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Abstract

One of the main prerequisites of sustainable development to be financial inclusion which is
regarded as a key factor of financial development. By improving the efficiency of financial
markets and the effectiveness of financial intermediation, financial inclusion not only strengthens
financial stability but increases having unrestricted access to investment fund and financial
services as well. Promoting financial inclusion and developing good governance are main but
challenging priorities in the MENA region. Considering the importance of the matter, the paper
empirically investigates the relationship between governance quality and the financial inclusion
by using Fully Modified Ordinary Least Squares (FMOLS) during the period of 2004-2021 for
the 15 selected MENA countries.

To evaluate the influence, we take advantages of six governance indicators including control of
corruption, voice and accountability, government effectiveness, political stability and absence of
violence/terrorism, and rule of law. Also, for the financial inclusion index of the banking sector
the number of ATMs, the number of commercial banks and financial Institutions as well as
financial assistance provided by banks and lending institutions are used. Applying FMOLS
technique was chosen to estimate the models in our study because of the results of the static and
cointegration tests. Estimating the models indicates that the improvement of governance
indicators, in general, significantly affects financial inclusion. In comparison with the variable of
rule of law with the most favorable effect, voice and accountability has the least effect on
financial inclusion. Among the control variables, the financial stability index has a positive and
significant impact, though population growth adversely affects financial inclusion in these
countries.
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