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ABSTRACT.
Financial inclusion becomes a new phenomenon in the global financial
system, including in Indonesia. Financial inclusion is often associated with
poverty. Developing countries tried to pursue economic growth as one of the
main indicators of their development. However, in reality, many developing
countries have high economic growth but produce high poverty rates as well.
This study tries to look at the relationship between financial inclusion and
poverty, as well as to measure inequality as measured by Gini coefficients.
This research found that financial inclusion can affect overall economic growth
thereby reducing poverty, but can increase inequality.
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A. INTRODUCTION

Along with the economic development in Indonesia, which is related to
poverty alleviation, and the income gap and the formal and informal
knowledge about institutional institutions that help the underprivileged
community in improving the economy of the underprivileged are the concern
of many countries and organizations.

Financial inclusion becomes a new phenomenon in the global financial
system, including in Indonesia. Financial inclusion is often associated with
poverty. Developing countries tried to pursue economic growth as one of the
main indicators of their development. However, in reality, many developing
countries have high economic growth but produce high poverty rates as well.

Financial inclusion is a broad concept. As defined by Sarma (2008), financial
inclusion is the process that ensures the ease of access, availability, and
usage of a formal financial system for all members of an economy. However,
it is also important to distinguish between voluntary versus involuntary
exclusion. The World Bank (2014) defines voluntary exclusion as a condition
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where the segment of the population or firms choose not to use financial
services either because they have no need for them or due to cultural or
religious reasons. In contrast, involuntary exclusion arises from insufficient
income and high-risk profile or due to discrimination and market failures and
imperfections. Policy and research initiatives must then focus on involuntary
exclusion as it can be addressed by appropriate economic programs and
policies which can be designed to increase income levels and correct market
failures and imperfections.

B. LITERATURE REVIEW

Existing literature on financial inclusion has varying definitions of the concept.
Many studies define the concept in terms of financial exclusion, which relates
to the broader context of social inclusion. For example, Leyshon (1995)
highlights the exclusion of some groups and individuals from gaining access
to the formal financial system, while Sinclair (2001) focuses on the inability to
access necessary financial services in an appropriate form. In contrast,
Mialou (2014) and Sarma (2008) directly define financial inclusion. Mialou
(2014) stated that financial inclusion is an economic state where individuals
and firms are not denied access to basic financial services.

Honohan (2007) tested the significance of his financial access indicator in
reducing income equality. His results show that higher financial access
significantly reduces income inequality as measured by the Gini coefficient.
However, the link between the two variables depends on which specification
is used, i.e., when the access variable is included on its own and/or includes
financial depth measure, the results are significant, but the same does not
hold when per capita income and dummy variables are included.

C. RESEARCH METHODOLOGY

The model is built in this study is the simultaneous equation models using
panel data of the 31 provinces in Indonesia in 2005-2013. Econometric model
used in this research is multiple regression (Multiple Linear Regression
Method). With the specification is the number of poor people affected by
income inequality and financial inclusion, so formulated as follows:

Y =B0+R1X1+R2X2 +e

Where :

Y = Number of poor people
X1 = Financial inclusion

X2 = Inequality of income

e = Error
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30 = Constants

31- B2 = The coefficients of each independent variable

The above equation is a model that will be used in research that will explain
the independent variable to dependent variable to get parameter estimation
then used the technique of OLS (Ordinary Least Square).

RESULTS
Table 1
Regression Results
Model Unstandardized Standardized | t Sig. df | F Sig.
Coefficients Coefficients
B Std. Error | Beta
(Constantl) | 4955,402 751,793 6,591 | ,001| 2| 18,284 | .003"
Fin. iclusion -9,395 2,112 -1,139 | -4,448 | ,004 | 8
disparity ,353 ,318 284 | 1,110 | ,309 | 6

The result shows that within the study period, regression coefficient variable
of financial inclusion has negative and significant effect with a coefficient
equal to -9,395 with significance value equal to 0,004 to the poverty level in
Indonesia year 2005-2013. This indicates that financial inclusion has an
influence and significant to poverty in Indonesia with a negative relationship.

Inequality variable regression coefficient is positive and significant value with
the coefficient value of 0.353 with a significance value of 0.309 to the poverty
level in Indonesia year 2005-2013. This means if there is an increasing
inequality by 1 percent then an increase in the poverty rate of 0.353 percent.

D. CONCLUSION

This research found that financial inclusion can affect overall economic growth
thereby reducing poverty, but can increase inequality. There is a negative and
significant influence of financial inclusion to poverty, and positive and
significant impact inequality to poverty in Indonesia.
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