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Abstract: An established measure of financial inclusion has still not been found and the link between
Islamic finance and financial inclusion has yet to be established. This paper aims to fill the gap in the
discourse on Islamic finance by examining the level of financial inclusion in 44 countries in which
Islamic finance has an established presence. A multidimensional Financial Inclusion Index (FII) is
constructed, which incorporates four indicators (ATMs, branches, deposits and loans) covering the
period from 2013 to 2019. The results show that the average level of financial inclusion in these
countries is low but with significant variation between countries. Muslim countries in general have
lower levels of financial inclusion than the non-Muslim countries. However, some Muslim countries
have managed to achieve medium level of financial inclusion by leveraging on Islamic finance,
particularly Islamic financial technology (fintech). While the index is easy to compute, the sample
is relatively small and the study is unable to include indicators of new fintech channels due to data
constraints. Despite this caveat, the findings of this study provide a bigger case for policymakers to
further develop and promote Islamic finance as a means to improve financial inclusion, especially in
Muslim countries. Further research in this area is recommended.

Keywords: Islamic finance, financial inclusion, financial inclusion index, fintech, sustainable

development goals.

Introduction

While there are various definitions of financial
inclusion, this paper describes it in simple
terms as an individual’s access to and use of
basic financial services. Financial inclusion has
become a global agenda and policy priority in
many countries (Sarma & Pais, 2011).

It has been identified as one of the drivers
of economic growth and plays a critical
role in reducing poverty (Abubakar, Daneji,
Muhammed & Chekene, 2020). Furthermore,
financial inclusion enables individuals to
manage their daily expenditure and invest in their
future, while access to credit facilities provide
an opportunity for businesses to grow and
create various job opportunities (International
Monetary Fund, 2016).

Generally, the global community has made
significant progress in recent years to enhance
the level of financial inclusion. The 2017
Global Findex Database reported that 69% of
adults now own an account at formal financial
institutions, an increase from 51% in 2011. In
addition, the share of adults reported as having
formally saved rose from 23% in 2011 to 27% in
2014. Furthermore, 54% of the adults globally
are now able to come up with emergency funds.
These statistics shows that improving access
and use of financial services shall empower the
people to improve their lives (Demirguc-Kunt et
al., 2018).

While remarkable progress has been made,
financial inclusion remains a major challenge in
many countries, particularly among developing
economies (MIFC, 2014). Worldwide 1.7 billion
adults are still without a formal bank account
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(Demirguc-Kunt et al., 2018). In addition, most
Muslim countries with Islamic finance options
are also found to be lagging behind the other
developing economies in terms of access to and
use of financial services (Zulkhibri, 2016).

Meanwhile, the world has witnessed a
remarkable growth of Islamic finance in the
past three decades. The global Islamic finance
asset base has grown from US$2.458 trillion
in 2017 to US$2.524 trillion in 2019 (ICD-
Refinitiv, 2019). Although only 6% of adults
without proper banking facilities cited religious
concerns as the reason they do not have a bank
account, the portion is noticeably higher in
Muslim majority countries (Demirguc-Kunt
et al., 2018). Shariah-compliant products and
services could be the best solution to include
these Muslims who voluntarily opt to remain
outside the formal financial system.

The latest discourse on Islamic finance
points to the need to address the issue of financial
inclusion (Mirakhor & Igbal, 2012; Mohieldin
et al., 2012; Zulkhibri, 2016). As Islam strongly
emphasises the fair and equitable distribution of
wealth between the rich and poor, the Islamic
finance industry should play a crucial role in
narrowing the financial inclusion gap (Mirakhor
& Igbal, 2012; Mohieldin et al., 2012). Hence,
countries which have an Islamic finance presence
should have a high level of financial inclusion.
However, few studies have examined the level
of financial inclusion in these countries.

The objective of this paper is to examine the
level of financial inclusion across 44 countries
in which Islamic finance has a presence.
By adopting and revising the methodology
developed by Sarma (2008) and following the
guidelines laid down by the OECD (2008), the
paper constructs a multidimensional Financial
Inclusion Index (FII) using the data from the
International Monetary Fund’s (IMFs) Financial
Access Survey (FAS), covering the period
between 2013 and 2019.

If the association between Islamic finance
and financial inclusion can be recognised, this
would provide policymakers with a more solid
reason to promote Islamic finance in an effort
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to improve financial inclusion, particularly in
Muslim countries.

Financial Inclusion: and

Measurement

Definition

Financial intermediaries
microfinance, and other licensed financial
institutions pool funds from depositors
and give them to borrowers who request
financing (Bongomin et al., 2015). Financial
intermediation theory explains the raisons d’etre
of these financial intermediaries especially with
regard to their function of encouraging financial
inclusion and economic development (Swamy &
Tulasimala, 2011). The financial intermediation
process ensures that resources are efficiently
channelled from those with a surplus of units to
those with a deficit, thereby reducing the cost
of capital and improving financial inclusion.
Access to finance can also stop the growth of
informal financial services that are usually
exploitative (Sarma & Pais, 2011).

such as banks,

A growing body of literature has highlighted
the importance of measuring financial inclusion
and tracking its progress over time. Having
a clear definition of the term therefore is the
best place to start measuring it. However, a
globally accepted definition of the term financial
inclusion has not yet been established.

The Scottish Government was the first
to attempt to define financial inclusion as an
individual’s access to appropriate financial
products and services (Scottish Executive,
2005). Sarma (2008) then described financial
inclusion as a process that ensures the ease
of access, availability, and usage of a formal
financial system for all members of an economy.

While financial inclusion is not explicitly
mentioned in any Quranic verses or hadith,
Islam strongly advocates the just, fair and
equitable distribution of wealth and resources.
As highlighted in Surah al-Hashr verse 7,
“wealth should not merely circulate between the
rich among you” (Salim, Hossain & Al-Mawali,
2016).
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Islam endorses financial inclusion through
Islamic wealth distribution and risk-sharing
instruments, which significantly set the Islamic
financial system apart from its conventional
counterpart. These two vehicles provide a
comprehensive way to enhance financial
inclusion, eradicating poverty and promoting an
inclusive economy (Mirakhor & Igbal, 2012).

Researchers agree that the concept of
financial inclusion is multidimensional in nature.
However, the available literature on financial
inclusion lacks a comprehensive measure that
can be used to compare the levels of financial
inclusion across countries. Existing studies
highlight the constraints in measuring financial
inclusion such as the absence of a universal
definition and lack of data (Camara & Tuesta,
2017; Sarma, 2008). Currently, there are two
main financial inclusion databases which are the
IMF’s Financial Access Surveys (FAS) Database
and World Bank’s Global Findex Database.

The first pioneering research on the
financial inclusion index is that of Sarma
(2008). Sarma argues that using only one single
indicator fails to comprehensively capture the
extent of financial inclusion, thus he proposes
an index that captures information from various
dimensions of financial inclusion.

Sarma includes three dimensions in his
study, which are:

a. Penetration,
b. Availability, and
c. Usage.

While the proposed index follows the
United Nations’ Development Programme’s
(UNDP) approach, Sarma has made several
improvements.

First, Sarma uses the distance from the ideal
method for aggregation instead of the average.
Second, while the UNDP uses the pre-fixed
minimum and maximum values, Sarma adopts
observed minimum and maximum values for
each dimension. Many other later researchers
have come up with financial inclusion indices
which have improved upon Sarma’s initial

methodology in terms of increasing the
number of indicators used and using the latest
data, making it more robust and indicative
(Arora, 2010; Goel & Sharma, 2017; Gupte,
Venkataramani & Gupta, 2012; Mukherjee &
Malik, 2015; Pifleyro & Manuel, 2013; Sethy,
2016).

A study that focused on financial inclusion
in Islamic countries is that of Suseno and
Fitriyani (2018) which uses Organisation of
Islamic Cooperation (OIC) countries for the year
2015 as their sample. The study uses a similar
methodology as Sarma (2008) except for the
availability dimension in which they specifically
use the number of Islamic bank branches.

The most common dimensions used by
most studies are access and usage dimensions
(Goel & Sharma, 2017; Sarma, 2008; Yorulmaz,
2016). Several studies have also included other
dimensions such as ease and cost dimensions
(Arora, 2014; Gupte et al., 2012) and barrier
dimensions (Camara & Tuesta, 2014). While
using as many dimensions and indicators as
possible will make the index more robust,
researchers must consider the availability of
data.

The methodology wused for weight
assignment also varies between studies. Most
researchers believe that all variables contribute
equally to the index, thus they assign equal
weights to all dimensions and indicators (Goel
& Sharma, 2017; Gupte et al, 2012; Kainth,
2013; Sarma, 2008; Sethy, 2016; Yorulmaz,
2016).

Conversely, some researchers used
statistical methods such as Principal Component
Analysis (PCA) (Arora, 2014; Camara & Tuesta,
2014; Mukherjee & Malik, 2015; Pifieyro &
Manuel, 2013) and while the statistical method
is definitely more robust, it is arguably more
complicated to compute.

Methodology

The methodology used to construct the Financial
Inclusion Index (FII) is adopted and revised
from the study done by Sarma (2008) and refers
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to the Organisation for Economic Co-operation
and Development’s (OECD) Handbook of
Constructing Composite Indicators (OECD,

Access:

e ATM

« BRANCH
Usage:

« DEPO

« LOAN
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2008). The handbook outlines seven steps to
construct the index. First, a framework outlined
in Figure 1 below is developed to show the
combination of indicators.

Financial Inclusion
Index (FII)

Figure 1: Framework for constructing Financial Inclusion Index (FII)

The study uses both access and usage
dimensions which comprises the four indicators
shown in Table 1. While there are other
relevant indicators such as mobile and Internet

banking, data for measuring these indicators are
unavailable for most countries and as such must
be excluded.

Table 1: Dimensions and indicators used in constructing the FII

Dimensions Indicators Measurement
Access 1. ATM 1. No. of Automated Teller Machines (ATMs) per 100,000 adults
2. BRANCH 2. No. of commercial bank branches per 100,000 adults
Usage 1. DEPO 1. Outstanding deposits with commercial banks (percentage of
2. LOAN GDP)

2. Outstanding loans with commercial banks (percentage of

GDP)

Although the study focuses on countries that
have Islamic finance options, the indicators used
are notspecifically focused on Islamic finance like
the study done by Suseno and Fitriyani (2018).
Using specific indictors could underestimate the
level of financial inclusion since there are also
conventional banks operating in these countries
and people could be using services from those
banks. Thus, using general indicators will give
a more comprehensive view of the inclusiveness
of the financial system.

The second step involves the collection of
data. The Islamic Finance Country Index 2019
listed 48 countries with a significant Islamic
finance presence (Sheikh, 2020). The study

eliminates four countries without sufficient data,
and thus ends up with 44 countries (25 Muslim
countries and 19 non-Muslim countries). A
Muslim country is defined as country where
Muslims make up more than 50% of the
population (Pew Research Center, 2011). The
data used to ascertain this is taken from the
IMF’s Financial Access Survey for the years
2013 to 2019 (seven years).

Third, a linear regression imputation is used
to substitute any missing values in the data set.

Fourth, a preliminary test is conducted
to examine the underlying structure of the
indicators. The study performs a correlation
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analysis to ensure that at least two indicators
are correlated with a value of 0.30 or more.
Table 2 shows that all indicators are correlated

with values more than 0.30, with the exception
of ATM_ADT and DEPO that are correlated at
0.1670. This shows that the indicators explain
the same concept to wit financial inclusion.

Table 2: Correlation analysis

ATM_ADT BCH_ADT DEPO LOAN
ATM_ADT 1
BCH_ADT 0.5764 1
DEPO 0.1670 0.3180 1
LOAN 0.3747 0.4331 0.7567 1
Fifth, since the indicators used have

different measurement units, they must be
normalised using a Min-Max normalisation
method to render them comparable. Formula
(1) as employed by Sarma (2008) is used.
Normalisation ensures the value of falls between
0 and 1. For each indicator, there are n variables.
Thus, for each variable, the study computes d:

A -m.
d_ 1 1

M -m M

where,
Ai: the actual value of variable i,
m.: the observed minimum value of variable i

Ml.: the observed maximum value of variable i.

The sixth step involves weighting and
aggregation. The study gives equal weight for
each indicator as all dimensions are equally
important. For aggregation, distance from the
ideal approach shown in Formula (2) is used
as proposed by Sarma (2008). Country i is
represented by a point D, = (d,, d,,... d ) on the
n-dimensional Cartesian space.

Point O = (0, 0,...0) represents the lowest
achievement in all dimensions while point /= (1,
1,...1) represents the best-case scenario. The FII
for the i country is measured by the normalised
inverse Euclidean distance of the point D, from
the ideal point /. The inverse Euclidean distance
method is considered so that a higher value of
FII implies a higher level of financial inclusion.

2
\/(1_datm)2+(1_dbch)2+(1_ddepo) +(1_dloan)z
Vi

FII =1-—

@)

Finally, to assess the robustness of the index,
a sensitivity analysis is done by comparing the
newly constructed FII with the best comparable
development index that is UNDP’s HDIL
Kendall’s rank correlation coefficient (Kendall’s
Tau) is used to evaluate the degree of similarity
between the ranking of countries based on FII
with the UNDP’s HDI.

Results and Discussions
Sensitivity Analysis

The 7-year average FII values and the
corresponding 7-year average HDI values for
the countries were calculated along with their
ranks. To assess the movements of these two
indices in terms of their rank, Kendall’s Tau is
estimated.

The value of Kendall’s Tau is 0.6025,
statistically significant at a 1% level of
significance. Since Kendall’s Tau is more than
0.50, it can be concluded that FII and HDI move
in the same direction and are consistent with
each other, showing that the FII constructed in
this study is robust and can be used to compare
the performance of countries in terms of
financial inclusion.
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Categories of Financial Inclusion 1. 0 < FII <0.3 categorised as low financial

Depending on the value of the FII, countries inclusion

are categorised into three levels as proposed by 0.3 5. E ].I < 9-5 categorised as medium
Sarma (2008): financial inclusion

3. 0.5 < FII <1 categorised as high financial
inclusion

Table 3: Financial Inclusion Index (FII) for 44 countries with presence of Islamic finance, 2013-2019

Country 2013 2014 2015 2016 2017 2018 2019
Panel A: Muslim Countries

Afghanistan 0.0135 0.0138 0.0137 0.0128 0.0143 0.0126 0.0101
Algeria 0.0923 0.1081 0.1170 0.1169 0.1215 0.1256 0.1295
Azerbaijan 0.1043 0.1187 0.1440 0.1199 0.1042 0.1039 0.1130
Bangladesh 0.1188 0.1235 0.1256 0.1265 0.1272 0.1289 0.1285
Brunei 0.2317 0.2283 0.2517 0.2536 0.2319 0.2292 0.2334
Egypt 0.1039 0.1167 0.1311 0.1745 0.1651 0.1571 0.1524
Indonesia 0.1756 0.1851 0.1886 0.1897 0.1883 0.1846 0.1815
Iran 0.2077 0.2397 0.2704 0.2873 0.2987 0.3447 0.3003
Jordan 0.2790 0.2765 0.2808 0.2866 0.2874 0.2853 0.2799
Kazakhstan 0.1396 0.1391 0.1445 0.1402 0.1321 0.1283 0.1262
Kuwait 0.2199 0.2373 0.2893 0.3043 0.2977 0.2916 0.3090
Lebanon 0.4105 0.4139 0.4153 0.4217 0.4247 0.4049 0.3860
Malaysia 0.3232 0.3170 0.3162 0.3070 0.2955 0.2963 0.2916
Morocco 0.2783 0.2831 0.2826 0.2854 0.2857 0.2882 0.2890
Nigeria 0.0542 0.0583 0.0538 0.0558 0.0502 0.0474 0.0480
Oman 0.1842 0.1876 0.2152 0.2248 0.2210 0.2157 0.2336
Pakistan 0.0742 0.0755 0.0777 0.0840 0.0852 0.0921 0.0938
Qatar 0.2372 0.2518 0.3005 0.3396 0.3314 0.2937 0.3204
Saudi Arabia 0.1842 0.2016 0.2322 0.2401 0.2237 0.2098 0.2100
Senegal 0.0862 0.0930 0.1005 0.1047 0.1108 0.0927 0.0959
Sudan 0.0220 0.0167 0.0169 0.0219 0.0274 0.0444 0.0361
Tunisia 0.2243 0.2314 0.2371 0.2440 0.2596 0.2616 0.2653
Turkey 0.2460 0.2538 0.2600 0.2650 0.2619 0.2589 0.2537
UAE 0.2973 0.3114 0.3474 0.3583 0.3442 0.3334 0.3359
Yemen 0.0259 0.0256 0.0268 0.0254 0.0253 0.0251 0.0249
Panel B: Non-Muslim Countries

Australia 0.4652 0.4708 0.4818 0.4890 0.4947 0.4776 0.4925
Canada 0.4318 0.4297 0.4390 0.4458 0.4390 0.4489 0.4503
China 0.2992 0.3126 0.3606 0.3726 0.3714 0.3831 0.3870
France 0.3017 0.3004 0.3001 0.2986 0.2959 0.2906 0.2924

Journal of Business and Social Development Volume 9 Number 2, September 2021: 25-38



FINANCIAL INCLUSION INDEX: THE CASE OF COUNTRIES WITH PRESENCE OF 31

ISLAMIC FINANCE
Germany 0.2009 0.2031 0.2006 0.1982 0.2041 0.2002 0.2010
Ghana 0.0608 0.0695 0.0781 0.0788 0.0777 0.0629 0.0706
India 0.1658 0.1783 0.1835 0.1845 0.1863 0.1799 0.1853
Kenya 0.0882 0.1035 0.1021 0.0934 0.0949 0.0937 0.0812
Mauritius 0.3538 0.3580 0.3639 0.3478 0.3356 0.2902 0.2893
Philippines 0.1108 0.1178 0.1251 0.1351 0.1423 0.1385 0.1425
Russian 0.3374 0.3621 0.3542 0.3336 0.3290 0.3184 0.3206
Singapore 0.3713 0.3693 0.3619 0.3622 0.3667 0.3498 0.3507
South Africa 0.2073 0.2181 0.2231 0.2204 0.2189 0.2167 0.2152
Spain 0.5602 0.5317 0.5118 0.4934 0.4788 0.4622 0.4455
Sri Lanka 0.1435 0.1475 0.1601 0.1669 0.1751 0.1837 0.1919
Switzerland 0.6111 0.6080 0.6036 0.6012 0.5989 0.5954 0.5886
Thailand 0.3035 0.3151 0.3190 0.3151 0.3130 0.3123 0.3079
UK 0.5159 0.4986 0.4961 0.5027 0.5055 0.4912 0.4796
USA 0.3762 0.3757 0.3817 0.3867 0.3826 0.3774 0.3761

Table 3 shows the annual FII values for
the sample countries for the year 2013-2019.
Switzerland recorded the highest FII value at
0.6111 and it is the only country maintaining
its position in the high FII category. However,
Spain and the United Kingdom which belong
in the high FII group initially in 2013 have
dropped to medium FII group. As evident, the
top five countries are all non-Muslim countries
including, Switzerland, Spain, the UK, Australia,
and Canada. These countries are developed
economies which are often associated with high
incomes per capita and nearly universal bank
account ownership.

Countries that have been consistently in
the medium category are Australia, Canada,
Lebanon, The United States, Singapore, Russia
and Thailand. However, some countries which
belonged to the medium FII category slipped
down to the low FII category, such as Mauritius,
Malaysia, and France. In contrast, China, The
United Arab Emirates, Qatar, Kuwait, and Iran
which were in the “low FII” category in 2013,
have since moved up to “medium FII” group.

On the other hand, some countries have
very low FII values with the lowest being

0.0101 (Afghanistan). The table also shows that
26 countries have been trapped in the low FII
group from 2013 to 2019, the entre duration
under review.

The majority of these countries are either
middle or low-income countries, with the
exception of Brunei, Germany, Saudi Arabia
and Oman. Meanwhile, four countries with the
lowest FII values throughout the period namely
Nigeria, Yemen, Sudan and Afghanistan are all
Muslim countries. Thus, it is evident that the
non-Muslim countries are performing better at
achieving financial inclusion as compared with
Muslim countries.

Empirical Distribution of Financial Inclusion

The average financial inclusion level of the 44
countries is generally low, at 0.2435, but with
a significant variation among countries. Further
dividing the sample countries into Muslim and
non-Muslim group yields noteworthy insights.
The empirical distribution of FII based on
level of inclusion is illustrated in Figure 2 for
Muslim countries and Figure 3 for non-Muslim
countries.
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Figure 2: Empirical distribution of FII for Muslim countries

Figure 2 shows that the levels of financial
inclusion in Muslim countries is highly
concentrated on the “low” level FII - of between
80% and 92%, while the remaining 8% and
20% are in the “medium” range FlIs. There is
no Muslim country in the “high” FII category
as Muslim countries predominantly consists of
middle-income and low-income countries.

Some of the countries in this sample are
also unstable, due to internal conflicts or have
just entered a post-war period and have yet
to stabilise, such as Afghanistan, Sudan, and
Yemen. As a result, these countries tend to have
very low financial inclusion rates.

However, over the 7-year period, there has
been a gradual increase in the percentage of
countries that have “medium FII” values, and
this shows that Muslim countries are making
significant progress in financial inclusion.

Although Bangladesh fell in the “low FII”
category in the seven-year period under review,
its index values improved from 0.1188 in 2013 to
0.1285in 2019. This increase could be attributed
to Bangladesh’s inclusive financing initiative
that provides cost-efficient financial service
delivery channels, particularly mobile-banking
(Alliance for Financial Inclusion, 2018).
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Figure 3: Empirical distribution of FII for non-Muslim countries
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In contrast, Figure 3 shows that the rates
of financial inclusion in non-Muslim countries
were almost equally concentrated at the “low”
and “medium” levels of FII. With between 5%
and 16% of the countries in the “high” level of
FII, between 42% and 53% in the “medium”
level of FII and between 37% and 47% in the
“low” level of FII. This is because most non-
Muslim countries are high-income countries,
which are often associated with a higher level of
financial inclusion. For example, Credit Suisse,
a bank based in Switzerland, gives microfinance
institutions access to grants and technical
assistance through a philanthropically-funded
Financial Inclusion Initiative (Accion, 2018;
Credit Suisse, 2020).

Islamic Finance and Financial Inclusion

Table 4 shows the top three Muslim and non-
Muslim countries in terms of average FII
values and their respective income category.
As expected, financial inclusion is highly
associated with income as Switzerland, the
UK, and Spain exhibit higher levels of financial
inclusion. However, there are still some high-
income non-Muslim countries with lower level
of financial inclusion than Lebanon, the UAE
and Malaysia such as France (FII=0.2971) and
Germany (FII=0.2012). This shows that there
are other factors influencing financial inclusion
in addition to income level. A closer look at
these three Muslim countries reveals significant
insights with respect to the role of Islamic
finance towards financial inclusion.

Table 4: Average FII values for top three Muslim and non-Muslim country

Country Average FII Income Category
Panel A: Non-Muslim Countries

Switzerland 0.6010 High-income

UK 0.4985 High-income
Spain 0.4977 High-income
Panel B: Muslim Countries

Lebanon 0.4110 Upper-middle-income
UAE 0.3326 High-income
Malaysia 0.3067 Upper-middle-income

Malaysia has established its position as
an international Islamic financial hub and has
one of the highest levels of financial inclusion
among the middle-income countries. The
World Bank reported that 85% of Malaysia’s
adult population has an account at a financial
institution (Demirguc-Kunt et al., 2018).

One of the key factors for this success is
expanding the outreach of Islamic finance by
leveraging Islamic fintech. The percentage of
the population in Malaysia that does not use
formal banking services is rapidly gaining
access to Islamic financial services through
innovative solutions such as mobile banking,
Internet banking, and agent banking (Martinez
& Campillo-Diaz, 2017).

The digitalisation of operations and service
delivery allows Islamic finance to reach the
unbanked segments in a cost-effective, safe, and
sustainable manner, thereby enhancing financial
inclusion.

Meanwhile, the United Arab Emirates has
one of the highest levels of financial inclusion
among Muslim countries and is one of the
leaders in the development of Islamic finance.
Bank account ownership in the UAE reaches
88% of the population (Demirguc-Kunt et al.,
2018). UAE also utilises fintech to expand
the outreach of Islamic financial products and
services. The Dubai International Finance Centre
allocates US$100 million to fund investments in
Islamic fintech start-ups. Since Islamic finance
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could appeal to a wider global ethical finance
and social finance audience, UAE is leveraging
social impact finance by supporting companies
that are focused on the ethical economy (Dinar
Standard, 2018).

On the other hand, while Lebanon exhibits
the best performance in financial inclusion among
Muslim countries, the Islamic banking sector in
the country is still in its nascent stages (Sujud
& Hachem, 2018). A factor that contributes
towards financial inclusion in Lebanon is related
to the partnership between the public, private,
and third sectors. The most notable programme
is the We Initiative introduced by BLC Bank
Lebanon to help women that own businesses
obtain financial services from the banking sector
(International Finance Corporation, 2017).

Nevertheless, Hammoud (2017) mentioned
that Islamic finance has great potential to grow
its market share in Lebanon by offering products
that meet the needs of the customers.

Conclusion

This paper provides preliminary evidence on the
level of financial inclusion in countries with the
presence of Islamic finance. The results show
that these countries are at various levels of
financial inclusion. Countries like Switzerland,
UK and Spain have achieved high levels of
financial inclusion as expected for high-income
economies, but financial inclusion remains a
major challenge in Muslim countries. While
income clearly affects financial inclusion, a
closer look at top-performing Muslim countries
reveals that Islamic finance also plays a major
role in advancing financial inclusion.

The presence of Islamic finance provides
greater outreach of shariah-compliant financial
services to the Muslim population by leveraging
on fintech to reach the unbanked in remote areas
in a cost-efficient way. Islamic finance is not
restricted to Muslims but can appeal to ethical
and social finance investors.

Nevertheless, this study is subject to some
limitations. First, due to data constraints, only

34

physical access can be measured. Second, the
sample of countries used in the study is relatively
small which limits the study to making more
generalised conclusions.

Third, the equal weight assignment did not
take into consideration the statistical importance
of the indicators. These offer room for
improvement in future research. As the financial
sector is now moving beyond traditional banking
channels, it is recommended to include other
relevant indicators such as mobile and Internet
banking.

More countries could also be added in the
sample to make the index more robust. It is
also recommended that a statistical method for
weight assignment such as Factor Analysis or
Principal Component Analysis is employed.
These suggestions could be made possible as
more data becomes available in future.

Despite these limitations, the initial
findings of the study support the needs of the
policymakers and multilateral agencies to
leverage Islamic finance in its effort to improve
financial inclusion levels in Muslim countries.
This requires not only expanding the outreach of
banking services but also providing information,
knowledge and awareness to make Islamic
finance better understood.

Lastly, for policymaking decisions, further
research is recommended to empirically analyse
the impacts of Islamic finance towards financial
inclusion using panel data analysis.
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