TABLE OF CONTENTS

COVER e et e e e e e e e e e e e e e e e 1
THESIS APPROV AL ... il
SUBMIS STON . e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e eaaaaaeaaaaaaaaaaaaaaaaaaaaaas 111
CERTIFICATE OF ORIGINALITY oo ee e v
ACKNOWLEGMENT ... Vi
ABSTRACT .o viii
ABSTRAK e X
LIST OF TABLES ..o X1ii
LIST OF FIGURES . ..o XV
LIST OF APPENDICES ... XVi
CHAPTER I INTRODUCTION ... 1
1.1 Background ..........cccueeiiiiiiiiieeee e s 1
1.2 ReSEAICH ProDIeM.. oo 17
1.3 Research ODJECHIVES .....uuiieiiieeiiieeiieeciie ettt e 18
14 RESEATCH USETUINESS ettt 18
1.5 Research Writing Structure .........cccvveeevieeeiieeciie e 18
CHAPTER II LITERATURE REVIEW ... 20
2.1 Financial Inclusion Definition and Concept .........cccceeeveeeviieerieeenneenns 20
2.2 Financial Inclusion DIMEenSION ......eeeeeeeeeeeeeeeeeee e 22
22 ] A LSS ettt 22
2,22 USAEE .eiiiiiiiieeeeiiieeeeettee ettt e e et ee e e st e e et e e e et eeeenabaeeeenntaeeeeanne 23
2.2.3  QUALIEY .eeeiiieiie ettt et sraeeaaa s 24

2.3 Financial Inclusion Measurement Databases .........coovvvemmeeeeeeeeeeeeennnnnn.. 25
2.4 TNTALION - e et e e 26
2.4.1 Determinant Of INTlatiON ........eeeeeeeeeeeeeee e e 27

2.5  Relationship between Financial Inclusion and Inflation....................... 28



2.6 Monetary Policy Transmission: Interest Rate Channel......................... 30

2.7 Macroeconomic INAICAtOTS.........eeeruiieriiieeeiieeeiie ettt 31
2.8 Empirical Studies ........ccoeeiiiiiiiieeiieee e 33
2.9 Conceptual Framework ..........cccoooiiieiiiieiiiecieeee e 41
210 HYPOtRESIS ..eeiiiiiiiiiie ettt e e 42
CHAPTER IIT RESEARCH METHOD........ccceoiiiiiiieiieiieceeeeeeeee e 43
3.1 Research Variables and Variable Operational Definition..................... 43
T 0 O 0 1510 ) SRR 43
3.1.2 Index of Financial Inclusion...........cccccceeeeiieriiiiniiiiciiecee e 44
3.1.3 Lending Interest Rate .........cccccvveviiiiiiiieiiecieecee e 45
3.1.4 Exchange Rate.........ccccoveiiiioiiiieiieceeee e 46
3.1.5 Money SUpPly (M2)..ceeieeeieeeeeeeeeeeee ettt e 46
3.2 SAMPIC...eeiiieiee e e e n 48
33 Data Type and SOUICE ......ccueeeeiiiieiieeeiieeceeeeee et 48
3.3.1 International Monetary Fund (IMF)........cc.ccccoviiiiiiiniiieee 49
3.4 AnalysisS Method ......cccoeeeiiieiiieceec e 50
3.4.1 VECM Method Specification...........cccueeeevveeeciieeniieeniieeeiee e 51
3.4.2 Classical AsSumption TeSt........cccvueerrveeriiieeriiieeniie e eeiee e 55
3.5 Empirical Model.........ccoooeiiiiiiieeeceeeee e 57
3.5.1 Index of Financial Inclusion Formulation...........c.ccccccevvvvrnnreennnnn. 57
3.52 VECM MOAEL.....uiiiiiiiiiieieeieieeesee et 59
3.5.3 VECM Model Specification..........ccceccveeeiveenciieeniieeeiie e 61
CHAPTER IV RESULTS AND DISCUSSION.........cooiiieeiieieeeieeree e 64
4.1 DesCriptive ANALYSIS ....vvieeeiieiiieeeiieeeiieeeieeeeiee e esree e e e reneeeneaeeenes 64
4.1.1 Inflation in ASEAN COUNEIIES ...ccuvveeruveeeiiieeiieeeiieeeieeeeiee e 68
4.1.2 Index of Financial Inclusion in ASEAN Countries............ccccvveenneen. 69
4.1.3 Macroeconomic Indicators in ASEAN Countries...........ccceeeveeennenn. 73
4.2 Data ANALYSIS ....oeeeiiiieiiieceecee e e e 78

xi



4.2.1  Stationarity TeSt ......ceeovieeiiieiiieeeiee ettt 78

TS N Yo O 1 <) - ISR 81
4.2.3  Cointegration TeST......cceeveieiriiieriieeeieeesiee e e eeeesreeesaeeeseaeeesaaee s 81
4.2.4  StabIlIty TSt .cuveeeeeiieiiieeeiiee ettt e et n 82
4.2.5 Classical AsSumption TeSt........ccccuereriieeriieeeiiieeieeeee e 83
4.2.6 VECM (Vector Error Correction Model) Estimation ....................... 87
4.2.7 Interpretation of VECM Results ........cccceccvveeiiiieiiieiiieciie e 89
4.2.8 Granger Causality Test........cccccvveriiieiiiieeciie e 96

4.3 DIISCUSSION e e et e e e e e e e e e e e e e e e e eeeaaaans 99
4.3.1 The Effects of Financial Inclusion on Inflation ...........cccccuumeeeeeeeen. 99
4.3.2 Index of Financial Inclusion in ASEAN Countries.......ccccoeeeeeeeeenn. 101
4.3.3 Index of Financial Inclusion and Macroeconomic Indicators......... 101
CHAPTER V CONCLUSION ... 103
5.1 COMCIUSION. ettt e et e e e e e e e e e e e e e eeeeeeeeaanans 103
52 LAMUIEATION ettt e e e e e e e e e e e e e e e e e e eeaeaans 104
53 Policy Recommendation ............ccccveeeiieeniieeniiieecieeeeee e 105
BIBLIOGRAPHY .o 107
APPENDIX L. 114

xii



