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away from banking services. Similarly, Chaulagain (2015) and Pant (2016), studied on financial inclusion 
but none of them measure the impact of access to financial services, quality of financial services and 
financial innovation with the effect of financial literacy on financial inclusion. In this context, the objective 
of this study is to examine the determinants of financial inclusion, and to examine the moderating effect 
of financial literacy on the relationship between access to financial services, financial innovations and 
quality of financial services with financial inclusion. 

The next section reviews the earlier study in financial inclusion. The methodology of the study is discussed 
on the third section. The fourth section presents the empirical resultsand discussions, and final section 
provides conclusion and implications of this study. 

Literature Review

There is no universal definition of financial inclusion (Pant, 2016). Greater financial inclusion can be 
achieved when all economic activities and segments of the society have access to financial services with 
ease and at minimum cost. Financial inclusion is delivery of banking services at a reasonable cost to the 
huge sections of underprivileged and low-income groups (Nandru&Rentala 2019). It ensures that ranges 
of proper financial services are available to every individual and that the individual understands and 
accesses those services. Financial inclusion means people can afford the financial services in order to 
uplift their livelihood.

World Bank (2014) defined financial inclusion as “the share of the population who use financial services”. 
Further, Naceur et al.(2015) supported the definition as “useful definition because it can be measured and 
incorporated easily into theoretical and empirical work”. Financial inclusion defines a situation where 
people around a territory use the financial products offered by different types of financial institution.

Use of financial services

Mialouand Amidzic(2017) examined measures of four pillars of access; they have the access to credit, 
access to savings, access to banking and access to insurance as the core pillars of financial inclusion. 
Whereas, World Bank (2018) revealed that financial inclusion means having access to affordable financial 
products that meet the needs associated with transactions and payment, savings, credit, and insurance.

Migration and subsequent sending of remittance can be the first personal interaction with the global 
economy (Toxopeus & Lensink, 2008).  On the contrary, Mashayekhi (2015) mentioned that remittance 
is the major source of external private financial inflows into developing countries, and a promising 
source of demand for financial services. Hence, safer, faster and less costly remittances could contribute 
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significantly to financial inclusion.Remittance plays an important role in access toformal financial 
institution for the people who are unbanked in rural areas.

Financial inclusion and access to financial services

Lin,Xuejun and Yuexiang(2020) stated that micro and macro financial inclusions are different,active and 
passive financial exclusions are different, and that the inclusive financial system does not mean universal 
finance for everyone everywhere. The main purpose of financial inclusion is to mitigate the potential 
barriers, so that individuals for whom the marginal benefit of being banked exceeds its marginal cost may 
access this type of services without being affected by market faults (Camara &Tuesta, 2014; Churchill, 
Nuhu & Smyth, 2020).

Financial Inclusion and financial innovation

Akileng, Lawino,and Nzibonera, (2018) have found financial innovation is positively significant with 
financial inclusion, which makes significant contribution about the relationship between the various 
factors that affect financial inclusion. Innovative financial inclusion as the delivery of financial services 
outside conventional branches of financial institutions by using information and communication 
technologies and non-bank retail agents and other new institutional arrangements to reach those who 
are financial excluded. (Laeven, Levine, &Michalopoulos, 2015; Beck, Senbet, &Simbanegavi, 2014)

Financial inclusion and quality of financial services

Sarma (2008) defined financial product design and delivery traits that enhance the value of the financial 
products and services to clients. Roa (2015) revealed that regulators and supervisors are responsible 
for, as well as in the reforms that countries are implementing regarding financial inclusion matters. For 
quality dimension, the bodies responsible for the topic of financial inclusion agree that framework of 
reference for measuring this dimension should include proper regulation and supervision of financial 
products and services, as well as effective financial consumer protection and financial education policies.
The quality of financial services affected by the cost of services, consumer awareness, the effectiveness 
of redress mechanisms and consumer protection services, the security of funds, transparency and 
competition in the market, and even intangible features like consumer trust (Alliance for Financial 
Inclusion, 2016; Dupas et al.,2013).

Moderating role of financial literacy

Chaulagain (2015b) found financial literacy and access to finance are closely related each other. Higher 
level of financial inclusion leads to good financial behaviour in comparative ways (Chaulagain, 2015a). 
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Mobile banking plays an important role to lead financial inclusion. Hence, partnerships should be 
established between and among commercial banks as well as between mobile network operators 
providing mobile money services to fast-track interoperability (Donovan,2012; Yawe& Prabhu, 2015). 
Literate people are more financial awake and they are more likely to prefer quality of financial services. 
There is positive association between financial inclusion and quality of financial services (Burjorjee& 
Scola,2015; Katoroogo,2016).

Role of demographic variables

Nandru, Anand, and Rentala(2015); Nuzzo and Piermattei, (2019) stated that key demographic 
characteristics such as gender, age, education, income, and rural residence between specific sub-groups 
of disadvantagedsegments of population and the overall population have significant relationship with 
financial inclusion. Further, Abdu et al. (2015) found that age, better education, and high income played 
major role in financial inclusion.Whereas, female, old age, and low income were the promoters ofhousehold 
to financial inclusion. The result confirmed that there exists relationship between demographic variables 
and financial inclusion.

Conceptual framework

The framework and relationship among exploratory variables and dependent variable along with 
moderating and controlling variables is used to carry out the objectives of study. Figure 1 represents the 
conceptual framework of the study based on the literature review. 

Independent Variables
• Access to Financial Services
•  Financial Innovation
•  Quality of Financial Services

Moderating Variable
 • Financial Literacy
Control Variable
 •  Quality of Financial Services

Dependent Variables• 
Financial InclusionServices

Figure1:Conceptual Framework
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Research Methods

The study is based on quantitative research method with descriptive research design. The 
population for this study was households of Namobuddha Municipality. A convenient sampling 
has been used and distributed 400 structured questionnaires after pilot testing in May and 
June, 2020. The questionnaire was prepared on Nepali language, and distributed physically to 
representative member of household. However, 363 valid responses were collected, i.e., 91 per 
cent response rate.

Table 1
Reliability test

The reliability of data was measured using Cronbach alpha as shown in Table 1. The value for Cronbach 
alpha for each variable is more than 0.7, which means each of the variable is reliable and fit for further 
statistical tests. The overall alpha value is found 0.897 when all items taken into consideration.

The study models for the data analysis are as follows:

A= Access to Financial Services, I= Financial Innovation, Q= Quality to Financial Services       L= 
Financial Literacy, FS = Family size, G = Gender, EDU = Education level, AGE = Age group, INC = 
Monthly income,    = Error term
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Results and Discussion

Demographic Statistics 

Table 3 shows the association between financial inclusion and demographic variables. The variables, such 
as, gender, age, educational level, monthly income have statistically significant association, but family 
size does not have any significant association with financial inclusion.It shows difference between male 
and female inclusion in financial activity. Male inclusion was 96.10% while female inclusion was only 
77.22%. It indicates males have more inclusion in financial activity than compared to women.  

Expected relationship between dependent and independent variable

Table 2 represents relationship between variables and source of relationship between variables.

Noureldin and Shusha (2019) found there is significant 
relationship between financial inclusion and financial 
literacy

Chaulagain(2015b) found that access and financial 
literacy are positively significant. Yawe and Prahu(2012) 
found financial innovation and financial literacy are 
positively related. Katoroogo (2016) found positive 
association between quality of financial services and 
financial literacy.

Financial Inclusion and 
financial literacy

Financial literacy and 
exploratory variables

Positive(+)

Positive(+)

Table 2:Variables and their expected relation
Variables                      Relation         Reason

Noureldin and Shusha (2019) found there is positive 
relationship between access to financial services and 
financial inclusion.

Akileng, Lawino, and Nzibonera (2018) found financial 
innovation and financial inclusion has positive 
relationship. 

Katoroogo (2016) found there is positive relationship 
between quality of financial services and financial 
inclusion

Financial inclusion and 
access to financial services

Financial inclusion and 
financial innovation

Financial inclusion and 
quality of financial services

Positive(+)

Positive(+)

Positive(+)
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The cross-tab between demographic variables and financial inclusion shows that the family size is not 
significant with financial inclusion. Majority of the respondent’s family size was 4-5 and 6-7 persons; 
among them, 9.33% and 15.11% have no inclusion in financial activity respectively. While family sizes 
with 2-3 persons, and 8 and more persons, were 13.63% and 11.53% are devoid of financial inclusion. 
Among the age groups of 16-21, the number of financially included people is 80%. Since, majority of 
the respondent falls the age group of 22-27 consists 81% financially included. Likewise, the age group of 
people between 28-33 have 100% inclusion in financial activity. Similarly, 94% people of age group 34-40 
have inclusion in financial activity. It indicates that working age people are more likely to use financial 
services. When the inclusion comes to the educational level, respondents who hold the postgraduate 
are likely to have full inclusion in financial activity, whereas, who holds graduate education have 98% 
inclusion in financial activity.
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Table3

Cross tabulation of financial inclusion with demographic variables

Note:**Values significant at the 0.01 level
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Table 4

Response towards financial inclusion

Respondents who hold the secondary level education have 94% inclusion in financial activity and 
primary level education holders have 83% inclusion in financial activity. Moreover, respondents who are 
uneducated are likely to have 69% of inclusion in financial activity. It indicates that higher the education 
level, higher the financial inclusion. 

Studies by Abdu et al. (2015) supported that increment in income size leads to financial inclusion. Among 
the respondent people who earns more than NRs. 20,000 per month are supposed to have full inclusion 
in financial activity whereas respondent who earns below NRs. 10,000 per month have 76% inclusion in 
financial activity. While whose monthly income lies between NRs.10, 000-20,000 have 92% inclusion in 
financial activity. It shows that higher the income size, higher the financial inclusion level.  

Financial Inclusion

Table 4 represents that 87.88% of respondents have account in financial institution. The result exhibits 
that the majority of respondents are aware about the financial institution and they hold bank account. 
Whereas, only 85.58% of respondents’ uses their account to loan purpose. The payment purpose, 84.01% 
of respondents’ uses their account. Among the respondents, 35.42% of peoples are currently using 
insurance related services. In addition, majority of the respondents (85.89%) uses financial institution 
for remittance services. The result indicates that most of the respondents are aware about the financial 
institution and they are using and maintaining their accounts in financial institution. In addition, people 
who do not maintains an account and reason for not maintaining accounts in formal financial institution 
has been illustrated in Table 5.
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Since the 44 respondents said that they do not maintain any bank accounts in financial institution.The 
reasons for not having account is shown in Table 5.The minority respondents(27.27%) states that financial 
institution are too far away, while 22.73% argue that financial services are too expensive they think banks 
provides less interest comparing to lending informally. In addition, 79.55% respondents mentioned that 
they do not trust financial institution while 11.36% mentioned documentation related reason for not 
maintaining bank account. Each of the respondent agreed that they do not have any religious reason and 
another member of family already have bank account and they don’t have any intention to maintain bank 
account. Whereas, 90.91% respondents think they do not have enough money to maintain an account in 
formal financial institution. The 40.91% of respondents argued that they do not need financial services at 
formal institution.
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Table 5

Reason for not having account

Regression Analysis 

The regression coefficients and significance tests for each of the independent variables in the model 
has been presented in Table 6. The regression coefficients are the predicted change in log odds on the 
dependent variable.  The threshold estimates that are given in the table are intercepts. Osborne (2017) 
states that these estimates can be interpreted as the “log odds of being in a particular group or lower when 
score on the other variables are zero.”
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Access to financial services was significant predictor in the model 1. As score increase in access, there is 
probability to increase family being in a higher level of financial inclusion. The result has indicated that 
access to formal financial institution is significant determinants of financial inclusion, however, most of 
the family have bank accounts in financial institution to receive government fund to reconstruction of 
houses, which was damaged by massive earthquake in April 2015. Although most of the family considered 
they have taken loan from financial institution to reconstruct their home. Financial innovation was a 
significant predictor of financial inclusion. As scores increase on financial innovation, there is probability 
of increase of family being higher category on financial inclusion. This indicates that the respondent (i.e., 
a family) using innovative financial tools were more likely to indicate higher level of financial inclusion. 
Quality of financial services was not a significant predictor more likely to indicate lower level of financial 
inclusion. Further, the proposed model is statistically significant as -2 log likelihood and chi-square both 
are significant at 5% level of confidence. Whereas naglelkere R-square shows 32.3% outcomes is described 
by the exploratory variables. 

Moderating effect of financial literacy

Further, Table 6, Model-2 represents that financial literacy plays a moderating role between dependent and 
independent variables. When, the score on financial literacy increases, there is high probability of family 
falling at a higher level of financial inclusion. When financial literacy exists, financial innovation and 
quality of financial services are significant determinants of financial inclusion whereas, access to financial 

Regression co-efficient
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services is non-significant determinants. Hence, the result shows that when people are financially literate 
the probability of using innovative financial services increases along with quality of such financial services 
rather than convenient access. Further, this model is significant as -2 log likelihood and chi-square both are 
significant at 5% level of confidence. In addition, nagelkere R-square shows 46% of outcome is explained 
by exploratory variables.

Table 7:Regression coefficient with moderating and demographic variables

Table 7depicts the impact of exploratory, moderating and control variables on financial inclusion.The 
access to financial services is non-significant predictor of financial inclusion while innovation, quality and 
literacy are significant. The family size and age group do not have significant relationship with financial 
inclusion.Whereas, p-value for the gender, education level and monthly income has less than 0.05 hence, 
they have statistically significant relationship with financial inclusion. In addition, nagelkere R-square 
shows 50% of outcome is described by exploratory variables. 

Noureldin and Shusha, (2019) provided the evidence that access is a significant determinant of financial 
inclusion however; the result is not consistent with current study since access to financial inclusion is 
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non-significant, but financial literacy is played important role in Namobuddha municipality. Akudugu, 
(2013) concluded that access to formal financial institution and financial literacy both are significant 
determinants of financial inclusion. This study affirms only financial literacy is significant determinants of 
financial inclusion while access is not significant determinants.

Further,Akileng, Lawino and Nzibonera, (2018) provided evidence that financial innovation had a positive 
relationship with financial inclusion. Therefore, the result is consistent with the current  study. Katoroogo, 
(2016) provided an evidence that quality of financial services is positive significant with financial inclusion 
and consistent with current study result.

Akileng, Lawino and Nzibonera(2018);Katoroogo, (2016) concluded that financial literacy and financial 
inclusion had a strong positive relationship with financial inclusion. Therefore, the study is consistent with 
the current study. Nandru, Byram and Rentala (2016) provided an evidence that demographic factors are 
associated with financial inclusion. Whereas, current study exhibits gender, education and income are 
positive predictor. Family size and age group are not associated with financial inclusion. Therefore, the 
resultsare partially consistent with Nandru, Byram and Rentala(2016).

Conclusion and Implications

The issue of financial inclusion has received priority in Nepal. It was found that maximum households 
using banking services. The sample respondents found to be aware about those services in an effective 
manner. Their tendency to saving and lending habits are also uplifting higher level of financial inclusion. 
The result shows that the majority of the families arefinancially included, indicating, they are using at least 
one category of financial services among the five different categories of financial services. At household 
level of financial inclusion, it is found satisfactory in Namobuddha municipality. In this regards, financial 
innovation, quality of financial services and financial literacy are main determinants of financial inclusion. 
They are the main predictors that affects the decision of people to use services of formal financial 
institution and determines the saving habits; take loanat needs, payment of utility and transfer of funds 
and diversification of risks by using insurance services. Therefore, financial innovation and quality of 
financial services are the determinants of financial inclusion along with financial literacy. Since, the result 
shows access to financial services does not have significant impact on financial inclusion.It concludes that 
the financial innovation, quality of financial services and financial literacy are needed to focus to increase 
the financial inclusion in Nepal.

Local government need to design financial inclusion policies and programs that stimulate the capabilities 
for their financial inclusion. Further, this type of the study can be conducted in individual levels also to 
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explore more about behavioural determinants of financial inclusion in local context, mainly in the rural 
area of Nepal.
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