and programmes. Seng (2021), after
analysing the effects of financial inclusion on poverty in Cambodia, shows that the use of financial
services contribute to reducing household budget deficit and poverty if the users, females in
particular, have at least basic financial knowledge. Banerjee et al. (2021), after analysing the
effects of financial inclusion on economic development in 20 Asian countries, show that that
aggregate financial inclusion has a strong positive effect on all development outcomes and this
effect improves for countries with lower political risk.

Empowerment theory focuses on both processes and outcomes (Swift & Levin, 1987) and it
takes on different forms for different people and different contexts (Zimmerman, 2000). Youth
empowerment at the individual level could be defined as exercising power over one’s life by being
skilled, critically aware, and active in creating community change (Zimmerman & Rappaport,
1988). Microeconomic determinants such as individual characteristics (Zins & Weill, 2016) and
barriers including lack of documentation and distance to financial services and banking costs
(Allen et al., 2012; Demirguc-Kunt & Klapper, 2012a) are reported among the drivers of financial
inclusion as well as country-level characteristics including financial development (Deléchat et al,,
2018). It should also be noted that legal restrictions against women (Demirguc-Kunt et al., 2013)
and youth (Sykes et al., 2016) may also prevent them to be financially included.

This leads an emerging need to address how to increase the financial inclusion and therefore
social inclusion of the South Asian youth from a gender equality perspective. With this background,
this paper, after providing an overview of the South Asian youth population, it analyses the
patterns of financial inclusion among the South Asian youth across genders, educational levels,
and income quintiles, and then it provides empirical evidence on the drivers of demand side of
(formal) financial inclusion.

4. Methodology

This paper, using the comprehensive micro-level survey data of the Global 2017 Findex Database,?
first constructs the multidimensional index of financial inclusion for South Asian countries.
Furthermore, after constructing the multidimensional index of financial inclusion, combines the
comprehensive individual level information with the country-level data including policies and
structural country characteristics and estimates the model to define the micro- and macro-level
determinants of individual financial inclusion measured with the multidimensional index of finan-
cial inclusion for the South Asian youth. Therefore, the first two subsections below explain the
construction of multidimensional index and the empirical specification of the estimated models,
respectively.

4.1. Dataset and index of financial inclusion

The Global Findex Database contains, in addition to demographics, information on how adults
save, borrow, make payments, and manage risk for more than 150,000 adults in over 140
economies, collected through nationally representative surveys. It has been published every
three years since 2011 and it complements the supply side information on financial inclusion,
for example, Financial Access Survey (FAS) released by the IMF, adding up demand side informa-
tion as well as intensity of use of financial services. In addition to previous waves, the 2017 edition
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includes updated indicators on access to and use of formal and informal financial services, adding
new data on the use of financial technology (FinTech), including the use of mobile phones and the
internet to conduct financial transactions (The World Bank, 2017).

This paper constructs the composite index of financial inclusion introduced by Aslan et al. (2017)
following the JCA (Joint Correspondence Analysis)* method which is a factor-analytic technique for
categorical variables (Greenacre, 2017). First, based on the latest, the 2017 Global Findex Survey’s
10 questions (Table 1), which are related to financial inclusion and do not include demographics
are selected to construct the multidimensional financial inclusion index.

Thus, the multi-dimensional index of financial inclusion scores gives a sense of the intensity of the use
of financial services alongside the access to financial services. After calculating individual financial
inclusion scores based on JCA, the individual scores are normalized between 0 and 1. Furthermore, to
avoid extreme values from distorting the 0-1 values, the individual financial scores are winsorized with
1st and 99th percentiles set at cut-off levels. The JCA (Greenacre, 2017) gives categorical variables
a notion of distance, so that the multi-dimensional index of financial inclusion scores is continuous
(Figure Figure 9). Individuals who were assigned the financial scores near 1 have the highest financial
inclusion. The concentration on low financial inclusion side is mainly due to South Asia and sub-Saharan
Africa.

Two different multi-dimensional indices of financial inclusion are calculated being world-wide
and South Asia-specific. South Asia sample covers Afghanistan, Bangladesh, India, Nepal, Pakistan,
and Sri Lanka due to data availability. For comparison, Table A1 (Annex) gives an overview of the
ESCAP region in terms of financial inclusion. In order to avoid extreme values in South Asian
sample while analysing the drivers of financial inclusion, South Asia-specific financial inclusion
index is used. Country averages of the financial inclusion calculated based on the World-wide
(Table A1) and South Asian samples are listed in Annex (Table A2). Among the South Asian

Table 1. Questions used to construct the financial inclusion index

Questions Reponses

FIN3 If has debit card: card in own Yes/No/DK/Refused
name

FIN4 If has debit card: used card in past | Yes/No/DK/Refused
12 months

FINS Used mobile phone or internet to | Yes/No/DK/Refused
access FI account

FING Used mobile phone or internet to | Yes/No/DK/Refused
check account balance

FIN8 If has credit card: used card in past | Yes/No/DK/Refused
12 months

FIN9 If has account: any deposit into Yes/No/DK/Refused
account in past 12 months

FIN10 If has account: any withdrawal Yes/No/DK/Refused
from account in past 12 months

FIN17a Saved in past 12 months: using an | Yes/No/DK/Refused
account at a financial institution

FIN22a Borrowed in past 12 months: from | Yes/No/DK/Refused
a financial institution

FIN24 Possibility of coming up with Possible/Not Possible/DK/Refused
emergency funds

Source: The 2017 Global Findex Database

Note: For the JCA, responses are recoded into 1, 0, and missing. As such, responses were recoded from “Yes” and
“Possible” into 1, from “No” and “Not Possible” into 0, and from “Don’t Know” and “Refused” into missing.
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Figure 9. Distribution of
Financial Inclusion Scores
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countries,” Sri Lanka has the highest financial inclusion score followed by India. At the bottom line,
Afghanistan and Pakistan, having the lowest and second-lowest scores, respectively, are also at
the end of ranking among ESCAP countries. Afghanistan and Pakistan rank also last globally
together with a few sub-Saharan African countries and Iraq.

4.2. Empirical specification

This paper, further, combines the comprehensive individual level information with the country-level
data including policies and structural country characteristics.® While combining the individual and
country level data, all the data are stratified, in other words the population of N units is first divided
into homogeneous and mutually exclusive groups called strata (Singh et al., 2016), to ensure each
subgroup within the population receives proper representation within the sample.

Since the women’s economic decisions and their access to the labour market may also differ
from men, an interaction between gender dummy and receiving wage or self-employment pay-
ments would help better observing the differentiated effects on financial inclusion.

While demographic data, covering gender, education level, income quintile, being wage
employed, being employed, national ID ownership, and mobile phone ownership come from the
2017 Global Findex Database and the multi-dimensional index comes from own calculations using
the 2017 Global Findex; macro-level data come from different sources including World
Development Indicators (World Bank) for government spending on education and health, and
IMF for financial development index. The list of variables and their descriptive statistics are
reported in Table A3 and in Table A4, respectively.

The paper shows empirical evidence of the drivers of financial inclusion, namely the multi-
dimensional index of financial inclusion, for the South Asian youth. Particular focus is given to
the 18-24 age group in the analyses as being employed and having completed secondary educa-
tion would be more relevant for this age group instead of the whole youth sample. The financial
inclusion of the female youth is expected to be lower than their male peers. Furthermore,
individuals at the bottom of income quintile within the country, individuals who are not formally
employed and less educated are expected to have much lower financial inclusion. Therefore, this
paper first investigates the relationship between financial inclusion and gender, (formal) employ-
ment status, education level, and household income level (Equation 1). Second, it investigates
government policies on education and health (Equation 2) in a multilevel framework for 2017. The
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model which is built on the baseline model studied in Deléchat et al. (2018), focusing on South
Asian countries and is further developed in a multilevel framework.

Financial inclusion; = 5, Female dummy;; + p,Education level; 4 p3Income level;
+ p,National ID dummy;; + psEmployment status;; + ¢;; (1)

Financial inclusion; = ;Female dummyj + p,Education level;j + p3Income level;;
+ p,National ID dummy;; + psEmployment status;; + pgPolicies; + & (2)

Thus, Equation 2 aims at explaining the financial inclusion for individual i and country j with
gender, (formal) employment status, education level, household income level, and government
policies on education and health. The survey dataset is strafied’ by the country before estimating
the model in a multilevel framework.

5. Empirical results

At the individual level, demographic characteristics are strongly associated with being financially
included. Being women, standing at the bottom level of income distribution, and being less
educated negatively affect the financial inclusion. Among the South Asian youth; women and
individuals at the bottom level of income distribution have lower financial inclusion while (for-
mally) employed proxied by receiving wage or self-employment benefits, individuals with second-
ary and higher education have higher financial inclusion when controlling also for the overall
financial development level of the country (Table 2). Instead, being in the workforce in general is
not a strong driver of the financial inclusion for the same sample as shown in the robustness
checks (Table A7).

The findings (Columns 1 and 2 of Table 2) imply that females tend to have lower financial
inclusion than males do. Contrarily, individuals with secondary and higher education, individuals
receiving wages or payments from self-employment, and individuals with national ID tend to have
higher financial inclusion. Overall financial development level within the country also drives the
financial inclusion of the youth.

The analyses, then, are extended including national level policy variables, considering the multi-
level framework, in order to observe how the macro-level policies could enhance the financial
inclusion at the individual level (Table 2, Column 3), estimating the effects of the education and
health expenditure as a proportion of total government expenditure. The effects of the govern-
ment expenditure on education and health as a proportion of general government expenditure are
given in Column 3. In South Asiq, in average, increasing government expenditure on education (as
percentage of total government expenditure) 1 percentage point would be associated with an
increase of 0.33 percentage points in the financial inclusion of the South Asian youth. While
increasing government expenditure on health (as percentage of total government expenditure)
1 percentage point would be associated with an increase of 0.15 percentage points in the financial
inclusion of the South Asian youth. Furthermore, Figure Figure 10 shows the predictive margins in
financial inclusion between female and male subpopulations.

As legal and regulatory framework may prevent women from being employed and/or self-
employed, this paper also tests for the interaction between being female and receiving wage or
payments from self-employment. This would provide a better understanding how the impact of
adopting a gender-responsive global strategy aiming at increasing women’s employment or
entrepreneurship would create a leverage effect on financial inclusion (Figure 11). As such, for
female youth, the effect of receiving wage or payments from self-employment is larger than the
male youth. Among female youth, the ones who receive wage or payments from self-employment,
holding other factors constant, would have 0.358 percentage point higher financial inclusion. Yet,
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Table 2. Drivers of youth’s financial inclusion in South Asia

Demographics (1) (2) (3) (&)
Female -0.056** | -0.056** | -0.057** | -0.060**
(0.026) (0.026) (0.026) . (0.026)
Secondary or higher education 0.158*** | 0.143*** | 0.133*** | 0.133***
(0.025) (0.026) (0.026) (0.026)
Female* Received wage or self-employment payments . 0.153**
(0.070)
Poorest 20% -0.077** | =0.091*** | =0.093*** | -0.093***
(0.032) (0.032) (0.032) (0.032)
Received wage or self-employment payments 0.239*** | 0.229*** | 0.229*** | 0.206***
(0.057) (0.058) (0.058) . (0.066)
National ID 0.254™* | 0.121*** | 0.122*** | 0.121***

(0.025) (0.036) (0.036) (0.035)
Country-level characteristics and policies

Financial development 2014-2016-average 1.199*** | 3.829*** | 3.804***
(0.106) (0.355) (0.356)
Government expenditure on education (% of government 0.333*** | 0.328***

expenditure) 2014-2016 average
(0.040) (0.040)

Government expenditure on health (% of government 0.145*** | 0.134***
expenditure) 2014-2016 average

(0.034) (0.033)

Constant 0.076** | —0.243*** | —0.159*** | —0.156***
(0.031) (0.037) (0.044) . (0.044)

Observations 1,306 1,086 1,086 1,086

R-squared 0.20 0.25 0.26 0.26

Note: The table reports linear estimations for the survey data stratified by country. All regressions include individual
financial inclusion scores as dependent variable; cluster-robust standard errors in parentheses; ***, **, * denote
significance at the 1, 5, and 10 % levels, respectively.

among male youth, the ones who receive wage or payments from self-employment, holding other
factors constant, would have 0.206 percentage point higher financial inclusion.

When controlled for the whole sample of South Asia (without filtering for the youth sample), the
effects of being female, having completed secondary or higher education, receiving wage or self-
employment payments, and policies are observed, in absolute terms, much lower than the youth
sample (Table A8). Even though the gender gap matters for financial inclusion for the whole
sample, it is much larger among the youth.

In order to see how two subpopulations (female and male) differ from each other, the youth
sample is further split into female and male subpopulations (Table 3). The effects of demographics
and country-level characteristics on financial inclusion differ among genders. The impact of
receiving payments from employment or self-employment, having national ID, financial develop-
ment level, and government expenditure is much higher for female subpopulation than the male
subpopulation. Contrarily, having secondary or higher education is lower impact on financial
inclusion for female subpopulation. Additionally, while belonging to the poorest income quintile
has a negative significant impact on female financial inclusion, its effect is not significant for the
male subpopulation.
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Figure 10. Predictive margins
by gender with 95% Cls

Figure 11. Predictive Margins of
Female*Received wage or self-
employment payments with
95% Cls
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Furthermore, in order to test whether if the effects of policies significantly differ among the
South Asian countries, the model is extended by adding random slopes for government expendi-
ture on education and on health in a multilevel framework. Then, multilevel mixed-effects estima-
tions are conducted (Table A11, Annex). The significance of random slopes is also tested based on
the likelihood-ratio test to compare the model including random slopes to the nested model (Table
A11, Annex) and it is found that including random slopes do not create statistically significant
improvement in the fit of the model. Given a certain level of overall financial development level,
the impact of policies on financial inclusion does not significantly differ among South Asian
countries.

When compared to the previous studies, being women, being at the bottom level of income
distribution, or being less educated negatively affect the financial inclusion, similarly in the studies
by Deléchat et al. (2018), Shihadeh (2022) in the case of borrowing and having formal accounts,
and Fungdcova and Weill (2015) and Khmous and Besim (2020) in the case of having formal

——&—— Received wage or self-employment payments=0

——&—— Received wage or self-employment payments=1
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Table 3. Drivers of youth’s financial inclusion in South Asia by gender

(1) (2)

Demographics Female subpopulation Male subpopulation
Secondary or higher education 0.088*** 0.190***

(0.034) (0.040)
Poorest 20% -0.098** -0.082

(0.041) (0.052)
Received wage or self-employment 0.362*** 0.200***
payments

(0.026) (0.067)
National ID 0.131%* 0.102**

(0.046) (0.051)
Country-level characteristics and
policies
Financial development 2014-2016 4.049%** 3.422%*
average

(0.449) (0.594)
Government expenditure on 0.362%** 0.276***
education % of government
expenditure) 2014-2016 average

(0.048) (0.067)
Government expenditure on health 0.159*** 0.106*
(% of government expenditure)
2014-2016 average

(0.040) (0.055)
Constant -0.185*** -0.200***

(0.050) (0.065)
Observations 566 520
R-squared 0.24 0.24

Note: The table reports linear estimations for the survey data stratified by country. All regressions include individual
financial inclusion scores as dependent variable; cluster-robust standard errors in parentheses; ***, **, * denote
significance at the 1, 5, and 10% levels, respectively.

accounts. However, the policy implications in Shihadeh (2022), Fungacova and Weill (2015), and
Khmous and Besim (2020) would be limited since their models do not contain policy variables,
while this current study suggest policies based on the empirical evidence provided following the
hierarchical structure of models presented in the paper.

Additionally, this current study controls for the overall financial development as in Deléchat et al.
(2018), Shihadeh (2022), and Fungdcovd and Weill (2015) do not control for the overall financial
development while Khmous and Besim (2020) controls for the Islamic banking sharing. The
inclusion of the Islamic banking sharing in the model, except for only few South Asian countries,
would not be currently very relevant for the South Asian subregion considering the population
weight of the countries. Additionally, in line with the previous IMF study (Deléchat et al., 2018),
which is conducted for the global sample; this paper also finds, among the South Asian youth,
being (formally) employed proxied by receiving wage or self-employment benefits positively affect
individuals’ financial inclusion when controlling also for the overall financial development level of
the country.

6. Conclusion

Income level matters for financial inclusion but education level of the individual is the key. The
income quintile which the individual belongs to affects the financial inclusion, but especially for the
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lowest income quintiles, education becomes even much more important to enhance the financial
inclusion. Employment drives financial inclusion when it is formal. Being employed, unless it is formal,
is not strongly associated with financial inclusion. Instead, formal employment is strongly associated
with financial inclusion. Having national ID which is one of the drivers of financial inclusion needs to
be considered as a goal itself. As such, not having national ID may prevent people from accessing to
health, education, and finance. In this respect, regional and sub-regional studies come into promi-
nence in order to determine the policy priorities such that providing access to education for all,
improving the labour market mechanisms against informal employment, or establishing an efficient
national ID system might be of top priority in a given region, sub-region, or country.

Allocation of the government expenditure into education and health would enhance the finan-
cial inclusion among the youth, especially for the female youth. Given a certain financial develop-
ment level, increasing government expenditure on education and health as a proportion of total
government expenditure will boost the youth financial inclusion, especially for the female youth.
Multilevel framework allows to show differentiated effects of the same policies for a given level of
financial development and on different subgroups of population and it should be considered in the
future policy research.

Following the key findings of the current study, policymakers could choose appropriate government
spending as a tool to increase youth and female youth’s financial inclusion. In South Asia, government
spending on education is shown as a much more powerful tool than on health to enhance the youth’s
financial inclusion. Moreover, the impact of government spending on education is stronger in female
subgroup than in male subgroup. Policymakers could also focus on increasing female youth’s financial
inclusion in order to narrow the gender gap, by introducing policies on increasing female labour force
participation and on improving national ID systems. For example, in countries with low national ID
coverage, governments can prioritise to establish robust national ID systems that in turn would break
down one of the main barriers towards accessing to formal financial services.

The current study focuses on a sample of youth population from 18 to 24 years old (being
employed and having completed secondary education would be more relevant for this age group
instead of the whole youth sample as highlighted above) in South Asian countries and looks at
female and male subgroups separately. Future studies can incorporate and/or focuses on regional,
sub-regional, and groups of countries with different income levels. Further studies can also look at
the evolution of Islamic banking and its impact on youth and female youth’s financial inclusion
where it is relevant such as in MENA and in Southeast Asia.
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Notes

1. The latest data for NEET figures are available in 2017
for Bangladesh, 2012 for India, and 2015 for Pakistan.

2. A traditional list of immediate “basic needs” is food
(including water), shelter and clothing. Modern lists
emphasize also sanitation, education, healthcare,
and internet. Denton, John A. (1990). Society and

the official world: a reintroduction to sociology. Dix
Hills, N.Y: General Hall. p. 17. ISBN 978-0-930,390-
94-5.

. The Global Findex database is a world-wide data set

on how adults save, borrow, make payments, and
manage risk. Launched with funding from the Bill &
Melinda Gates Foundation, the database has been
published every three years since 2011. The data are
collected in partnership with Gallup, Inc., through
nationally representative surveys of more than
150,000 adults in over 140 economies. The 2017
edition includes updated indicators on access to and
use of formal and informal financial services, adding
new data on the use of financial technology
(FinTech), including the use of mobile phones and
the internet to conduct financial transactions (The
World Bank, 2017). The survey includes individual
weights. In addition to the survey weights, country
weights are calculated using n/N formula; where n
denotes sample size and N denotes country popula-
tion to provide correct representation of the coun-
tries. Furthermore, throughout the paper final
weights are used based on the formula w; x wj;
where w; denotes individual weights and w; denotes
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country weights and the dataset is stratified by
country.

4. Joint Correspondence Analysis (JCA) is one of the
methods in the class of Correspondence Analysis (CA)
giving a notion of distance to the categorical variables
along with the Multiple Correspondence Analysis
(MCA), provides an iterative method of finding a best fit
of inertia measures.

5. While South Asia refers Afghanistan, Bangladesh,
Bhutan, India, Maldives, Nepal, Pakistan, and Sri
Lanka; because of the data unavailability in the 2017
Global Findex Database for two South Asian countries,
namely Bhutan and Maldives, are not included in the
analyses.

6. All the data are stratified by country to ensure each
subgroup within the population receives proper repre-
sentation within the sample.

7. Stratification means the population of N units is first
divided into homogeneous and mutually exclusive
groups called strata (Singh et al., 2016).
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Annex

Table Al. Ranking of financial inclusion country averages—the whole sample

Financial Financial Financial Financial
Country inclusion Country inclusion | Country | inclusion | Country | inclusion
Norway 0.921 Lebanon 0.435 Czech 0.685 Benin 0.26
Republic
Canada 0.899 Nigeria 0.435 Kuwait 0.684 Lesotho 0.26
New 0.889 Kosovo 0.427 Cyprus 0.683 Honduras 0.256
Zealand
Finland 0.883 Argentina 0.392 Mauritius 0.68 Kyrgyz 0.255
Republic
Sweden 0.881 Indonesia 0.368 Iran, 0.679 Lao PDR 0.248
Islamic Rep.
Denmark 0.877 Bolivia 0.361 Greece 0.648 Morocco 0.248
Luxembourg 0.86 Turkmenistan 0.358 Malaysia 0.646 West Bank 0.248
and Gaza
Netherlands 0.858 Dominican 0.354 Belarus 0.63 Guatemala 0.244
Republic
Australia 0.857 Nepal 0.352 Turkey 0.617 Paraguay 0.24
Belgium 0.852 Botswana 0.345 Lithuania 0.614 El Salvador 0.235
United 0.842 Ecuador 0.343 Macedonia, 0.609 Cameroon 0.229
Kingdom FYR
United 0.837 Algeria 0.339 Serbia 0.599 Mauritania 0.225
States
Singapore 0.836 Ghana 0.324 Venezuela, 0.598 Mexico 0.224
RB
Germany 0.832 Jordan 0.315 Namibia 0.593 Tajikistan 0.223
Switzerland 0.828 Gabon 0.313 Thailand 0.578 Tanzania 0.221
Japan 0.823 Tunisia 0.312 Bulgaria 0.575 Senegal 0.213
Austria 0.817 Panama 0.309 Trinidad 0.573 Congo, Rep. 0.209
and Tobago
Spain 0.811 Peru 0.308 Saudi 0.572 Nicaragua 0.203
Arabia
Malta 0.809 Ethiopia 0.307 Hungary 0.568 Haiti 0.202
Slovenia 0.807 Mozambique 0.304 China 0.515 Myanmar 0.2
France 0.805 Azerbaijan 0.299 Montenegro 0.515 Cote 0.198
d’Ivoire
Estonia 0.803 Albania 0.295 Brazil 0.508 Malawi 0.19
Korea, Rep. 0.803 Uganda 0.288 Sri Lanka 0.508 Liberia 0.184
Hong Kong 0.793 Vietnam 0.288 Chile 0.499 Mali 0.184
SAR, China
Ireland 0.793 Armenia 0.282 Russian 0.485 Congo, 0.182
Federation Dem. Rep.
Italy 0.791 Rwanda 0.281 India 0.484 Cambodia 0.163
Taiwan, 0.774 Colombia 0.277 Libya 0.483 Guinea 0.151
China
Portugal 0.765 Zimbabwe 0.274 Bosnia and 0.464 Pakistan 0.148
Herzegovina
Latvia 0.748 Egypt, Arab 0.273 Costa Rica 0.464 Afghanistan 0.143
Rep.
Israel 0.743 Zambia 0.273 Uruguay 0.457 Chad 0.139
(Continued)
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Table Al. (Continued)

Financial Financial Financial Financial
Country inclusion Country inclusion | Country | inclusion | Country | inclusion
United Arab 0.728 Moldova 0.271 Kenya 0.452 Central 0.131
Emirates African
Republic
Bahrain 0.722 Philippines 0.268 Kazakhstan 0.451 Iraq 0.129
Poland 0.707 Togo 0.268 Georgia 0.448 Madagascar 0.129
Croatia 0.698 Bangladesh 0.267 South Africa 0.445 Sierra 0.128
Leone
Mongolia 0.696 Uzbekistan 0.267 Romania 0.439 Niger 0.126
Slovak 0.695 Burkina Faso 0.263 Ukraine 0.438 South 0.0791
Republic Sudan

Table A2. Ranking of financial inclusion country averages—South Asian sample

Country Financial inclusion
Sri Lanka 0.494
India 0.470
Nepal 0.322
Bangladesh 0.238
Pakistan 0.113
Afghanistan 0.107

Table A3. List of variables

Variable name

Explanation

Source

Financial inclusion

Financial inclusion scores calculated
based on 2017 Global Findex
database

2017 Global Findex database and
authors’ calculations

Female dummy

Dummy for being female

2017 Global Findex database and
authors’ calculations

Secondary or higher education

Dummy for holding secondary or
higher education

2017 Global Findex database and
authors’ calculations

Bottom 20 Dummy for the poorest household | 2017 Global Findex database and
income quintile authors’ calculations

ID dummy Dummy for holding a national ID 2017 Global Findex database and
authors’ calculations

Employed Dummy for being in the workforce | 2017 Global Findex database and

authors’ calculations

Wage employed or self-employed

Dummy for having received wage or
self-employment payments in past
12 months

2017 Global Findex database and
authors’ calculations

Variables at national level

Variable name Explanation Source
Financial development Financial development index Sahay et al., 2015, IMF
Government expenditure on Government expenditure on World Bank
education education, total (% of government
expenditure)
Government expenditure on health | Government expenditure on health | World Bank

expenditure (% of general
government expenditure)
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Table A4. Descriptive statistics

Number of
Variable observations Mean Std. Dev. Min

Max

Financial 1462 0.279726 0.307475 0.007472
inclusion

0.883604

Female 1462 0.529412 0.499305

Secondary or 1461 0.626968 0.483776
higher
education

Poorest 20% 1462 0.164843 0.371166

Received wage 1462 0.043092 0.203133
or self-
employment
payments

Respondent is in 1462 0.461012 0.498648 0
the workforce

National ID 1307 0.814078 0.389193 0

1

Financial 1242 0.294231 0.095215 0.17973
development
2014-2016
average

0.406566

Government 1462 13.7916 1.779513 11.41942
expenditure on
education (% of
government
expenditure)
2014-2016
average

18.13315

Government 1462 3.707604 1.699832 1.93754
expenditure on
health (% of
government
expenditure)
2014-2016
average

8.51047

Source: The 2017 Global Findex Database, author’s calculations, IMF, World Bank
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Table A6. Robustness checks with interactive dummies

(1) (2) (3) (4) (5) (6) %)
Female —0.114%** -0.056** | -0.056**
(0.027) (0.026) (0.026)
Secondary or higher education 0.212%** 0.158*** | 0.143***
(0.025) (0.025) (0.026)
Poorest 20% -0.140*** -0.077** | -0.091***
(0.033) (0.032) (0.032)
Received wage or self- 0.318*** 0.239*** | 0.229***
employment payments
(0.055) (0.057) (0.058)
National ID 0.327*** | 0.254** | 0.121***
(0.024) | (0.025) (0.036)
Financial development 2014- 1.199***
2016-average
(0.106)
Constant 0.456*** | 0.243** | 0.430*** | 0.387*** | 0.097*** | 0.076** | —-0.243***
(0.019) | (0.019) (0.015) | (0.014) | (0.019) | (0.031) (0.037)
Observations 1,462 1,461 1,462 1,462 1,307 1,306 1,086
R-squared 0.04 0.09 0.03 0.05 0.07 0.20 0.25

Note: The table reports linear estimations for the survey data stratified by country. All regressions include individual
financial inclusion scores as dependent variable; cluster-robust standard errors in parentheses; * **, *** denote
significance at the 1, 5, and 10 % levels, respectively.
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Table A7. Drivers of youth’s financial inclusion in South Asia

Demographics (1) (2) (3) (4)
Female -0.060** -0.062** -0.063** -0.088**
(0.029) (0.029) (0.029) (0.039)
Secondary or higher 0.165*** 0.150*** 0.140%** 0.136***
education
(0.026) (0.026) (0.027) (0.027)
Poorest 20% -0.086*** -0.099*** -0.101*** -0.101***
(0.032) (0.033) (0.033) (0.033)
National ID 0.259*** 0.124** 0.125** 0.126***
(0.025) (0.036) (0.036) (0.036)
Respondent is in the 0.020 0.016 0.013 -0.010
workforce
(0.028) (0.028) (0.028) (0.039)
Female*Respondent 0.053
is in the workforce
(0.058)
Country-level
characteristics and
policies
Financial 1.216*** 3.833%* 3.791**
development 2014~
2016 average
(0.108) (0.370) (0.375)
Government 0.336"** 0.332%*
expenditure on
education (% of
government
expenditure) 2014~
2016 average
(0.041) (0.041)
Government 0.171*** 0.167***
expenditure on
health (% of
government
expenditure) 2014~
2016 average
(0.035) (0.035)
Constant 0.072** -0.250*** -0.170*** —0.147%
(0.035) (0.039) (0.047) (0.053)
Observations 1,306 1,086 1,086 1,086
R-squared 0.18 0.23 0.24 0.24

Note: The table reports linear estimations for the survey data stratified by country. All regressions include individual
financial inclusion scores as dependent variable; cluster-robust standard errors in parentheses; * **, *** denote
significance at the 1, 5, and 10 % levels, respectively.
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Table A8. Drivers of financial inclusion in South Asia

Demographics (1) ) (3) (&)
Female -0.047%** —0.049*** -0.051*** —0.053***
(0.010) (0.010) (0.010) (0.011)
Secondary or higher 0.104*** 0.100*** 0.095*** 0.095***
education
(0.011) (0.011) (0.011) (0.011)
Poorest 20% -0.059*** -0.062*** -0.063*** -0.063***
(0.013) (0.013) (0.013) (0.013)
National ID 0.273*** 0.189*** 0.183** 0.183**+
(0.019) (0.020) (0.021) (0.021)
Received wage or 0.211*** 0.201*** 0.201** 0.188***
self-employment
payments
(0.017) (0.017) (0.017) (0.022)
Female* Received 0.048
wage or self-
employment
payments
(0.031)
Country-level
characteristics and
policies
Financial 1.367*** 3.889*** 3.882%+*
development 2014~
2016 average
(0.040) (0.150) (0.150)
Government 0.302** 0.301*
expenditure on
education (% of
government
expenditure) 2014~
2016 average
(0.016) (0.016)
Government 0.073*** 0.073***
expenditure on
health (% of
government
expenditure) 2014~
2016 average
(0.012) (0.012)
Constant 0.154**+ -0.288*** -0.210*** -0.208***
(0.021) (0.019) (0.022) (0.022)
Observations 7,684 6,684 6,684 6,684
R-squared 0.16 0.24 0.25 0.25

Note: The table reports linear estimations for the survey data stratified by country. All regressions include individual
financial inclusion scores as dependent variable; cluster-robust standard errors in parentheses; * **, *** denote
significance at the 1, 5, and 10 % levels, respectively.
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Table A9. Predictive margins

Gender | Margin | Linearized Standard Error | t | P >t | [95% Conf. Interval]
Male 0.432 0.018 23.65 | 0.000 | 0.3965547 0.4683252
Female 0.376 0.019 19.63 | 0.000 | 0.3381884 0.4132906

Note: The table reports predictive margins obtained from Column 3 of Table 2.

Table A10. Predictive margins

Female* Received wage or self- Linearized [95% Conf.
employment payments Margin | Standard Error t P>t Interval]

00 0.423 0.019 22.570 | 0.000 | .3864269 .4600085
01 0.629 0.064 9.880 | 0.000 | .5040833 .753823
10 0.363 0.019 18.910 | 0.000 | .3251025 .4003649
11 0.721 0.016 44.340 | 0.000 | .6893424 .7531838

Note: The table reports predictive margins obtained from the estimation in Column 4 of Table 2.
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Table A11. Testing for random slopes

Demographics (1)
Female -0.061***
(0.015)
Secondary or higher education 0.114%**
(0.016)
Poorest 20% -0.046**
(0.020)
Received wage or self-employment payments 0.234%**
(0.037)
National ID 0.062***
(0.022)
Country-level characteristics and policies
Financial development 2014-2016 average 4214
(0.340)
Government expenditure on health (% of government expenditure) 2014-2016 0.164***
average
(0.027)
Government expenditure on education (% of government expenditure) 2014-2016 0.356%**
average
(0.036)
Constant -0.159***
(0.033)
Observations 1,086
Random effect parameters
Variance (Government expenditure on health (%of government expenditure) 2014~ 0.53*10723
2016 average)
Variance (Government expenditure on education (% of government expenditure) 0.164*1072
2014-2016 average)
Variance (Constant) 0.313*107%°
Variance (Residual) 0.057
Likelihood-ratio test—Chi square (4) = 0.14 Probability >
chi2 = 1.0000

Note: The table reports multilevel mixed-effects estimations and likelihood-ratio test for random slopes versus fitted
linear model. All regressions include individual financial inclusion scores as dependent variable; cluster-robust
standard errors in parentheses; * **, *** denote significance at the 1, 5, and 10 % levels, respectively.
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