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Financial Inclusion:
A Multifaceted Concept

Financial inclusion:

“Access to and use of formal financial services”
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\ Key Findings 7

Specific Questions
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Source: IMF Staff Discussion Note 15/17

Stylized Facts

Financial inclusion around the world and in Africa
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Wide Variation in Access Within SSA
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Source: IMF Staff Discussion Note 15/17; Global Findex data from the WB.
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But Parts of Africa Leapfrogging via
Digital Financial Access

Traditional access Digital access
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Source: Financial Access Survey (IMF/STA)

Small Firms Face Greater
Constraints to Borrowing

Share of Firms Identifying Access to Finance as a Major Constraint (percent)
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Source: IMF Staff Discussion Note 15/17; WB Enterprise Survey.
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Supervisory Quality the Lowest
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Gaps in Supervisory Quality
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Gaps in Performance on Basel Core Principles of Banking Supervision
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Medium Access High Access

Percentiles of Financial Institutions Access Index

Source: Confidential Basel Core Principles (BCP) from various Financial Sector Assessment Programs; Financial Institution
Access Index from Sahay and others (2015a); IMF staff calculations.

Note: The BCP scores are the aggregates for those relevant for financial inclusion. The bars represent the distance from
perfect scores. For perfect BCP scores, the gaps are zero. See IMF Staff Discussion Note 15/17.

Access
to Credit

Determined by:
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Financial Inclusion
Drives GDP Growth

IME-MIT study of{SMEs in 6 countries provides
pathdfor policy makers to promote inclusive
economic growth by leveraging 3 dimensions.
of financial inclusion

Fees Transaction Documentation
Costs Requirements
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Inequality Impact:

More access to credit leads
to more capital for SMEs
and higher worker

wages, thus reducing
income inequality

MasterCard Center

MasterCard for Inclusive Growth
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Multi-dimensional Path to Financial Inclusion
To develop tailored policies, it is essential to first understand the
country-specific factors constraining financial inclusion S
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Financial Inclusion> Growth?

Channels Similar to Financial Development

Provides Eases
Expands ~ Households & Transactions
Investable Firms Risk-
Funds Mitigating
Tools
— ——
——

Financial Inclusion: Positive, but Effect on
Growth Falls at High Levels of Financial Depth

‘ Marginal Effects on Growth |

Financial Inclusion (FI) = ATMs per 100,000 adults
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Financial Inclusion:
Financial and Output Stability

Financial Inclusion-> Stability?

\ Trade-Offs and Synergies
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Financial Stability: Risks with Broadening Credit
Access Rise as Supervisory Quality Falls
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Number of borrowers from commercial banks per 1,000 adults

Source: IMF staff calculations.
Note: Bank stability is approximated by bank z-score, which captures banks’ distance-to-distress (the amount of buffers
banks have against shocks to earnings).

Output Stability: Risks with Broadening Credit
Access Rise as Supervisory Quality Falls
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Change in the number of bank borrowers per 1,000 adults

Source: IMF staff calculations.
Note: Growth volatility is approximated by the 3-year rolling standard deviation of GDP growth.
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In contrast

Increase in financial services other than broadening

access to credit do not seem to hurt stability

Examples

Percentages of
population with
access to
transaction

N
Percentages of

population with
access to
savings
accounts
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Policies for Safer Financial Inclusion
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Global Initiatives

Additional guidance for 19 BCPs relevant for
improving access to un-served and under-served

3 broad guiding principles

Inclusion:

8 principles

Regulatory & Supervisory Challenges

BCPs related to
Supervisory Powers Cooperation
Permissible activities Risk
awareness reporting consolidated
supervision corporate
governance risk management
capital adequacy proportionality
credit risk for microlenders NPLs

liquidity risk operational risk
disclosure

Competition policies
and strong antitrust
rules

Licensing

AML/CFT KYC

Timely corrective action

Equal regulations for
similar activities

Proportionate
supervision

Balance
innovation & risk

Promote digital approach Digital
infrastructure expansion Financial
literacy Track progress
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Crucial Supervisory Aspects

* Consolidated Approach
— Across financial groups
— Across borders

Risk-based

— Supervisors knowledge of the risk profiles of individual banks
* Loan concentration

— A key risk in many LICs

Resolution and resolution funding

— Without an effective resolution threat supervision has no
teeth

+»» Need for sufficient supervisory resources

Crucial Infrastructure Prerequisites

* Payments and Settlements infrastructure

— Government salary payments directly into deposit accounts
or cashless payments very helpful

Credit information

— Credit bureau’s coverage and access of information
Collateral registries

— Reduce credit risk

Debt and solvency frameworks

— Effective and cost efficient restructuring workouts very
beneficial

* Consumer protection and market conduct
— Ex. Abusive contract terms for loans
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Conclusion and Policy Messages

Benefits to growth: various '
types of financial inclusion

firms access, women's access,
low income access

accounts usage, pay bills,
receive income and social
security

credit, loans

Benefits to growth
decline at high levels

lower at high levels of
access and depth

holds for both households
and firms

Trade-offs and synergies
with stability

broader access to credit can
hurt financial and output
stability

other forms of financial
inclusion do not hurt
stability

|

High quality
supervision matters

High quality supervision
should be top priority to
mitigate negative effects
of credit access on growth
volatility and financial
stability

Consolidated, cross border
collaboration

Effective resolution

Regulations for
safer Inclusion

+ Initiatives by BCBS,
CGD and G20

+ International guidance
forthcoming
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Thank You
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