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Abstract 
Financial inclusion has garnered attention from policymakers globally due to its 
potential to spur economic growth, alleviate poverty, and decrease unemployment. This 
study focuses on estimating the financial inclusion index across ten Southeast Asian 
countries utilizing principal component analysis. The objective is to identify the most 
representative index capable of accurately reflecting the financial inclusion indicators 
specific to each country. Additionally, the research seeks to explore the impact of 
financial inclusion on the unemployment rate. Data spanning from 2011 to 2021 were 
sourced from the World Bank. By employing panel regression estimation, the study 
reveals that digital financial inclusion does not significantly influence the 
unemployment rate, as indicated by a significance value of 0.118. Furthermore, a 
similar lack of impact was observed concerning GDP. Conversely, the inflation rate and 
education level variables affected the unemployment rate significantly, with 
significance values of 0.028 and 0.021, respectively. These empirical results suggest 
that policymakers should implement strategies to enhance financial inclusion, such as 
reducing the costs associated with financial services, offering incentives to the informal 
sector, and promoting education on the significance of financial instruments and 
institutions. 
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INTRODUCTION 

Financial inclusion has garnered significant attention following the advent of the 
theory of endogenous growth, as highlighted by Le et al. (2019). Moreover, it is deemed 
a critical element for attaining sustainable development. It has been acknowledged as 
one of the nine principal pillars of the global development agenda by the Global 
Partnership for Financial Inclusion (GPFI, 2012). This recognition stems from the 
economic opportunities that facilitate easier access to financial services, enabling 
individuals to save more efficiently and allowing banks to augment their revenue while 
reducing costs (Vo et al., 2021). 
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One of the primary objectives of the research is to develop a financial inclusion 
index for ten Southeast Asian countries: Indonesia, Singapore, Brunei, Malaysia, 
Thailand, the Philippines, Laos, Cambodia, Myanmar, and Vietnam. This initiative is 
driven by the absence of a clear consensus regarding the definition of financial inclusion 
and the appropriate indicators to represent it (GPFI, 2012), as echoed by the studies of 
Mialou et al. (2014), Gopalan & Kikuchi (2016) and Ouma et al. (2017). The World 
Bank (2008) defines financial inclusion as the ease with which individuals, companies, 
and other entities can access affordable financial services. This definition underscores 
that financial inclusion extends beyond merely holding an account; it encompasses 
using banking services such as credit, payments, pensions, and insurance and the 
economic benefits that accrue when individuals are afforded convenience and assured 
access at minimal costs (World Bank, 2008). 

Previous literature has employed the term "dimension" to encapsulate the facets of 

the financial inclusion index, specifically financial access, usage, and quality, as 

delineated by the World Bank (2008). Financial access, denoted by account ownership, 

is viewed as the initial step towards broadening financial inclusion. It facilitates access 

for disadvantaged, low-income, and vulnerable groups, serving as a conduit to many 

financial services (Agyekum et al., 2016). Financial usage pertains to the employment 

of financial products by individuals within financial institutions, with high usage 

characterized by a significant number of people utilizing these products and services. 

Furthermore, the quality of these services and products is paramount to ensuring the 

continuous protection of customers and the sustainability of financial service providers. 

A fourth dimension, welfare or well-being, has been increasingly recognized. 

Researchers, including Peter Gomber (2017), now argue that financial inclusion 

involves leveraging information technology and big data to deliver financial services to 

lower-middle-income groups and providing efficient financial support to companies, 

individuals, and governments. Such facilitation enhances access, usage, quality, and 

welfare associated with financial institutions. 

This study employs five indicators to represent financial inclusion: the number of 

Automated Teller Machines (ATMs) per 100,000 adults, borrowers from commercial 

banks per 1,000 adults, branches of commercial banks per 100,000 adults, depositors in 

commercial banks per 1,000 adults, and the depth of credit information index (ranging 

from 0, indicating low, to 8, indicating high). These indicators are believed to represent 

the dimensions of financial inclusion effectively (World Bank, 2008). 

Financial inclusion has drawn considerable interest due to its potential impact on 

poverty alleviation, income inequality, unemployment, and economic growth (Kim et 

al., 2018). Previous research indicates that a well-functioning financial sector plays a 

crucial role in a country's economic growth through financial intermediation—

transferring and allocating funds (Levine, 2005; Allen et al., 2016; Demirgüç-Kunt et 

al., 2013; Honohan, 2008; Claessens & Feijen, 2006; Pica, 2012). This process can 

create jobs, particularly in sectors that adopt labour-intensive production techniques 

(Boustanifar, 2014). Additionally, many studies have linked financial inclusion with 

poverty reduction (Leyshon & Thrift, 1996), further underscoring its significance in 

economic development and social welfare. 

However, as far as existing research reveals, the relationship between 

unemployment and financial inclusion has not been extensively examined. Okun's Law, 

proposed in 1962, posits a negative correlation between economic growth and 

unemployment rates, suggesting that higher economic growth—which elevated levels of 

financial inclusion could indicate—leads to greater absorption of employment. 
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Therefore, it can be inferred that there is a significant linkage between financial 

inclusion and unemployment (Benmelech et al., 2019; Williams et al., 2023; Rault et al., 

2012; Çiftçioǧlu & Bein, 2017; Geng & He, 2021). 

Increasing financial inclusion is a catalyst for economic growth and job creation. 

The ease of access to credit plays a pivotal role in enabling individuals to venture into 

entrepreneurship, potentially reducing unemployment rates (Kinda et al., 2016; 

Benmelech et al., 2019). Mehry et al. (2021) leveraged Principal Component Analysis 

to investigate the impact of financial inclusion on unemployment rates in 35 developing 

countries, finding that financial inclusion contributes to lowering unemployment in 

these regions. Similarly, Geng & He (2021) conducted research using panel data from 

40 countries from 2010 to 2018, supporting the notion that financial inclusion helps 

reduce unemployment. 

However, the relationship between financial inclusion and employment is 

complex. Kim et al. (2019) highlighted that financial development and the concentration 

in banking markets, while indicative of a more developed financial sector, may 

paradoxically lead to increases in unemployment. This suggests that the dynamics of 

financial inclusion and its impact on the labour market can be intricate, potentially 

varying according to the specific conditions and structures of different economies. 

Additionally, Bayar (2016) presented a noteworthy finding, indicating that access 

to capital markets—considered a fundamental aspect of financial inclusion—

significantly affects employment. This observation underscores the importance of 

financial inclusion in terms of access to traditional banking services and broader 

financial markets. 

The implications and consequences of financial inclusion have been extensively 

debated and scrutinized in academic research, with varying perspectives on its benefits 

and drawbacks. Demirgüç-Kunt et al. (2013) posited that the advantages of financial 

inclusion are predominantly observed in developed nations, as many developing 

countries lack adequate access to financial services. Furthermore, Pyka & Andersen 

(2012) contended that financial inclusion may not be necessary, arguing that its effects 

do not significantly contribute to economic growth or reduction in unemployment rates. 

Since the 1990s, financial inclusion discourse has largely centred on its impact on 

economic growth. This study, however, aims to broaden the scope of the investigation. 

The authors are motivated by constructing a financial inclusion index for each country 

in the ASEAN region, a task prompted by the absence of official definitions and 

indicators about financial inclusion, as Peter Gomber (2017) noted. Additionally, this 

research seeks to explore the relationship between financial inclusion and 

unemployment, thereby contributing to a more nuanced understanding of the socio-

economic implications of financial inclusion. 

  

METHODS 

This research adopts a quantitative approach, utilizing annual data from the World 

Bank from 2011-2021 across ASEAN countries. It employs a balanced panel that 

includes annual data on five components of financial inclusion indicators, the 

unemployment rate, and a set of control variables comprising GDP, inflation rate, and 

educational level for 10 ASEAN countries. In this context, the unemployment rate is the 

dependent variable, defined as the percentage of the jobless labour force and actively 

seeking employment. 

The study incorporates control variables such as economic growth, educational 

level, and inflation rate to analyze comprehensively. Economic growth is measured by 
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the total goods and services produced in a country in constant values, the consumer 

price index gauges the inflation rate, and educational level is assessed through Primary 

School Enrollment rates. Financial inclusion is the independent variable of interest, a 

concept without a universally accepted definition or set of indicators, as highlighted by 

the Global Partnership for Financial Inclusion (GPFI, 2012). The study uses five access, 

quality, and usage indicators to operationalize financial inclusion. These indicators 

include Automated Teller Machines (ATM) per 100,000 adults, borrowers from 

commercial banks per 1,000 adults, commercial bank branches per 100,000 adults, 

depositors at commercial banks per 1,000 adults, and the Depth of Credit Information 

Index (ranging from 0 = low to 8 = high). 

Each of these indicators sheds light on different aspects of financial inclusion: 

ATMs provide a measure of access to financial transactions in public spaces, borrowers 

from commercial banks quantify the number of individuals obtaining loans, commercial 

bank branches reflect the availability of financial services at physical locations, 

depositors at commercial banks account for the number of deposit account holders, and 

the Depth of Credit Information Index indicates the extent of available credit 

information, with higher values signifying greater availability. This comprehensive set 

of indicators aims to capture the multifaceted nature of financial inclusion and its 

potential impact on unemployment within the ASEAN region. 

The objectives of this research are twofold. Firstly, it aims to construct indicators 

of financial inclusion. Secondly, it seeks to analyze the impact of financial inclusion on 

employment. To address the initial goal, the study employs Principal Component 

Analysis (PCA), following the methodology outlined by Cámara and Tuesta (2017), to 

identify the most representative dimension of the financial inclusion index. This 

approach is necessitated by the multifaceted nature of financial inclusion, which 

encompasses access, usage, and quality. These dimensions may yield divergent results 

across countries due to varying performance levels in each dimension, highlighting the 

heterogeneity among countries. 

Principal Component Analysis is a statistical method renowned for revealing 

underlying patterns, diminishing dimensionality, and elucidating structures within a 

dataset (Gujarati, 2009). Researchers widely utilize it to condense large datasets into 

more manageable forms without significantly sacrificing the richness of the original 

information (Gujarati, 2004; Olawale & Garwe, 2010). In this analysis, the PCA 

equation, as adopted from Cámara and Tuesta (2017), is expressed as follows: 

          
      

      
      

      
      ……………………………..  (1) 

Where FII denotes the Financial Inclusion Index. The variables   
  ,   

  ,   
  ,   

  

represent Automated Teller Machines (ATMs) per 100,000 adults, borrowers from 

commercial banks per 1,000 adults, branches of a commercial bank per 100,000 adults, 

depositors in commercial banks per 1,000 adults, and the depth of credit information 

index (ranging from 0 for low to 8 for high), respectively. 

Upon determining the most representative index for financial inclusion within the 

ASEAN region, this research proceeds to examine the impact of financial inclusion on 

employment utilizing panel data. Panel data amalgamates cross-sectional and time 

series data, offering a comprehensive view by combining observations of different 

entities (such as countries or regions) at multiple time points (e.g., yearly, monthly, or 

daily). Time series data is organized sequentially over these periods, while cross-

sectional data captures information from various entities at a single point in time 

(Gujarati, 2009). 
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The econometric model employed to analyze this relationship is specified as 

follows: 

                           …………………………….....……………....…….(2) 

In this model, Y represents unemployment, FIIit denotes the financial inclusion 
index at time t for individual i, and Xit encompasses control variables, including 
inflation, constant GDP, and education level, potentially influencing unemployment. 

Before estimating the model's results, conducting a unit root test to ascertain the 
stationarity of the data is imperative, thereby preventing spurious regression outcomes. 
Stationarity is a crucial assumption for time series analysis, indicating that the statistical 
properties of the series (mean, variance, and autocovariance at various lags) remain 
constant over time. Non-stationary data, which lack these stable properties, can lead to 
misleading regression results characterized by artificially high R

2
 values, suggesting a 

strong relationship when, in fact, the variables may not be meaningfully related 
(Gujarati, 2009). 

 Once the unit root test confirms the stationarity of the data, the next step in the 
research process involves selecting an appropriate estimation technique to analyze the 
variables effectively. There are three primary estimation methods available for 
consideration: 
1. The Pooled Least Squares Model: This method amalgamates time series and cross-

sectional data, disregarding the individual and temporal variations within the dataset. 
It enables the application of the Ordinary Least Squares (OLS) method for 
estimation, treating all observations as if they come from a single pool without 
distinguishing between different individuals or periods. 

2. The Fixed Effects Model: Also known as the Least Squares Dummy Variable Model, 
this approach incorporates dummy variables to account for intercept differences 
across entities or over time. It assumes that while the intercept may vary across 
entities or time, the slope of the regression coefficients remains constant. This model 
is particularly useful for analyzing effects specific to individuals or entities, 
assuming these effects do not change over the study period. 

3. The Random Effects Model posits that while the slope coefficient is constant, the 
intercept may vary across individuals and over time due to random effects. The 
variability in the intercept is considered to be a result of random variation that is 
uncorrelated with the independent variables in the model. 

The choice between the Fixed Effects and Random Effects statistical tests guide 
models: the Likelihood Ratio Test and the Hausman Test. The Likelihood Ratio Test 
determines the suitability of the Fixed Effects model over the Pooled Least Squares 
Model, with significance at the 5% level indicating a preference for the Fixed Effects 
model. The Hausman Test further discriminates between the Fixed and Random Effects 
models, based on the assumption that if it is significant at the 5% level, the Fixed 
Effects model is preferred due to the systematic differences between entities correlated 
with the independent variables. Conversely, a non-significant % Hausman Test result at 
the 5% level suggests the Fixed Effects model's suitability, indicating that each entity's 
unique error component is not correlated with the regressors, making the Random 
Effects model an inappropriate choice. 
 

RESULTS AND DISCUSSION 

Building a financial inclusion index using PCA 
In constructing a Financial Inclusion Index for the ASEAN region, the authors 

identify the most representative financial inclusion indicators across 10 ASEAN 
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countries. This endeavour is propelled by the absence of universally accepted indicators 
or a singular, conceptual definition of financial inclusion. To comprehensively depict 
financial inclusion, the study focuses on five indicators, encapsulating access, usage, 
and quality dimensions. 

Dimension reduction, a critical step in the analysis, employs several methods: 
analyzing variance values, examining eigenvalues greater than one, and observing scree 
plots. This study specifically utilizes eigenvalues for dimension reduction. To further 
refine the results, the study employs the Kaiser-Meyer-Olkin (KMO) measure to 
determine which indicators most representatively measure financial inclusion levels. 
The KMO test evaluates the adequacy of sampling data by comparing the magnitude of 
observed correlation coefficients to those of partial correlation coefficients across the 
variables analyzed. A KMO value ranging from 0.5 to 1 indicates the suitability of 
factor analysis, with higher KMO values signifying a better representation of financial 
inclusion by the indicators (Cámara & Tuesta, 2017).  

KMO values for financial inclusion indicators are provided in Table 1 in detail. 

Table 1. KMO values for financial inclusion indicators 

Countries Variables KMO 

Indonesia Depositors with commercial banks (per 1,000 adults) 0.8245 
Singapore Depositors with commercial banks (per 1,000 adults) 0.7732 
Brunei Darussalam Borrowers from commercial banks (per 1,000 adults) 0.7782 
Malaysia Depth of credit information index (0=low to 8=high) 0.7746 
Thailand Borrowers from commercial banks (per 1,000 adults) 0.9000 
Filipina Depositors with commercial banks (per 1,000 adults) 0.7480 
Laos Depositors with commercial banks (per 1,000 adults) 0.8178 
Kamboja Depth of credit information index (0=low to 8=high) 0.9271 
Myanmar Depositors with commercial banks (per 1,000 adults) 0.7985 
Vietnam Commercial bank branches (per 100,000 adults) 0.6620 

The findings reveal significant variations in the most representative financial 
inclusion indicators across different ASEAN countries. For Indonesia, Singapore, the 
Philippines, Myanmar, and Laos, the number of depositors with commercial banks per 
1,000 adults emerges as the leading indicator, with KMO values of 0.8245, 0.7732, 
0.748, 0.7985, and 0.8178, respectively. Conversely, the depth of credit information 
index is the most representative indicator for Malaysia and Cambodia, boasting KMO 
values of 0.7746 and 0.9271, respectively. In Vietnam, the presence of commercial bank 
branches per 100,000 adults, with a KMO value of 0.6620, is highlighted. Lastly, the 
number of borrowers from commercial banks per 1,000 adults is determined as the 
paramount indicator for Thailand and Brunei Darussalam, with KMO values of 0.900 
and 0.7782, respectively. 

These outcomes underscore the diversity in financial inclusion landscapes across 
the ASEAN countries, with different indicators serving as the best representation of 
financial inclusion in each country. Such variability reflects these nations' unique 
economic, social, and banking structures, necessitating tailored approaches to regional 
financial inclusion. 

Estimating the effect of financial inclusion on employment 
After identifying the variables that best represent financial inclusion in 10 

ASEAN countries, the research examines the impact of financial inclusion on 
employment using panel data. The preliminary step in this analysis involves 
determining the most appropriate panel data model. The available methods include 
Common, Fixed, and Random Effect models. The selection process for the most 
suitable model entails conducting the Chow and Hausman Test. 
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The Chow Test is applied to discern between the Common Effect and Fixed 
Effect models. This test relies on comparing the F-statistic to a critical F value. An F 
statistic higher than the critical value suggests the superiority of the Fixed Effect model 
over the Common Effect model. According to the results, the F-test statistic is 0.0000, 
below the significance level of 0.05, indicating the initial preference for the Fixed Effect 
model. 

Following the Chow Test, the Hausman Test is utilized to decide between the 
Fixed Effect and Random Effect models. This test compares a statistical value against 
the critical value of the Chi-Square distribution. Acceptance of the null hypothesis—
implying a statistical value lower than the critical Chi-Square value—would typically 
suggest the Random Effect model is more appropriate. However, in this case, the 
statistical value obtained from the Hausman Test is 0.0013, which is below the 
threshold of 0.05. Contrary to the usual interpretation where a lower value would favour 
the Random Effect model, the context provided indicates that the Fixed Effect model is 
deemed most suitable, likely due to a misunderstanding in explaining the test's outcome. 
Typically, a significant Hausman Test (i.e., a p-value less than 0.05) supports using the 
Fixed Effect model because it indicates systematic differences in the unobserved effects 
across entities that correlate with the regressors. 

Therefore, based on the described outcomes of the Chow and Hausman tests, the 
conclusion is that the Fixed Effect model is the most appropriate for analyzing the 
impact of financial inclusion on employment within the ASEAN context. This model 
allows for the control of unobservable individual heterogeneity, which might be 
correlated with the explanatory variables, thus providing a more accurate estimation of 
the effects of financial inclusion on employment. 

Table 2. Regression estimation results using the fixed effect model 

R-sq:    Obs. per group 
within = 0.1412   min = 11 
between = 0.0702   avg = 11.0 
overall = 0.0528   max = 11 
       

    F(4, 96) = 3.95 
Corr(u_i, Xb) = -0.4824   Prob > F = 0.0052 
       

Unemployment Rate Coef Std error t P>|t| [95% Conf. Interval] 

Financial Inclusion -.0008174 .0005178 -1.58 0.118 -.0018451 .0002104 
Inflation Rate -.456639 .0205179 -2.23 0.028 -.0863915 -.0049362 
Education Level .0173597 .0073829 2.35 0.021 .0027047 .0320146 
GDP Constant  -8.06e-13 1.06e-12 -0.76 0.450 -2.92e-12 1.30e-12 
_cons 1.564901 .8865029 1.77 0.081 -.1947933 3.324595 

Sigma_u 2.4975039      
Sigma_e .44525461      

rho .96919538 (fraction of variance due to u_i) 

This paper delves into the impact of financial inclusion on the unemployment rate, 
building on the premise that access to finance, particularly for small enterprises, is 
pivotal in fostering innovation and job creation. As noted in previous research, a robust 
financial sector is instrumental in providing various financial products and services, 
stimulating investment and regional funding. This dynamic infrastructure facilitates the 
growth and development of Micro, Small, and Medium Enterprises (MSMEs), enhances 
the competitiveness of production sectors, and ultimately leads to the creation of new 
business ventures, thereby influencing employment positively (Alshyab et al., 2020; 
Sykes et al., 2016). 

Further supporting this assertion, Mehry et al. (2021) conducted an empirical 
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study across 35 developing countries, finding that financial inclusion significantly 
impacts labour absorption. The mechanism underlying this relationship is that financial 
inclusion broadens access to financial services, which directly boosts investment and, 
consequently, has the potential to generate employment opportunities. Similarly, 
Alshyab et al. (2020) observed that financial inclusion negatively affects 
unemployment, corroborating their findings with a modified version of Okun's law. 
Utilizing a random effect model, their study highlighted a significant inverse 
relationship between financial inclusion and real output growth on unemployment, 
suggesting that unemployment rates tend to decline as financial inclusion and economic 
growth enhance. 

Zulfiqar Hyder (2004) also explored this relationship and concluded that there is a 
significant and positive correlation between financial inclusion and employment 
absorption. He argued that financial inclusion increases the availability of financial 
services to the underserved and the poor, creating opportunities for entrepreneurship 
and employment. 

 However, This research presents findings that diverge from the initial hypothesis, 
indicating that digital financial inclusion does not significantly impact employment, as 
evidenced by a significance value of 0.118 in the panel regression estimation using the 
fixed effect model (Table 2). This result aligns with studies by Allen et al. (2016) and 
Geng & He (2021), concluding that digital financial inclusion does not significantly 
influence employment levels in lower-middle-income countries. 

Grimm & Paffhausen (2015) offer a perspective that microfinance, often 
considered a component of financial inclusion, has not been successful in job creation. 
They argue that microfinance programs aim to generate employment, stabilize 
individuals' incomes, and prevent widening income disparities. This viewpoint 
underscores a fundamental difference in objectives, suggesting that the impact of 
financial inclusion on employment may be contingent upon the specific goals and 
designs of financial inclusion programs. 

Barnes et al. (2001) provide further insight into the complex relationship between 
financial inclusion and employment, pointing to the macroeconomic environment as a 
critical factor. They argue that high inflation and high-interest rates can negate the 
potential benefits of financial inclusion in reducing unemployment. High inflation can 
strain the economy, making it challenging for companies to increase profits and, 
consequently, to hire new employees. Similarly, high interest rates may deter 
entrepreneurs from borrowing, limiting investment and expansion efforts that could 
create jobs. 

Van Rooyen et al. (2012) echo these sentiments, concluding that microfinance 
does not affect unemployment. Their findings suggest that external factors, such as 
economic crises, can overshadow financial inclusion initiatives' potential job creation 
benefits. 

This research incorporated control variables such as GDP, inflation, and 
educational level into the panel regression analysis to assess their effects on 
unemployment. The results indicated that GDP does not significantly influence 
unemployment, with a significance value of 0.45, thereby contradicting Okun's law, 
which posits that an increase in GDP leads to a reduction in the unemployment rate. 
Conversely, the educational level and inflation rate variables demonstrated significant 
impacts on unemployment, with significance values of 0.028 and 0.021, respectively, 
below the threshold of 0.05. These findings are congruent with Mehry et al. (2021), 
supporting the Phillips curve theory, which suggests a negative relationship between 
inflation and unemployment. 
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The diverse outcomes from various studies on the impact of financial inclusion on 
unemployment highlight the complexity and inconsistencies within this area of research. 
While some empirical studies advocate for the significant role of financial inclusion in 
decreasing unemployment, others conclude that financial inclusion does not have a 
noticeable effect on unemployment rates. This discrepancy stems from the lack of a 
universal consensus on the indicators used to measure financial inclusion, as Mehry et 
al. (2021) and Alquradaghi (2016) noted. The varied definitions and measures of 
financial inclusion across different studies contribute to the mixed results and 
interpretations concerning its impact on employment. 

The significant influence of educational level on unemployment suggests that 
higher education levels may equip individuals with better skills and qualifications, 
thereby enhancing their employability and reducing unemployment rates. On the other 
hand, the relationship between inflation and unemployment, as indicated by the 
significant impact of inflation, aligns with the Phillips curve, underscoring the potential 
trade-offs between inflation and unemployment in the short term. 

These findings underscore the multifaceted nature of economic phenomena and 
the importance of considering various factors, including macroeconomic indicators and 
educational attainment, when analyzing unemployment dynamics. Moreover, the 
inconsistency in the results across different studies calls for a more standardized 
approach to defining and measuring financial inclusion to understand better its role in 
the broader economic context and its potential impact on employment. 

 

CONCLUSION AND RECOMMENDATIONS 

Conclusion 

This research aimed to achieve two primary objectives regarding financial 
inclusion and its impact on unemployment rates. These topics are intricately linked to 
the Sustainable Development Goals (SDGs) set by the United Nations. The first 
objective was constructing a financial inclusion index using Principal Component 
Analysis (PCA). The analysis revealed that the most representative indicator of 
financial inclusion across several ASEAN countries was the number of depositors with 
commercial banks, as evidenced by the highest KMO values in Indonesia, Singapore, 
the Philippines, Laos, and Myanmar. Conversely, in Malaysia and Cambodia, the depth 
of credit information index emerged as the most significant indicator, while in Vietnam, 
the presence of commercial bank branches was notable. For Brunei Darussalam and 
Thailand, the number of borrowers from commercial banks was identified as the best 
indicator of financial inclusion. 

The second objective focused on examining the impact of financial inclusion on 
unemployment rates using the fixed effect model. The study found that digital financial 
inclusion did not significantly affect employment in ASEAN countries, as indicated by 
a significance value of 0.118. However, education level and inflation significantly 
influence employment, underscoring the complex relationship between financial 
inclusion, economic factors, and unemployment. 

Recommendations 
In light of the findings from this research, it is imperative for policymakers to 

adopt a multifaceted approach to enhance financial inclusion and thereby positively 
influence employment absorption in ASEAN countries. One of the primary strategies 
involves reducing the costs associated with financial services. A wider population could 
be encouraged to engage with the formal financial sector by lowering these barriers, 
thereby increasing financial inclusion levels. Simultaneously, incentivizing the informal 
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sector to integrate into the formal financial system can be crucial in expanding financial 
inclusion. This approach benefits individuals and businesses within the informal sector 
and contributes to the broader economy by bringing more economic activities into the 
formal realm. 

Moreover, enhancing the public's understanding of financial instruments and 
institutions through comprehensive educational programs is vital. Educating the 
populace about the benefits and mechanisms of financial services can lead to increased 
usage, particularly among those traditionally excluded from the financial system. This 
education should extend to simplifying mobile banking and digital payments, making 
these services more accessible and user-friendly. As digital financial services become 
increasingly integral to financial inclusion, ensuring these technologies are easily 
navigable for the general population is essential. 

Implementing these strategies requires a coordinated effort from various 
stakeholders, including government bodies, financial institutions, and civil society 
organizations. By focusing on these key areas, policymakers can significantly enhance 
financial inclusion, creating an environment conducive to job creation and economic 
growth. This approach not only addresses the immediate goal of reducing 
unemployment but also aligns with the broader objectives of the Sustainable 
Development Goals, promoting inclusive and sustainable economic development across 
ASEAN countries. 
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