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Introduction:

According to the World Bank's (2022) definition, "financial inclusion" refers to
the percentage of individuals and businesses that use financial services. It
encompasses various aspects of financial services, from payments and savings to
credit, insurance, retirement, and stock markets. Broad access to these services
enables individuals and companies to seize business opportunities, invest in
education, save for retirement, and protect themselves against risks (Demirgiig-
Kunt et al., 2008). Without understanding financial systems, people are often
limited to relying on their own savings to invest in education or start businesses.
Similarly, startups must rely on their limited earnings to pursue growth
opportunities, which can lead to persistent income inequality and slow economic
growth. Development theory highlights the significant role of financial inclusion
in economic advancement. Evidence shows that lack of access to financial
resources can result in poverty traps and income inequality (Aghion & Bolton,
1997; Banerjee & Newman, 1993; Galor & Zira, 1993). For instance, Galor and
Zira (1993) argued that financial market inefficiencies prevent low-income
individuals from investing in education, despite its high returns. Banerjee and
Newman (1993) also noted that people's career options are constrained by their
initial resources, which influence their saving capacity and risk tolerance,
ultimately shaping long-term income growth and distribution. These studies
illustrate how financial exclusion can perpetuate inequality and inhibit economic
growth.
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In recent years, financial inclusion has gained recognition as a crucial driver of
sustainable development globally. Access to financial services is particularly
beneficial for the poor, enabling them to save, invest, and access credit. Expanding
access to formal financial services enhances the overall efficiency of both the
economy and the financial system (Aguera, 2015; Beri et al., 2023). However,
many developing countries still lack access to financial services, limiting these
benefits to developed nations. As a result, raising financial inclusion levels poses
urgent policy challenges for developing countries and emerging markets, where it
has become a top priority. Measurement is key to understanding financial
inclusion (Huang et al., 2023). However, despite its recognized importance, there
is no consensus on how to measure financial inclusion comprehensively.
Therefore, this article seeks to address the crucial question: What is the status of
financial inclusion across Iran’s provinces? To answer this, measuring the
financial inclusion index is essential.
Methodology:
In this article, following the approach of Kamara and Tosta (2014), the financial
inclusion index is calculated using the principal component analysis (PCA)
method to determine appropriate weights (a parametric method), assuming that
the financial inclusion variable (FI) is linear. To compute this index, two sub-
indices—financial access and financial use—are first calculated.
The variables used for the financial access index include:
e Number of branch terminals (Pinpad)
e Automatic Teller Machines (ATM)
e Number of issued credit cards (Card)
e Total amount of deposits as a percentage of the province's gross domestic
product (Deposits)
e Total loans granted as a percentage of the province's gross domestic
product (Loans)
e Value of ATM transactions as a percentage of the province's gross
domestic product (ATM_Values)
e Transaction value of branch terminals as a percentage of the province's
gross domestic product (Pinpad_Values)
To achieve the primary objective of this article, which is to measure the financial
inclusion index for Iran's provinces, the index is calculated through a two-stage
PCA approach. In the first stage, the two sub-indices—financial access and
financial use—are determined. In the second stage, the overall financial inclusion
index is computed based on the results of the first stage.
The second part of the article evaluates the impact of financial inclusion on
income distribution, with a specific emphasis on the role of information and
communication technology (ICT).
Results and Discussion:
The results from the first part of the article, which involve calculating the sub-
indices of financial access and financial use across Iran’s provinces, reveal that
Tehran province is the only one with a financial access value of 0.5, indicating
relatively high access (though cautiously interpreted). Other provinces scored



Ao VEY (gl o ¥ o lond — 53baidl Coliions g ulww dslibad

below 0.5, with 10 provinces falling between 0.3 and 0.5, indicating medium
financial access. Meanwhile, 20 provinces had scores below 0.3, placing them at
a low level of financial access, with Sistan and Baluchistan ranking the lowest.
In terms of the financial use sub-index, the situation appears more complex. No
province reached a score higher than 0.5, meaning none exhibited high financial
use. Only 5 provinces, including Tehran, Chaharmahal and Bakhtiari, Sistan and
Baluchistan, Qom, and Kurdistan, scored between 0.3 and 0.5, suggesting
moderate financial utilization. The remaining 26 provinces were categorized as
having low financial use, with llam, Bushehr, Khuzestan, Kohgiluyeh, and Boyer-
Ahmad showing the worst performance. When calculating the overall financial
inclusion index, no province scored above 0.5. Tehran was the only province to
score between 0.3 and 0.5, suggesting a medium level of financial inclusion, while
the remaining 30 provinces scored below 0.3, indicating low financial inclusion.
Sistan and Baluchistan, Khuzestan, Kurdistan, and Lorestan ranked lowest in this
index. In the second part of the article, the effects of financial inclusion on income
distribution were estimated using fixed effects and FMOLS methods, focusing on
the role of information and communication technology (ICT). The results from
model (1) indicate that financial inclusion has a negative and significant effect on
the Gini coefficient in Iran’s provinces, implying that for every 10% increase in
the financial inclusion index, the Gini coefficient decreases by 0.7 to 0.9%. In
model (2), which examines the interaction between financial literacy and landline
phone penetration, the cross-effect also showed a negative and significant impact
on the Gini coefficient. Similar results were found in models (2) and (3), where
the interaction between financial inclusion and mobile phone or internet
penetration further reinforced the negative effect. Specifically, a 10% increase in
the penetration of landline, mobile phones, and the internet would amplify the
negative impact of financial inclusion on the Gini coefficient by 0.2 to 0.3%.
Conclusion:

In the last two decades, Iran has made significant progress in advancing financial
inclusion, with various measures implemented to improve access to financial
services across regions. These efforts have included the establishment of legal
frameworks, credit programs, guarantees, savings account initiatives, and
technical assistance for financial intermediaries and rural producers. Additionally,
various financial education plans have been introduced. However, despite these
initiatives, the reach of these efforts has not been as widespread as desired. Based
on the results, it can be concluded that expanding financial criteria at the
provincial level—essentially enhancing financial inclusion—Ileads to a reduction
in the Gini coefficient, indicating an improvement in income distribution in Iran's
provinces. Moreover, as technology penetration improves, particularly with
advancements in information and communication technology (ICT), the negative
impact of financial inclusion on the Gini coefficient is expected to intensify. This
suggests that technological innovations play a key role in easing the costs and
barriers to accessing financial services. Over the past decade, new technologies
like mobile payments, mobile banking, internet banking, and biometric
recognition have experienced rapid growth. These technological advancements
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have reduced transaction costs and significantly contributed to increasing
financial inclusion across different regions.

Keywords: Financial Inclusion, Income Inequality, Information and
Communication Technology, Principal Component Analysis, Provinces of Iran.
JEL Classification: G21, D33, G10, 033



