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Left behind despite the financial inclusion efforts
Abstract
Financial inclusion has been on top of the agendas of several countries and
international organizations like the World Bank, the International Monetary Fund,
United Nations, The European Commission, public and private sector. This paper
analyses those, that despite of the financial inclusion efforts, are being left behind.
Due to its ability to offer financial services to those who are being excluded from
the traditional financial sector, the Microfinance institutions have played a
significant role in this matter. This paper is based on the most recent data
published by the World Bank in its Global Findex report, Microcredit Summit
Campaign and the Mix Market, and shows the evolution of the financial inclusion
process. This paper intends to offer a possible explanation of the different barriers
faced by those left behind and suggests possible alternatives to solve the matter.
We conclude by proposing two mechanisms that may be helpful in order to
overcome financial exclusion, as well as the need to the financial inclusion
strategies to be redesign and update.
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Introduction
According to the Pew Research Center´s Global Attitude Project 1, people in the
United States of America and Europe considered “concerns about inequality
trump all other dangers” as the greatest danger to the world. Without a doubt,
financial exclusion is one of the greatest inequalities still suffered by our societies
all over the world. The persistence of the problem despite efforts to combat it,
calls for innovative thinking on the part of marketing scholars and financial
institutions on how to serve the unbanked (Koku, 2015).
Our goal is to identify and analyze the main reasons for being financially excluded
and which groups are getting affected. There is a need to approach the topic of
the possible impact of microfinance regarding financial inclusion, with no a priori
assumptions. The problem is that the design of most microfinance research is
flawed because it is looking for positive social outcomes (Bateman, 2010). At
the same time, our aim is to provide a sector overview that would allow the
stakeholders and those interested, to have a broader idea of the financial
inclusion evolution.
When we talk in this paper about people who are financially excluded, we are
going to be referring to those unbanked or not served by the formal sector (banks,
other financial institutions), nor semi-formal organizations (Microfinance
institutions). Microfinance institutions, depending on the country, are part of the
formal or semi-formal sector, and may be referred as Non-Banking institutions.
Unfortunately, but not surprisingly, financial exclusion is invariable experienced
by the poorest members of society (Carbo et al., 2007). Notwithstanding, banking
problems affect in particular, but not only, people of low income (Gloukoviezoff,
2007). Some recent data show that in economies like Nigeria, Indonesia and
Colombia, unbanked adults are just as likely to come from the poorer households
as from the wealthier ones. However, the left behind group is mainly composed
by women, specially the ones living below or close to the poverty line
(Demirguc-Kunt et al., 2018).
We used different data sets, including the Mix Market, Summit Microcredit
Campaign and the Global Findex database, as well as journal articles, in order to
being able to analyze and provide a trustworthy work. Our methodology is based
on literature review and data-set analysis, combined with our knowledge acquired
by experience in the field and through the course.
After analyzing the groups that are being left behind in the financial inclusion
movement and the possible reasons, we offer some suggestions supported by
recognized authors aiming to help the situation of these people. We aim to
contribute with the industry by providing an update overview and a way forward,
upon which others can design new products and build future programs to
accomplish our ultimate goal: financial inclusion for everyone.
1

Pew Research is a nonpartisan fact tank located in Washington, D.C., that informs the public
about the issues, attitudes and trends shaping the world. For more information consult:
https://www.pewresearch.org/
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Microfinance and financial inclusion
The World Bank defines financial inclusion as means that individuals and
businesses have access to useful and affordable financial products and services
that meet their needs – transactions, payments, savings, credit and insurance –
delivered in a responsible and sustainable way (World Bank, 2017). In contrast,
the European Commission defines financial exclusion as a process whereby
people encounter difficulties accessing and/or using financial services and
products in the mainstream market that are appropriate to their needs and enable
them to lead a normal social life in the society in which they belong (European
Commission, 2008).
Recently, the importance and promotion of an inclusive financial system is
considered a policy priority in many countries (Sarma, 2008). With this growing
interest, many efforts have been made worldwide to keep including those left
behind. As part of these efforts, some countries have developed their own
National Financial Inclusion Strategies (NFIS). Some of the most known cases of
NFIS are taking place in Asian countries such as Indonesia, and Pakistan; in
Latin-American and the Caribbean in Paraguay, Peru, Mexico and Haiti; as well
as in Africa, in Mozambique and Ethiopia. Nevertheless, many have been left
behind from the financial inclusion movement. Even in the time of economic
stability, financial inclusion is a demanding endeavor. The outreach needs to be
comprehensive to include those with low incomes and the underserved
segments, given that they are generally geographically dispersed and have low
levels of financial literacy (Hassan, 2015).
There is no doubt, one of the most important participants in the financial inclusion
strategies, have been, and continue to be, the Microfinance institutions. The socalled microfinance revolution started long time ago, when professor Muhammad
Yunus first provided financing to the poor in Bangladesh. Together with the
Grameen Bank, he was later awarded with the 2006 Nobel Peace Prize 1 “for their
efforts to create economic and social development from below”. Microfinance has
been recognized by the Nobel Peace Prize committee as an important liberating
force and ever more important instrument in the struggle against poverty .
Although been proved as not being the panacea for poverty alleviation, it has
proven positives effects related to financial inclusion (Sengupta and Aubuchon,
2008). Professor Yunus (2007) has defined microfinance as a provision of thrift,
credit and other financial services and products of very small amounts to the poor
in rural, semi-urban or urban areas for enabling them to raise their income levels
and improve their living standards. The ability and success of serving this
previously untapped financial market, has resulted in these individuals being
transformed into the “bankable poor” (Weber, 2004).

1

The Nobel Peace Prize is granted “to the person who shall have done the most or the best
work for fraternity between the nations and the abolition or reduction of standing armies
and the formation and spreading of peace congresses.”. For more information of The Nobel
Peace Prize 2006 consult: https://www.nobelprize.org/prizes/peace/2006/summary/
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Thereupon, it is important not to underestimate the power and reach of
microfinance. It is also important not to confuse financial inclusion with poverty
reduction. Even though they are complementary with each other, evidence
showed that one can exist without the other one. However, it might be worthwhile
considering the importance of the financial services provision to the poor as an
intrinsic value, irrespective of its promise as a poverty-alleviating tool (Ahmed,
2002).
It has been proven that microfinance do not represent the silver bullet that lifts
poor households above the poverty line through the virtuous cycle of “more
income, more credit, more investment”. Nowadays, it is accompanied by a more
cautious approach with protectional, instead of promotional, dimensions of
microfinance (Kalpana, 2005). At the same time, combined with other
development strategies it could create an important impact in the society,
specially into those that have been left behind. For some, the hope in
microfinance resides that much poverty can be alleviated and economic and
social structure transformed by the provision of financial services to low income
households (Morduch, 1999).
Understanding financial exclusion and the role of MFI
Owing to the notion and importance of financial inclusion has, in the recent
decades, been on top of the development agenda. Furthermore, many countries
have included financial inclusion as a priority. Important players like the World
Bank and the European Union have joined too, repeatedly expressing their views
that giving the non-bankable a chance in life is a key element for social stability
and sustainable development (Hassan, 2015).
Nowadays, financial exclusion is recognized world-wide as an important aspect
of socio-economic inequality whereby the poor and poor communities are
isolated from the mainstream financial services, particularly in the areas of
affordable and readily available credit (Affleck and Mellor, 2006). At times,
microfinance has been hailed as the silver bullet of development. Advocates say
that providing small amounts of credit to the world´s poor can break their cycle of
poverty (Coleman, 2005). Thus, understanding and preventing financial exclusion
is a major concern for policymakers worldwide because it is understood that
universal financial inclusion brings many benefits and is therefore one of the main
pillars of the development agenda (Coffinet and Jadeau, 2017).
Some other experts argued that microfinance does not represent the panacea for
poverty alleviation (e.g. Onyuma and Shem 2005, Priyadarshee and Ghalib,
2011). Microfinance has also raised serious concerns about its potential for
poverty reduction (Imai et al., 2012). Evidence that microfinance is reaching the
core poor is limited (Weiss and Montgomery, 2005). However, it has been widely
proof that even though some of the times does not alleviate poverty or does not
benefit the poorest among the poor, it certainly can provide a step in the
movement towards universal financial inclusion (Ghosh, 2013).
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The origins of microfinance reside basically in offering financial tools and services
to poor people, with no collateral and with an adjusted payment schedule
intended to match their incomes, which are not only low, but uncertain. This is
referred to as the triple whamyy: low and irregular income, with no access to
financial tools for its management (Collins et al., 2010). However, lending to the
poor represents only one aspect of financial services. Those left behind of the
financial system, lack or have limited access to the full range of financial services:
to deposits and savings accounts, and to payments systems as wells as to credit
(Solo, 2008).
Some of the reasons for traditional commercial banks, one of the most important
stakeholders in the financial system, to avoid entering the bottom of the pyramid
market are the small and risky loans, no collateral to offer, as well as offering no
credit history topped with a high fixed transaction cost (Morduch and Armendariz,
2005). By consequence, millions of people are left out the formal financial sector
with no other option than informal tools (e.g. moneylenders) and financial
exclusion.
Therefore, one of the main objectives of microfinance, is to include in the financial
sector those who have been for so long excluded, and more recently, left behind
by the new strategies.
Although the criteria for exclusion may vary over time, the financial system has
an inherent tendency to discriminate against poor and disadvantaged groups.
This means, the poorer and more disadvantaged an individual, the more likely it
is that he would be excluded from the financial system (Leyshon and Thrift 1995).
First, we have to tackle down one general misconception about offering financial
tools and services to poor people because they are too poor. The poor, like the
rich, or perhaps even more so because of their vulnerability, benefit substantially
from the ability to smooth their income (Coleman, 2005). It is important to notice
that, although an important percentage of the poor worldwide live in developing
countries, the problem of the poor transcends the boundaries of developing
countries and it is more complex than a simple lack of credit (Koku, 2015).
Financial exclusion is a phenomenon of global implications, estimated to affect
1,7 billion people approximately (Demirguc-Kunt et al., 2018). Frequently, there
are some characteristics shared by those left behind: lower incomes and lower
educational levels than the population at large; higher representation among
minority and immigrant population groups, and among those dependent on the
informal sector and living in informal settlements (Solo, 2008). These
characteristics fit with the general perceptions of the poor and disadvantage
context.
Another strong argument in favor of microfinance used by many expert
advocates, is that it positions the client in a better position than mere statesubsidies. Consequently, microfinance presents itself as a market-based strategy
for poverty reduction, free of heavy subsidies that brought down large state banks
(Morduch and Armendariz, 2005). Sometimes, the MFI are combined and made
possible through subsidies.
6

In principle, this strategy allows the MFI to keep their focus on serving the poorest
among the poor. However, state subsidies represent a very expensive method
that does not promotes a sustainable future for the recipients. Most of these
programs are possible through foreign aid, better known as Official Development
Aid, which in the recent years has faced some harsh critics. (e.g. Easterly, 2006).
Microfinance, in the other hand, can do more with the same, and sometimes less
amount of money. Having proven impacts not only on the financial stability and
sustainable future of the individual, but also in the moral and human development
aspects. Thus, helping to reduce the existence of the clear link between financial
exclusion and social exclusion (Leyshon and Thrift, 1997).
Pioneered by the Grameen Bank in Bangladesh, Microfinance institutions have
developed as specialized financial institutions with the strength of cater to the
needs of the poor (Ahmed, 2002). Therefore, we can find them in many sizes,
mostly small to medium size ones. They can be found in urban as well as in rural
areas. Some more focused on social change and others more focused on
financial development (Morduch and Armendariz, 2005).
Definitely, there is a clear need to keep a micro perspective in order to real
solutions, instead of trying to find the silver bullet for solving the many causes, as
well as the multiple consequences, of being left behind.
Debates around the sector are mainly whether the poorest are best served by
loans or by savings, whether subsidies are a help or a hindrance, whether
providing credit without training and other complements is enough, and which
aspects of lending mechanisms have driven successful performance (Morduch
and Armendariz, 2005). More recently, profound studies to analyze those in the
bottom of the pyramid and the possible effects of microfinance, have been
conducted with different methods (randomized control trials, financial diaries, and
quasi-experimental treatment effect). More research, including empirical
analysis, is needed in order to determine which products serve better the poor,
and if the same products promote and foster further financial inclusion. The
evidence so far, shows positive signs for both, credit and saving tools.
Who are been letting behind?
In this section, we are going to show that despite the current efforts involved in
the financial inclusion trend, there are still some groups that have been left
behind. The individuals who are most at risk of exclusion usually are the
unemployed, those on low income, single parents, recipients of social assistance,
young, old, and those with low education (Solo, 2008).
Nowadays, approximately 1.7 billion adults are still unbanked. They do not have
access to an account at a financial institution nor through a mobile money
provider. Unfortunately, a vast majority of them are women (Demirguc-Kunt, et
al., 2018). With the purpose to understand the evolution through the years,
several figures will be presented about financial inclusion and related services
and tools. Particularly, we will be focus on the data that shows, that despite the
recent efforts, there still are individuals and groups left behind.
7

This section presents figures in the following three categories: 1) Account
ownership; 2) Number of Microfinance institution (MFI); 3) Number of active
clients, in the period comprehended from 2002 to 2017.
Account Ownership
One of the core indicators to set the national strategies for financial inclusion and
to monitor its progress is to count the formally banked adults. This comprises the
percentage of adults with an account at a formal financial institution (World Bank,
2012). Indeed, we are going to analyze this indicator to show the evolution of
financial inclusion and deeper in the people left behind of financial inclusion.
According to the Global Data Findex report, account ownership is a key concept.
It has presented a constant increased trend from 2011 to 2017, when at least 1.2
billion of adults opened an account at a financial institution. In 2017, 69% of adults
have an account (Demirguc-Kunt, et al., 2018). (figure 1.1)

Figure 1.1: Account Ownership
Source: Global Findex database
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Microfinance Institutions
Certainly, the growth in the MFI sector is in part due to the strong demand of
small-scale financial services. What some experts, like Marguerite Robinson,
have called “microfinance revolution”. As part of this revolution, the growing
popularity and the success stories, the number of MFI have been growing at a
fast pace. From 2002 to 2012, the sector grew between 45% and 57% in terms
of number of MFI (figure 1.2). In 2015, Microcredit Summit Campaign reported a
total of 3,725 MFI at the end of 2014 (Reed, 2015). In contrast, the Mix Market
reported that in the same decade, the institutions reporting grew from less than
600 in 2002, to 1,307 in 2012.
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Figure 1.2: MFI Growth
Sources: Microcredit Summit Campaign & Mix Market
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In the 1980’s decade, the microfinance sector realized that this model to attend
the poor does not need to depend just on subsides or government players. On
the other hand, they found that this sector can be a profitable tool to serve the
poor with a strong outreach. Furthermore, during the following decade, the image
of the MFIs as profitable commercial model focused in the low-income people,
was spread around the world. This action triggered a huge expansion of the
microfinance and met the large demand of the small financial services in the lowincome people (Robinson, 2001). The so-called “revolution” involves a shift from
heavy-subsidized MFI, to a view of financial sustainability and a broader offer of
products to include savings.
Active clients
In terms of number of active clients, the MFI sector shows an important increased
in coverage from 2002 to 2012. According to The State of the Microcredit Summit
Campaign report (2015), the number of active clients increased 201% during that
same period. (figure 1.3).
Also, when compared with the Mix Market data, we found a similar increasing
trend. In this case it shows an increase of 362%, with total clients of 98,662,373
by 2012.
It is important to mention that the gap between the two figures is mainly due to
the number of institutions reporting to each agency. However, we show both to
understand the evolution of the Microfinance sector and the consistency in the
data.
Evolution by region
From 2011 to 2017, the Sub-Saharan Africa region experimented an important
increase with 119%. Followed by Asia and the Pacific with 58%, then Latin
America and the Caribbean with 54% and Middle East and North Africa with 42%.
(figure 1.4).
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Figure 1.3: MFI Clients Growth

Figure 1.4: Account Ownership by Region

Sources: Microcredit Summit Campaign & Mix Market
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This could be explained as a result of the National Financial Inclusion Strategies
(NFIS) of the World Bank as part of its goal “Universal Financial Access by 2020”.
These strategies were mainly focus in 25 developing countries: Bangladesh,
Brazil, China, Colombia, Cote d'Ivoire, DRC, Egypt, Ethiopia, India, Indonesia,
Kenya, Mexico, Morocco, Mozambique, Myanmar, Nigeria, Pakistan, Peru,
Philippines, Rwanda, South Africa, Vietnam, Tanzania, Turkey, and Zambia.
(World Bank, 2018).
As mentioned before, the total number of accounts experimented an important
increased all over the world. However, there were some countries that due to
their specific increase, are worth mentioning as a separate illustration of this
trend. (table 1.1).
Table 1.1
Source: Global Findex database

Country

Region

2011

2014

2017

Growth
rate

Tajikistan
Gabon

Europe and Central Asia
Sub-Saharan Africa

3%
19%

11%
33%

47%
59%

44%
40%

Senegal
Kyrgyz Republic
Togo
Chile

Sub-Saharan Africa
Europe and Central Asia
Sub-Saharan Africa
Latin America and the Caribbean

6%
4%
10%
42%

15%
18%
18%
63%

42%
40%
45%
74%

37%
36%
35%
32%

Armenia
Burkina Faso

Europe and Central Asia
Sub-Saharan Africa

17%
13%

18%
14%

48%
43%

30%
30%

Tanzania
Venezuela, RB

Sub-Saharan Africa
Latin America and the Caribbean

17%
44%

40%
57%

47%
73%

29%
29%

As showed in the table above, five out of ten countries are from the Sub-Saharan
region, where the World Bank has placed especial attention. Beside of the
account ownership, the two regions that increased the most in terms of number
of MFI are Middle East and North Africa with a rate of 313%. Followed by Latin
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America and the Caribbean with 172%. On the other hand, in term absolute
values of number of MFI, Asia and the Pacific region is on top of the list with a
total of 1.747 MFI at 2012, followed by Sub-Saharan Africa with 1.042.(figure 1.5).
An example of the direct impact on the increase of the number of MFI can be
observed in Nigeria. Aligned with the goal of the World Bank, in 2012 the Central
Bank of Nigeria (CBN) developed their NFSI. In 2013 the CBN reported the
existence of 820 MFIs. In 2017, the number increased 1,008 licensed institutions.
This represent an increase of 23% in a four-year period. Moreover, in 2016, it
achieved a rate of 58.4% of adults financially included, in both, formal institutions
and informal service providers. By 2020, Nigeria plans to have at least 70% of its
adult population included in the formal financial sector (Central Bank of Nigeria,
2018).
In terms of number of active clients world-wide, the data presents an increase of
201% between 2002 and 2012. In 2012, Asia and the Pacific region represented
79% of the total client. Followed by Latin America and the Caribbean with 8%,
Sub-Saharan Africa with 7%. The rest 5% distributed between Europe and
Central Asia, Middle East and North Africa and North America and Western.
(figure 1.6)
Figure 1.5: Number of MFI by Region

Figure 1.6: Number Active Clients

Sources: Microcredit Summit Campaign

Sources: Microcredit Summit Campaign
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From 2011 until 2017, the total population over 15 years-old increased 8%. By
2011, the population considered financially included represented 51%. In 2017
this rate represented 69%. As 2017, account ownership increased 47% based on
2011. (figured 1.7).
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Figure 1.7
Source: Global Findex database
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After analyzing the evolution of the financial inclusion, we will be focus on those
left behind. In 2011, the non-account ownership represented close the 50% of
the total population over 15 years-old. From 2011 to 2017 the number of nonaccount ownership decreased in 31%. However, at 2017 the number of the adults
unbanked still at 1.755.161.100, which represents 30% of the total population
over 15 years old in the world. (Figure 1.8 and 1.9).
Figure 1.8: Account ownership vs Non
Account ownership

Figure 1.9: Poputlation ages 15+
vs Non Account Ownership

Source: Global Findex database

Source: Global Findex database
5.574.791.352
3.819.630.252

6.000.000.000
4.000.000.000

2.602.917.722

6.000.000.000
4.000.000.000

2.000.000.000

1.755.161.100

2.000.000.000
2.538.316.194

1.755.161.100

0
2.011

2.014

2.017

0
2011

2014

2017

Account Ownership, total

Population ages 15+, total

Non Account Ownership, total

Non Account Ownership, total

According to the 2017 data, 50% of the unbanked adults are located in the Asia
and Pacific region. This region shows a decreased of 42% from 2011 to 2017 of
the adults unbanked. However, since this region comprises countries with very
large population like China, India, Pakistan, and Indonesia, it represents half of
the unbanked population of the world. Followed by Sub-Saharan Africa region
with 20% of the unbanked population and the rest 30% is distributed between
Latin America and the Caribbean, Middle East and North Africa (both of these
regions did not show an important decrease through the year. Indeed, they still
represent approximately 20% of the population since 2011) and Europe and
Central Asia. (figure 1.10 and 1.11)
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Figure 1.11: Non Account Ownership 2017

Figure 1.10: Non Account ownership 2011

Source: Global Findex database
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In comparison the decrease rate between years, the non-account ownership from
years 2011 and 2014 decreased at 20% and between 2014 a 2017 decreased at
14%, which means a deceleration of the rate of 6%. (figure 1.12)
Figure 1.12: Desaccelaration account
ownership
Source: Global Findex database
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In terms of gender comparison, in 2017 women represented 56% and men 44%
of the excluded population. Unfortunately, the gender distribution has remained
almost unchanged from the 2011 data. Therefore, women are considered to still
be the most vulnerable to be left behind. (figure 1.13 and 1.14).
Figure 1.13: Gender 2011

Figure 1.14: Gender 2017
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Source: Global Findex database

46%

54%

Women

Men

56%
44%

Women

Men

13

On the other hand, in terms of the distribution of the non-account ownership
divided by urban and rural areas, it has changed since 2011. In 2011, as we show
in the figures 1.15 and 1.16, 54% represents de rural area and 46% urban area.
In 2017 the distribution was 49% in the rural area and 51% in the urban area.
Figure 1.15: Rural Area vs Urban Area
FY 2011
Source: Global Findex database

Figure 1.16: Rural Area vs Urban Area
FY 2017
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The regions who changed the most were Asia and the Pacific and Sub-Saharan
Africa. One hypothesis of this behavior is based on the increasing implementation
of mobile banking, explored on a later section of the paper. (figure 1.17)
Figure 1.17: Non Account Ownership, Rural Area by
region
Source: Global Findex database
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Although the total number of the non-account ownership has decreased, these
are the countries who present the slowest rate from 2011 to 2017 (table 1.2).
Some countries instead of progress towards financial inclusion, showed a
decrease in account ownership (e.g. Malawi, Mexico, Vietnam). These cases
would need specific profound studies in order to understand the different factors
and situations that might be affecting the financial inclusion process.

14

Table 1.2
Source: Global Findex database

Country

Account
Ownership
2011

Region

Pakistan

South Asia

Jordan

Middle East and North Africa

Philippines
Nigeria

Account
Ownership
2017

Variation

100,019,585

101,136,255

1%

3,562,393

3,598,531

1%

East Asia and Pacific

46,506,042

46,926,995

1%

Sub-Saharan Africa

64,016,472

64,503,523

1%

Malawi

Sub-Saharan Africa

7,038,426

6,913,888

-2%

Mexico

Latin America and the Caribbean

61,091,817

59,737,182

-2%

Haiti

Latin America and the Caribbean

5,104,735

4,959,379

-3%

Congo, Rep.

Sub-Saharan Africa

2,356,435

2,244,350

-5%

Vietnam

East Asia and Pacific

53,884,312

50,870,863

-6%

Liberia

Sub-Saharan Africa

1,875,480

1,770,089

-6%

Nigeria is a particular case that explains the need to focus in those who are left
behind. Despite the national efforts to achieve financial inclusion for all, it seems
that the situation has not change much. Although people financial included rise
to 58% it remains and important part of the population excluded, the principal
reason of this phenomenon it is because the increasing growth rate of the
population. Look the following chart. (figure 1.18).
Figure 1.18: Nigeria trend
Source: Global Findex database
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Based on the information provided above, despite of the advance to achieve the
goal of financial inclusion, it is certainly necessary to pay attention to those who
are left behind and answer the question: why have they not been included yet?
Barriers of the left behind
The causes of financial exclusion can be divided in several different forms. One
of the most common ones is to identify the supply and demand factors. Dayson
(2004) defines financial exclusion from the demand factor as unwilling(ness)’ of
certain consumers to access mainstream finance, due to the believe that they
would be refused. From the supply side, financial exclusion occurs when the
providers of financial services have established exclusionary clauses such as
credit scoring or the limited existence of branches (European Commission, 2008).
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Something that has become one of the main pillars of the financial inclusion
movement, is the understanding that there is no such a “one size-fits all” solution.
The term “financial exclusion” includes a broad set of barriers faced by the poor,
including those processes that serve to prevent certain social groups and
individuals from gaining access to the financial system. (Leyshon and Thrift,
1995). There are three main assumptions made about financial exclusion: 1)
Financial exclusion as a result of lack of ownership of financial products and
services; 2) The hardships that comes within; 3) Financial exclusion can be
addressed by providing those left behind with the financial products and services
they lack (Salignac et al., 2016).
Koku (2015) built upon previous research by Leyshon and Thrift (1995), to
classified forms of financial exclusion in the following categories:
(1) Access exclusion: the restriction of access through the processes of risk
management.
(2) Condition exclusion: where the conditions attached to financial products make
them inappropriate for the needs of some people.
(3) Price exclusion: where some people can only gain access to financial products
at prices they cannot afford.
(4) Marketing exclusion: where by some people are effectively excluded by
targeting marketing and sales.
(5) Self-exclusion: people may decide that there is little point applying for a formal
financial product because they believe they would be refused. Sometimes this is
a result of having been refused personally in the past, sometimes because they
know someone else who has been refused, or because of a belief of geography.
Beside the barriers mentioned above, another common approach trying to solve
the financial exclusion situation, is to look for regulatory answers. However,
experts have argued that the problem is not regulation but deregulation, for the
fact that in the absence of quality game rules, companies are encouraged to
maximize shareholders profit. Policy makers in the US, one of the most
deregulated markets, have been trying for a while to combat financial exclusion
in several ways. A proof of it is the Community Reinvestment Act of 1977, which
was passed to encourage to meet the credit need of the communities in which
they operate (Koku, 2015).
However, there is a good amount of evidence that suggest deregulation in
financial sector improves financial inclusion for some societal groups, while
exacerbate it for others (Carbo et al, 2007). Of course going forward, there is a
need of an appropriate regulation and policy creation to stay updated. The reality
is that microfinance does need better regulation, in a way focus to help the
institutions better screen borrowers and to investigate their grievances, thereby
lowering costs (Banerjee et. al., 2010).
Furthermore, according to the Global Findex Data report, the barriers related to
the account ownership are as the follow chart.
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It can be observed that the lack of money occupied the first place with nearly
66%, followed by believing do not need an account with 30% and in third place,
the cost of having an account with 26% (2017). These are the three most common
reasons according to the Global Findex database. However, it was also found
that individuals reported more than one reason. Only, less than 5% of the people
respond with the “cite as sole reason” characteristic.
Moving towards financial inclusion
Moving forward, the inclusion process should be seen not as charity or
philanthropy, but as serving the market. There is a “win-win” situation that lays
ahead of the possibility of offering financial services and products to those that
for so long have been relying on the informal sector. In the case of credit products
offer, just lend to the poor at market rates, and their high levels of repayment can
fund the effort (Coleman, 2005). The poor can be benefit by the access and usage
of quality and price-accessible financial products, while the institutions and
companies can profit from this sector. It is important to mention that this must be
done always at a reasonable price, enough to cover the operational costs and
guarantee the profitability and sustainability of the organizations.
It is essential for those who are concerned with the current situation and
difficulties faced by the poor and those excluded from the financial markets, to
identify and defend a standard of justice and just treatment in financial practices
(Dimsky, 2005). Although it is not well established who are these people, there
is no doubt that some interest in the topic has been coming a float, mainly
supported by the Sustainable Development Goals.
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As part of this goals, financial inclusion is identified as a “key enabler” in seven
of the seventeen of the other development goals. This have originated an
increasing awareness and interest into attending those left behind.
The reality is that financial exclusion can be reduced, and furthermore,
government policies can have a measurable impact (Solo, 2008). Great
contributions can be made through the establishment of mandatory clauses for
financial institutions regarding access, aiming to the financial inclusion of the
poor. For example, Indian banks are required to lend a certain percentage
(around 40 percent) into the so-called “priority sector lending”, which includes
agriculture, small and medium-sized enterprise and government securities
(Hassan, 2015). Despite been a mandatory requirement and been focus on the
benefit of the excluded population, this regulation push the banks into covering
an unattended but profitable sector. Also, microfinance represent an interesting
investment opportunity. When compared to returns on government bonds of 6-7
per cent, the Microfinance institution (MFI) lending is profitable, providing returns
of 10-14 per cent (Nambbisan and Ball, 2010). Adding on the benefits for the
market and the financial institutions, microfinance in India follows mainly group
lending or referral methodology, which leads to repayments rates of 95% or more
(Mohan, 2006). The banks in India then get the best of both worlds: higher rates
of return with very low risk. This results in massive expansion in microlending
(Hassan, 2015). As mentioned before, this expansion beside improving the
financial institutions´ bottom line, has important social and economic impacts in
the life of thousands, if not millions, of people.
Another methodology suggested for governments to contribute reducing financial
exclusion, is by setting up interest free loans for those in low-incomes (Mann,
2019). This has been done successfully in the UK with The Budgeting Loan.
The problem with this technic is that usually demand outstrips the supply because
it is a cash-limited budget with strict eligibility criteria, resulting in a rejection of a
large number of applications (Resolution Foundation, 2014).
It is certainly important to define the objectives and boundaries of each strategy.
Even though some of them focus on both, financial inclusion and creating an
impact that lift people above the poverty line, some others, may define financial
inclusion as part of the process of ending poverty, but not necessarily as the
ultimate goal.
The Great Escape
In the American epic war movie, The Great Escape, a group of soldiers escaped
from a Nazi Germany camp during World War 2. The great escape to which we
would going to refer to, is about those 1,7 billion people that still living under a
financial exclusion situation, into a life of new opportunities. The escape could
only be possible through a combination of new products, innovation, and
customer focus ideas, that could offer the possibility of financial inclusion.
It is also a possibility that the process of financial inclusion is happening in a leap
frog way, through the emergence of new technologies.
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Mobile technologies specially, have presented millions of people with the
possibility of access to services and products that were not only out of reach a
few years ago, but also unknown and unimaginable. Unfortunately, it takes some
time to the process of technological development and innovation to reach every
region in the world. Sometimes, the innovations and progress that came with it,
does not reach the poorest and excluded regions, whom needed it the most.
In recent years, technologies such as mobile applications have offer a new
panorama, especially for those at the bottom. This is possible due to the fact that
some innovations come at an accessible price and with an advanced user friendly
system. Such is the case of the mobile technologies in Africa, for example, the
Kenyan example of M-Pesa.
Mobile Money
All across the developing world there is a need for crucial financial services,
especially in rural and semi-urban areas. Guarantee the availability of suitable
financial services to as much of the population as possible is definitely a
requirement for economic vitality in this region (Mutsane, 2015). A great example
of favoring those excluded with a tool that matches not only their needs but also
their budget, is the money transfer M-pesa. It was initially developed and
deployed in Kenya by the European telecommunications giant Vodafone, in
partnership with Safaricom, the leading Kenyan mobile operator. Mobile banking
and mobile payment, are two different concepts that usually get used with no
distinction. The main difference resides in if a bank is not directly involved in the
instrumental gratification of the service offered, it is usually called a “mobile
payment” (Cruz et al., 2010). In the case of financial services that may be
delivered though the mobile channel is not so different in certain ways from those
delivered through the traditional banking channels. Therefore, they can be
considered as a new form of branchless banking. The model used by M-pesa,
has caught especial attention worldwide, and it is view as a form of increase
financial inclusion and access to financial services among citizens (Mutsane,
2015).
In the African example of M-pesa, there is certainly a market opportunity to be
satisfy in the continent. According to the GSMA Report, in the Sub-Saharan
region, there is an estimated of 36% of smartphone adoption as to 2018, with a
projection of 165 million new subscribers in the period comprehended between
2018 and 2025 (Rowntree, O., 2019.).
This kind of innovations represent an important opportunity of advancing access
to millions of people that are waiting to be integrated in the financial system.
To have a clearer idea what this alternative meant, between 2014 and 2017 the
number of user increase in 124%. In 2017 more than 240 million of adults have
a mobile money account. (figure 1.20)
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Figure 1.20 Mobile Money Account
Source: Global Findex database
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Is access to consumption credit a form of inclusion?
One of the biggest dilemmas around the financial inclusion and credit access
debates, is if it should be also allowed to borrow for consumption. The microcredit
industry targets billions of dollars of commercial credit in developing economies.
A widely shared presumption of these efforts is that expanding access to
“productive” credit makes entrepreneurs and small business owners (weakly)
better off. There is less consensus on whether expanding access to consumer
credit does borrowers more good than harm (Karlan and Zinman, 2015). Although
expanding access to credit has direct impact on economic growth, experts in the
debate about consumption credit has not come to an agreement. This type of
credit is more commonly found in developed economies, like the United States
or the United Kingdom. These two countries represent an interesting example as
the most strongly market-oriented financial system, providing a good laboratory
of the likely development path of financial exclusion (Carbo et al., 2007).
Karlan and Zinman (2015) conducted an experiment partnering with one the most
profitable microlenders in South Africa. The authors found that expanded access
to credit signiﬁcantly improved overall borrower outcomes. Economic selfsufﬁciency (employment and income), food consumption, and one measure of
subjective well-being (an index of intrahousehold control, community status,
overall optimism) were each higher for treated applicants than for controls six to
twelve months after the treatment. (Karlan and Zinman, 2015).
Despite an abundance of research on microfinance, it is largely based on lending
for enterprise, with a developing country focus (Mann, 2019). This kind of
experiments is important since they present an alternative view to those who
believe in financial inclusion and the possibility of including those who have been
left behind through microfinance.
However, a great part of the microfinance sector is mainly focus in providing the
so-called “productive loans”. These are the kind of loans intended to create or
grow an existent business. Although, we are not arguing against this kind of
lending which we considered an important source of financial inclusion, based on
recent studies there is clearly a need to support those left behind with credit for
consumption too.
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Although the purposes for borrowing vary on every household, the experiment
conducted by Karlan and Zinman (2015) in South Africa, found that the most
common purpose for household borrowing was to paying off other debt. Other
common purposes were to buy or improve food quality, transportation expenses,
health-care, and clothes. The majority of lending is used for consumer
consumption which meets core social needs and contributes to ‘lead(ing) a
normal social life in the society in which they belong’ (European Commission,
2008). These are very important motives that should be take into account, since
one of the main objectives of financially including those left behind is to improve
their life quality, and consumption credit may contribute. Despite the high cost
and risks, demand for sub-prime commercial credit is strong because continued
access to credit is more important than cost for people who are financially
excluded (Tebbut, 1983). There is a great dilemma around the benefits of lending
for consumption, usually at above the market interest rate, even though the
alternative is financial exclusion. Certainly, more research is needed before trying
to draw on a conclusion if the possible benefits outpoint the cost and possible
consequences.
The example of consumer microfinance industry in the UK, is aligned with our
belief of its contribution to financial inclusion. Even though little research has been
carried out has concluded that UK consumer microfinance offers insignificant
benefit (Lenton and Mosley, 2012), however this was based on poverty reduction,
not financial inclusion (Mann, 2019).
Mann (2019) conducted a research using the Grounded Theory (GT)
methodology, focusing in-depth interviews with 31 participants from a UK-based
MFI. The main findings are that participants experienced considerable
improvements in financial and social inclusion despite poverty-line incomes and
poor credit scores thus improving financial capacity and money management.
According to Mann (2019), there is strong evidence that the MFI expands the
financial inclusion for the majority of the participants who were financially
excluded. We truly believe the need of more research in this field being carried
out and a chance to financial inclusion be given through consumer credit. The
same way donors and the general public should accept microfinance for what it
is: not a silver bullet; consumer credit should not be perceived as an evil tool
(Coleman, 2005).
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Conclusions
Current and previous efforts and strategies to achieve financial inclusion must be
reconsidered. We also agreed with Carbo et al. (2007), that there is a need for
policy makers (not only in Europe) to consider a legislation that requires banks to
open basic bank accounts services to everyone. Those who favor marketoriented solutions, may question the wisdom in this proposal since it could entail
some cost to the banks, but following a period where the public has been called
upon to “bail” banks in financial troubles, we think the door has been opened for
the public to also call on banks to help in including those who have traditionally
been excluded from the mainstream financial markets (Koku, 2015).
Although, the reality is that microfinance may be guilty of over-promising and
under-delivering, it is still an effective development tool (Coleman, 2005). There
are several of proven impacts and positive effects that can be originated through
the promotion of tools and services offered by Microfinance institutions. Since it
is
clearly
not
the silver bullet to
solve
development
problems,
microfinance needs to be treated as one small element of a broader set of
financial strategies for development (Ghosh, 2013). Providing the poor and those
excluded with effective services and quality tools much needed for their
development and financial stability should be on top of every national agenda and
a main topic in international discussions.
Financial inclusion might be an important step into helping the poor out of poverty.
However, this should be seen as a possible outcome, not as the main objective
of financial inclusion strategies. It is important to emphasize that although the
poor represent a big percentage of the financially excluded population, there are
other population groups that live in exclusion too. Hence, the importance to focus
on financial inclusion, and not only on poverty alleviation.
Especially in the case of development related topics, talking about the problems
of the world without talking about some accessible solutions only leads to
paralysis instead of progress (Banerjee and Duflo, 2011). There is definitely a
need to re-shape and re-focus the financial inclusion perspective into one that
does not only include literature analysis and studies in the topic, but more experts
offering solutions. In spite of the recent efforts to create awareness about the
situation of the poor and the financially excluded, there is still room for
improvement when it comes to create products and implement policies which can
improve the life of millions of people around the globe. This paper, which is based
mainly in new data, leads to a greater understanding and importance of financial
inclusion in which others may subsequently build upon. The ideas presented here
have the objective to direct discourse to the importance of financially including
those who, in spite of the recent efforts, still live in financial exclusion, with the
harness and social impact it may represent
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