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About the cover:

The concept behind the art direction for Volume 2 of the MAP Global Insight series is that
data, when harnessed with the requisite level of skill, provides a beautifully clear lens with
which to view the communities and countries with which development partners are working,
and a focused picture of options for driving positive change.

High-quality data and the use of data analysis tools provide in-depth insights into consumer
financial behaviour and needs, and serve as a key to unlocking government and stakeholder
mobilisation around evidence-based projects to improve service delivery, thereby positively
impacting the lives of the poor.

The cover of Note 1represents how financial inclusion is a means to an end - the end being
improved household and individual well-being that feeds into economic growth which, in
tandem with the process of reducing inequality, helps ensure that everyone enjoys a seat at
the table of economic participation.
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MAP GLOBAL INSIGHTS SERIES VOLUME 1

The MAP Global Insights series Volume 1 consolidates and synthesises the learnings
from MAP across the six MAP pilot countries. Volume 1 was the first of the MAP Global
Insights products, and comprises five thematic cross-country notes, based on the initial
round of findings from the country diagnostic studies, which were conducted in Thailand,
Myanmar, Swaziland, Mozambique, Lesotho and Malawi.

NOTE 1 unpacks the target market segmentation approach that is
central to the MAP methodology of putting the client at the core of the
Decoding the customer analysis. Note 1 provides a window into the emerging cross-country
segments, and the implications for providers, policymakers and donors
in this regard.

NOTE 2 explores the shift in financial inclusion measurement away
from focusing solely on access to more closely match the realities of how
adults live their financial lives and explores the policy implications of
moving away from a linear, one-dimensional view

of financial inclusion.

NOTE 3 looks at the nature of informal financial services. It shows
that it is the local nature of these financial services, rather than
their informal nature, that makes them valuable for the majority of
consumers in these countries.

NOTE 4 considers the gap between ownership and usage of bank
accounts. The note queries whether bank accounts are always the
appropriate product for increasing customer welfare, and argues the
need for a paradigm shift away from focusing on ownership to a focus
on usage in the context of a wider, systems approach.

NOTE 5 focuses on cash as a payment instrument to explore the largely
undiminished popularity of cash. The different payment needs of
consumers are introduced, analysed and compared with regard to the
use of cash versus digital instruments.

NOTE 6 draws together the findings from this Global Insights series.
It shows that the MAP evidence calls for a rethink of conventional
financial inclusion assumptions, based on a consumer decision-making

W framework that emphasises economic incentives, cost and value.
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MAP GLOBAL INSIGHTS SERIES VOLUME 2

The MAP Global Insights series Volume 2 looks at the thinking, strategies and
processes that have enabled national delivery in financial inclusion, and attempts
to codify the operational approach taken in the 18 ‘M AP countries’, including

the 9 where the programme is working with governments to implement the
national roadmap on financial inclusion. Key learnings using the country-specific
consumer data drive the national implementation approach at country level.

NOTE 1: More bread on the table: The promise and the potential of financial
inclusion. In a changing and uncertain global order, financial inclusion - with its
close linkage to the real economy - promises to become a means of supporting
growth and contributing to poverty eradication. Using detailed consumer data,
this note demonstrates the potential for financial inclusion to play a stronger
role in lessening vulnerability to poverty, keeping up with shifting national
demographics, nurturing small business growth and addressing food security
challenges, among others.

NOTE 2: Humanising data: The MAP toolbox for fine-tuning and calibrating
national metrics and optimising consumer delivery. Applying the MAP data
analysis tools to the extensive consumer data gathered in-country enables accurate
understanding of actual consumer behaviour and needs, both country-specific and
in terms of patterns identifiable across developing countries. Findings from the
use of the MAP tools have challenged a few of the conventional financial inclusion
assumptions, in the process contributing to the global pool of financial inclusion
metrics. The tools are central to supporting government and stakeholders in
evidence-based decision-making towards smart, consumer-focused solutions.

NOTE 3: ‘Begin at the beginning': Giving development initiatives political
teeth and boosting government capacity to deliver on the SDGs. The single
greatest challenge facing development is turning research and strategies into
implementable solutions: improvement initiatives that deliver a positive impact.
This note unpacks how the MAP programme is working with governments and
development partners to boost countries’ capacity for self-determination and
delivery on the national financial inclusion roadmap vision and promises, in the
process accelerating inclusive growth and making progress towards the UN 2030
Agenda for Sustainable Development.

NOTE 4: There and back again: Harnessing data, developing collaborative
platforms and enabling governments to deliver on the SDGs. This concluding
note pulls together the power of the consumer data, its role in driving
improvement interventions at country level and the importance of the MAP
platform in bringing together country governments and stakeholders in
evidence-based decision-making. Picking up on the key findings from the
consumer data in other notes in the current volume, this note also provides
insight into the systematic operational approach of the global MAP programme
and reiterates the efficacy of the MAP approach in working with governments to
deliver on the SDGs.



The promise and the potential
of financial inclusion

The 21st century has already presented
breathtaking levels and speed of change, both
within countries and regions and globally. This

is especially so in terms of advances in digital
technology, which have made available huge
volumes of high-quality consumer data while
rapidly (if unevenly) eroding geographic and social
distances. At the same time, in many areas - of
the world, of society, of particular countries - this
‘change’ has often manifested as a deepening and
intensifying of existing poverty, vulnerability

and marginalisation.

Financial inclusion is premised on a basic faith in
the capacity of the poor and the financially excluded
to develop and manage their own financial futures,
and the possibility of boosting this capacity by
finding ways to offer consumers value in the form

of differentiated and customised formal financial
products/services.

Effective financial systems can fuel real economic
impacts at the macroeconomic level by mobilising
savings for investment purposes (including capital
allocation for business development), reducing
transaction costs, and increasing efficiency,
thereby contributing to employment generation
and growth. At the microeconomic or household/
individual level, financial inclusion can impact
directly and positively on people’s well-being by
reducing their transaction costs, enabling them to
more efficiently manage risks, allocating capital for
productive use, and supporting the accumulation of
wealth over time. Improved financial services can
also facilitate access to core services such as health
and education. This can encourage growth directly,
by triggering service sectors, as well as indirectly,
by enhancing productivity and well-being (Calderdn
& Liu 2003; Levine 1997).

Financial inclusion is able to provide a number of
tangible benefits without delay at the individual
and household levels. Nobel Laureate in economics
Michael Spence argues:

There are other things that go along with [financial
inclusion], things such as having an identity, being
able to legally own property and borrow with the
property as collateral. The absence of those things,
including access to a bank account and the ability to
borrow, are elements of non-inclusiveness. It's almost

More bread on the table:
The promise and the potential of financial inclusion

Access to financial services is
highlighted in many of the United
Nations Sustainable Development
Goals (SDGs). For example, ensuring
that all men and women, particularly
the poor and vulnerable, have equal
rights to financial services has been
set as one of the targets for the goal :
to end poverty in all its forms. This
recognises that people’s financial
lives are an important aspect of their
broader lives. Financial services
impact on people's ability to grow,
smooth and protect their income, to
transact, and to build and protect :
their assets. By improving people's
financial lives, financial inclusion can
contribute towards the achievement
of broader public policy objectives.
Financial inclusion makes a strong
contribution to the growth of the :
real economy by triggering higher
productivity in agriculture and
MSMEs, especially those owned
and managed by women, and by
mobilising household savings
among smallholders and low-income
families. Improved financial services :
and products contribute towards
eliminating the ‘missing middle’ and
thus help reduce inequality.

as if, in some countries and societies, there are a
bunch of people who can't join the modern economy
because they don't have the most fundamental tools.
(BCG 2016)

Financial inclusion is a means to an end - the end
being improved household and individual welfare
and a positive impact on those activities that
contribute to production and economic growth. The
latter in turn can have a positive impact on further
financial sector development.
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FIGURE 2: Individuals (formally financially included vs excluded)
that reported not experiencing a poverty risk: 6 MAP countries
Sources: FinScope Consumer Surveys: Zimbabwe 2014, DRC 2014, Lao PDR

2014, Madagascar 2016, Cambodia 2015, Nepal 2014.



What is MAP uncovering?

In its four years of operation since being formally
launched in 2013 and across 18 developing
countries thus far, MAP - through its in-country
and cross-country research and data analytics - has
identified a number of areas as being particularly
relevant in terms of the role of financial inclusion in
development, in enhancing people's well-being and
in helping deliver on the UN SDGs:

* Lessening vulnerability to poverty and risk.

* Helping countries cope with the pressures caused
by shifting demographics, especially with regard
to youth.

* Enabling remittances to play their full role in
enhancing household welfare while supporting
the achievement of economic objectives at
national level.

* Supporting small businesses for
economic growth.

* Addressing food security challenges.

* Mitigating infrastructure obstacles.

These areas emerged out of the initial data

and consumer behaviour studies that were the
focus of Volume 1in the Global Insights series,
whose insights arose in the context of the first six
'MAP countries”: Thailand, Myanmar, Swaziland,
Mozambique, Lesotho and Malawi. MAP's ongoing
research in those countries (with 12 countries being
added over time) is refining the understanding of the
different target market segments and their unique
needs and providing additional learnings from the
implementation of the national financial inclusion
strategy and roadmap.

Poverty reduced - but vulnerability
to poverty persists

While both global income inequality and between-
country income inequality have fallen in recent
decades, within-country inequality has increased in
developing and developed countries alike, although
levels of income inequality remain consistently
higher in developing countries than in developed
countries (UNDP & UNRISD 2017: 18-20).
'Furthermore, the gap between the richest and
poorest in the world has been widening' (Hardoon
2017 cited in UNDP & UNRISD 2017: 22). The
average person in the world experienced wider
within-country inequality in 2013 than they would
have 25 years earlier (World Bank 2016: 10).

While global poverty has declined sharply since
the 1990s (World Bank 2016), increased levels of
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inequality, particularly in developing countries, have
caused more people to be vulnerable to poverty and
therefore vulnerable to risk in the form of unplanned
upset or shock.

The FinScope consumer data is increasingly
highlighting that upsets or shock could be caused

by a myriad possible factors including climate
change (causing uncustomary levels of drought or
flooding) resulting in crop loss, natural disaster (e.g.
earthquake), ill health or death of a family member,
loss of employment due to employer/employee
change in circumstances, the unexpected addition of
other family members to a household and so on.

Experiencing poverty risks

The FinScope Consumer Survey tests three indicators
that it defines as a ‘poverty risk’

= Skipped a meal because of insufficient money
to buy food.

* Gone without medical treatment or medicine.

* Unable to send children to school.

Poverty risks cause many to go without - but financial
inclusion plays a risk-mitigating role. In Madagascar,
17% of adults who earn less than a dollar a day and
who are financially excluded (i.e. use no financial
products/services, whether formal or informal)
indicate they have experienced a poverty risk in the
previous year. The percentage drops to 8% when
considering the corresponding proportion among the
financially included (either formally or informally)
(FinScope Madagascar 2016). Similarly, in the DRC,
FinScope (2014) evidence indicates that households of
different income levels experience such poverty risks
(i.e. skipping a meal, going without needed medical
care, and/or forgoing an education for their children).
However, once again, those that are not financially
included (formally or informally) are more likely to
make this horrible trade-off (see Figure 1).

These findings in Madagascar and the DRC would
seem to indicate that, among people with similarly low
income levels, whether they are financially included or
not makes a significant difference to the likelihood of
financial distress and vulnerability to poverty. MAP is
continuing to test this assumption in ongoing research
in-country and in the different country contexts in
which the programme is operating. Figure 2 illustrates,
however, that this trend holds in the wider sample of
MAP countries (here illustrated with reference to six of
the MAP countries where such data was available and
with reference to formal financial inclusion in this case).
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Drastic coping strategies

The countries in which MAP works tend to have

very low official social safety net coverage. All of the
MAP countries thus far demonstrate the high cultural
value placed on cohesive households and supportive
communities. The strong extended family economic
unit also shapes patterns of how family income is
generated and distributed (e.g. through remittances),
how families take care of the needs of their older
members, how they deal with risk events, and their
attitudes to, for example, savings and credit. Without
access to an adequate range of financial services that
are affordable and conveniently available, many turn
to alternative coping measures, including continuing
to rely on community and other informal structures
where these are available, and often the inefficient
use of whatever financial services/products (formal
or informal) are actually available.

Relying on others for support. In Zimbabwe,

the FinScope (2014) research indicates that the
community is the main risk-mitigating mechanism
on which people rely; 67% of the adult consumers
indicate that they have had to rely on family and
friends for medical expenses, and 66% indicate
the same for regular daily needs. Importantly, 53%
relied on their family and friends to pay school
fees for children. Across the MAP countries, the
research finds that people also take into account
the expectation of community support in planning
for the future.

Forgoing education, and migration among top
longer-term responses to poverty and risk.
Despite very limited resources, people do plan
ahead: for example, 71% of adults in the Zimbabwe
FinScope indicated they were making provision for
the future (2014).

‘I was not attending school while | was in Lesotho so
| came here looking for a school. I didn't want a job.
As time went, | realised that school will waste my
time so | decided to get myself a job.” (Lesotho, male
focus group)

‘I came here in Gauteng [South Africa] looking for a
better life because there's nothing in Lesotho, there's
no rain, and the fields are dying.’ (Lesotho, male
focus group)

I'm here in South Africa to complete my academics
but due to financial hiccups I find it difficult to raise
up money to complete my studies; that's when |
changed the route and said, “No, let me help my life

and live like my friends who have already said that
they are looking at the greener pastures”.” (Malawi,
male focus group)

In the absence of the correct product, use
whatever is available. Risk and the management

of risk for poor households is a significant issue,
yet few households across the MAP countries have
effective financial instruments for coping with risks
(see Figure 3). Healthcare, for instance - an issue
regularly highlighted in the research as a risk - adds
a significant financial burden to a household when
someone falls ill and there are ineffective financial
instruments to deal with it.

The MAP research shows that many households, in
the absence of risk-mitigating insurance products,
turn to drastic coping measures, including selling
something, lowering expenses (e.g. by skipping
meals or other forms of going without), or using
credit or savings to cope. In the Swaziland and
Myanmar findings, respectively, a high proportion
‘did nothing’, indicating limited available options
for some in terms of managing shocks. All of these
commonly used risk-mitigation strategies, however,
deprive the poor of a means of getting out of
poverty, or entrench them further in poverty.

‘Mike is a 51-year-old general supervisor for the
Department of Social Welfare. He earns a salary of
US$195 per month and an additional US$20 per day
from part-time jobs. He recently had to take a pay
cut due to the economic instability in the country.
Mike is a family-oriented man who helps pay the

rent for his mother and brother. When his sister fell
ill, she had to be hospitalised as she had lost a lot of
blood. Though the hospital treated her free of charge,
Mike needed US$390 to get enough blood from the
blood bank for her to receive adequate treatment.

He also still needed to pay for his sister's medication.
Therefore, he borrowed money from a moneylender at
an interest rate of 30% per month, which at the time
of the interview he was still repaying.’ (Zimbabwe,
qualitative study 2015)

Use of informal products. Although in many
instances the poor do prefer to use informal
financial services, in many other instances a formal
option is simply not available and consumers turn
to the informal mechanisms as the only option. In
Myanmar, for every person that saves in a formal
institution, five save in an informal/local institution
or at home (MAP Myanmar 2014). Informal
moneylender loans are more than four times the
value of the current estimated retail credit market
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and this reflects savings that individuals opt to
privately intermediate. More than 10% of adults
noted that they save in gold. Figure 4 shows the
popularity of saving with a bank vs informal savings
in seven of the MAP countries.

Inefficient use of products is an inevitable result.
At the household level, credit (formal or informal)

is commonly used for income-smoothing activities
rather than for investing in education, a home or a
business that will enable better long-term income
sustainability and growth (see Figure 5). The largest
drivers of credit uptake and usage are managing
living costs, medical expenses and farming expenses
(and in some cases school fees), with most of

the farming being subsistence rather than trader
farming. With regard to the countries in Figure 5,
with the exception of Cambodia credit is being used
to a very limited extent to fund buying/renovating a
home, while uptake of credit for purposes of starting
a business does not feature at all - inefficient from

a macroeconomic perspective but even worse for
building a viable private sector credit market.

Learning from what works. With regard to
lessening vulnerability to poverty, MAP's research
is confirming that people in developing countries
have limited options available to mitigate risk, and
that the formal risk-mitigation options available

Cambodia

Madagascar

mostly do not suit the majority of the population,
who have low income levels. In an attempt to

close the gap between providers and consumers,
MAP foregrounds for the country government and
stakeholders the consumer needs in specific target
market segments and sub-segments, encouraging
providers to try to devise new business models

for viable service provision. In the MAP countries,
consumers tend to rely on a varied portfolio of
financial products and services (a mix of formal
and informal) to meet their needs (as explored

in detail in Note 2 of the previous volume, which
focused on depth of usage of financial services; and
in Note 3, which focused on why consumers choose
informal providers - often even when lower priced
formal services are available). For this reason,

the MAP research acknowledges and highlights
the characteristics of informal providers, in the
interests of assisting formal providers to learn from
the abiding popularity of informal/local financial
products/services among consumers.

The pressures caused by shifting
demographics, especially with regard to youth

High levels of youth unemployment worldwide, but
particularly in developing countries, are a ticking
time bomb - or biggest opportunity. With 200
million people aged between 15 and 24 (the youth

Living costs [

Medical expenses [N

Other emergency [N

Farming expenses [ ]
Buying/renovating a home [
Funeral expenses ]
Education/school fees [N

20%

Nepal

Zimbabwe

FIGURE j5: Drivers of consumer uptake of credit: 4 MAP countries

Sources: FinScope Consumer Surveys: Madagascar 2016, Cambodia 2015, Zimbabwe 2014, Nepal 2014.



bracket), Africa has the youngest population in the
world. Africa’s growing youth population comes
with high energy, creativity and talents - only to be
stymied by lack of employment opportunities, which
has the potential to undermine social cohesion and
political stability: in Africa, three out of five young
people are unemployed, while in Southeast Asia and
the Pacific, youth unemployment rates are six times
those of adults (Baah-Boateng 2016).

Young, hungry and disillusioned

Most of the MAP countries have large youth
populations (those aged 15-24), and in general also
a large proportion of the population 34 years old

or younger. When MAP first began its in-country
research (with the six countries that were the focus
of the first volume), it did not have a particular
focus on youth. The assumption, if any, was that
youth represented countries’ hopes for the future
and that young people, in their prime, had much to
contribute. By virtue of the MAP focus on target
market segmentation, however, it has become
evident that in most of the MAP countries, youth
constitute a large proportion of the ‘dependants’
target market segment, a finding that was slightly
unexpected. Unchecked, what is potentially a youth
dividend could become a youth burden on an older,
working population.

The MAP research into the youth aspect of the
dependants target market segment is ongoing in
the MAP countries, as the findings continue to yield
surprises and potential areas for policy intervention
and improved service provision.

Economic participation. Focusing in on Burkina Faso,
Cambodia, Madagascar and Togo, Figure 6 provides
a breakdown of youth labour-force statistics in

those four MAP countries in terms of four types of
economic participation: farming, being a dependant,
being informally employed, and having a salaried
job. The data demonstrates that less than a third of
youth have formal-sector jobs. Most are involved

in family (subsistence) farming and dependent on
another family member for a livelihood.

Some uptake of formal services but informal is
favoured - with many not saving. In the example

of Burkina Faso, Cambodia, Madagascar and Togo
for which we indicate labour-force participation,
savings among the youth are driven by reliance on
informal mechanisms (see Table 1). In each of the
four countries, a high percentage of the youth do not
save at all (formally or informally).
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The urgency of addressing the youth
employment question is illustrated
by the fact that, since the beginning
of the decade, the youth have shown
increasing signs of frustration in the
form of demonstrations, rebellions and
armed conflict - from the Arab world,
stretching down to the southern tip of
Africa. The ‘infectiousness’ of the Arab
Spring revolutions was largely caused by
youth in Tunisia, Egypt, Libya, Syria and
elsewhere realising that their generation
was living in an undignified, liminal state
of pre-adulthood, and they demanded
access to education and jobs (Mulderig
2011), as well as improved governance.
Similarly, South Africa's youth have
expressed their dissatisfaction in the
nationwide ‘#FeesMustFall’ protests
(which started in October 2015 and are
ongoing to some extent) against the high
costs of university education in South
Africa. Not all protesting students come
from poor backgrounds but they all agree
about one thing; lower fees represent
access, both to higher education and to
a better, more prosperous life (Baloyi &
Isaacs 2015). In South Africa, in 2014,
51.7% of young people aged 15-34 had
never worked before; in addition, 31.3%
of young people were not in education,
employment or training (NEET)
(Statistics South Africa 2015: 3).

A finding that is of interest, because it seems
somewhat anomalous given the other data on these
consumers, is the comparatively high percentages
of the youth in these countries using formal payment
mechanisms; the initial MAP speculation is that this
is perhaps driven by high levels of mobile phone
ownership and uptake of mobile money services.
But this assumption needs testing through further
research and engagement with local stakeholders.

Economic empowerment of women accelerates
efforts to reduce inequality. Women and girls

are underrepresented in economic and political
decision-making, face barriers to equal participation
in the formal economy, earn less, and have unequal
access to assets and property. A recent McKinsey
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FIGURE 6: Youth labour-force participation: 4 MAP countries

Sources: FinScope Consumer Surveys: Burkina Faso 2016, Cambodia 2015, Madagascar 2016, Togo 2016.

study highlighted that focusing on narrowing the
global gender gap could double the contribution
of women to global GDP growth by 2025
(Woetzel et al. 2016).

MAP Lesotho (2014) showed that about a third of
the population is remittance-dependent (termed
‘private dependants’ to distinguish them from those
on government grants), and of these:

* Just under 80% are female.

*  About 39% are youth (aged 18-24).

* 70% are rurally based.

*  62% have either non-formal or only
primary education.

These dependants, despite having a low average
income, are found to be a highly active economic
group, with a correspondingly wide range of financial
service needs (MAP Lesotho 2014). This, combined
with the finding that being a remittance receiver
tends to shift more of the household financial
decision-making power into the hands of women,
has propelled this group ‘onto the MAP radar’ as a
viable focus for government and stakeholder efforts
to improve financial inclusion in Lesotho (Notes
2,3 and 4 of the current volume report further on
related projects).

Remittances provide critical income
and food security to the poor

Remittances have overtaken ODA as a source

of revenue in developing countries, and have a
significant role to play in financing development.
In countries as diverse as India and Philippines,
remittances account for a very large proportion
of GDP and of national savings. According to
IFAD (2015), approximately 25 countries receive
10% or more of their GDP from remittances. In
countries such as Tajikistan, remittances account
for 42% of GDP, and estimates for Somalia are
close to 50%. On average in those countries,
remittances account for close to 40% of family
income, prompting some to call remittances the
‘world's largest poverty alleviation programme’
(IFAD 2015).

Across the MAP countries, remittances remain a
critical income source for poor households. Almost
a third of people in most MAP countries are

reliant on remittances for their daily livelihoods,
meaning that remittances are fulfilling critical
needs back home to ensure that people are fed

and have access to basic services. Day-to-day
needs are fundamentally not being met within

the current MAP country contexts, hence the
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Burkina Faso Cambodia Madagascar
Formal 34” 41% 227 18%
PAYMENTS
Informal 2% 1% 3% 2%
Formal 16* 10% 10” 17%
Informal (e.g. savings group) 25% 20% RoE 19%
SAVINGS
Family and friends or self 14% 22% 2 *
Not saving 54% 617 44% 6o

TABLE 1: Youth financial inclusion (payments and savings): 4 MAP countries

Sources: FinScope Consumer Surveys: Burkina Faso 2016, Cambodia 2015, Madagascar 2016, Togo 2016.

need for additional household support from
across the border in larger countries and from the
urban centres.

Remittances as a means of increasing access

Dependence on remittances within poor countries
demonstrates the interconnected nature of our
globalised world. Remittances potentially help
those who receive them to access inclusive and

sustainable financial services. Bringing remittances

within the ambit of formal finance, and reducing
the cost and increasing the convenience of such
financial transfers makes sense in terms of
financial inclusion, given the potential size of the
market for remittance products/services and the
increase in well-being that could potentially flow
from better serving this market.

Remittance flows potentially have an impact

at a number of levels. The first and probably
most substantial impact of remittances is on the
households that receive them; and, for the very
poor, they may be able to facilitate movement
out of poverty. The larger the scale of remittance
flows, the more likely they are also to have
impacts - some positive, some less so - at the
macroeconomic level.

©00000000000000000000000000000000000000000000

Possible less positive impact
at the macroeconomic level
relates to the fact that the more
dependent a country becomes
on remittance income, the more
potentially vulnerable it is to
economic shocks emanating from
the sending country. Furthermore,
while the inflow of remittance
money contributes to raising the
living standard of the receiving
population, this sometimes has
unforeseen consequences. This
has been evident in Nepal, for
instance; given the stagnation
of local industries and lack of
investment opportunities within the
country, remittance dependence
has had the knock-on effect
of increasing imports to feed
increased consumption demand
(MAP Nepal 2016).
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As Figure 7 indicates, in relation to eight of the

MAP countries, dependence on income from

others, including remittances, is quite substantial.
Almost a third of adult Zimbabweans - estimated

at 3.3 million - now live outside the country. The
remittances they send home to family and friends, at
13% of GDP, are now a significant source of foreign
funding flowing into the country. This, in conjunction
with regulatory reform, has spawned a healthy

and competitive market in remittance services.
Whereas just five years ago the majority of cross-
border remittances into Zimbabwe used informal
channels, an increasing proportion of remittances
now flows through formal channels, as providers are
increasingly able to offer consumers more affordable
and accessible formal money transfer options.

Making ends meet from afar

Remittance income for the most part spent on
survival. The MAP data indicates, however, that
the majority of remittances are typically used to
finance day-to-day living expenses. Many migrants
are simply unable to earn enough to accumulate
substantial funds for investment.

‘Money that we send home is not used for farming nor
for business.” (Lesotho, female focus group, migrant)

‘The money is all used for family needs and there is
always none left to start a business.’ (Lesotho, female
focus group, migrant)

‘...remittances are not used for business purposes,
whether big or small. Money is often sent to cover
certain needs. The money that is sent is little and
after all is done, nothing remains to start a business.’
(Lesotho, female focus group, migrant)

Because of its role in reducing the financial risks
facing a household, the mere presence of migration
and remittances is thus arguably a component of
poverty reduction.

In Nepal, despite the encouraging figures in
remittance incomes - which have aided the nation in
increasing the volume of foreign reserves, maintaining
a balance-of-payments surplus and bolstering
incomes - investment of the received remittances in
productive sectors has, according to 2014/15 figures
from the country’s finance ministry, remained low. Of
Nepali adults who receive remittances:

* 57% spend the remittance money on buying food.
* 14% save the remittance money.

* 7% use the remittance money to buy land
or a house.

= 7% invest the remittance money in business
(MAP Nepal 2016).

Many benefit from each remittance transfer. In the
Nepal example, almost all the respondents indicated
that they depend solely on the income provided by
the migrant worker and that their families would not
have an alternative means of income. While primary
schooling is free in that country, as children enter
high school the costs of education are often covered
almost entirely by remittances. The research found
that remittances are also quite frequently used to
defray agricultural costs, including paying herd boys,
purchasing feed to supplement poor rangelands, and
paying for medicine for livestock.

In Lesotho too a remittance survey undertaken

by FinMark Trust (Truen et al. 2016) showed that

the primary financial goal of most households was
simply to buy enough food, followed by saving for
funerals and retirement, and meeting education costs
(see Figure 8). Households said they were finding

it difficult to meet their financial commitments and
needs, which suggests widespread food insecurity.

Most remitters feel that their money is vital to

the continued well-being of recipient households.

In MAP's research on remittance in Malawi, it

was found that many of the remittance senders
supported children still living in Malawi, and supplied
funds to pay for healthcare costs of family members
as necessary. They were typically supporting
multiple individuals back home.

Moderator: ‘The people that you are sending money
to, if you count them?’

Focus-group respondent: ‘The people: from my in-law
they are 8; from my mother they are 7.

Focus-group respondent: ‘It's going to be a disaster
because with the money that we send, they are paying
electricity, they are paying for water; if you don't pay
it means they have to cut, they will suffer because if |
didn’t send money they will never farm because they
need to buy fertiliser, to put people to help them, so

if 1 didn't send they will never farm and there will be
hunger.” (Malawi, female focus group)

Changing gender dynamics and shifting power

The MAP research has found that both access
to and usage of financial services and products
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have strong gender dimensions in all of the MAP
countries. For instance, the research in Nepal
highlighted the effect incoming remittance tends to
have on household power dynamics; in that highly
patriarchal society, the fact that most migrants
are male and the majority of remittance receivers
female means a significant shift of wealth into the
hands of female members of the population. The
female left behind to run the household has to
become a decision-maker in day-to-day financial
services usage, even if major decisions are still
made in combination with the male spouse/
family member who has migrated. Similar gender
dynamics and power shifts were found in Lesotho
(as mentioned in the previous sub-section) and
Swaziland on the basis of remittance income.

Rising female economic participation rates can
provide countries with a ‘double dividend’, as
women are more likely than men to use their
earnings and their bargaining power to buy goods
and services that improve the family's welfare
(Goldman Sachs 2014). Rising female participation
rates in the economy and in the labour market

can mean both better and better-quality growth.
Financial inclusion has long fostered women's
economic participation through the early iterations
of microfinance and its focus on informal

savings groups, and is thus able to build on this
ground work.

Taking the learnings on remittances further. Note
2 of the previous volume alluded to the research
finding from FinScope Mozambique (2014) that
people in that country often have a bank account
simply for purposes of receiving remittance
payments, arguing that such consumers, while
technically ‘financially included’, are actually very
thinly served; in other words, these is low depth of
usage of financial products/services. Note 4 of the
previous volume reported the same for Thailand,
and summed up that in the six MAP pilot countries
the finding was that the dominant use for bank
accounts was for encashment purposes - to turn a
salary, grant receipt or remittance into cash as soon
as it is received.

Notes 2, 3 and 4 of the current volume report in
more detail on the cross-border remittance project
under way in Lesotho on the basis of the initial MAP
research, and on MAP's related ongoing work with
government and local stakeholders in Mozambique,
Zimbabwe, the DRC and Malawi, respectively, to
increase financial inclusion by reusing and adapting
the learnings from the Lesotho remittance case.

Supporting MSMEs can accelerate
innovation, employment and growth

MSMEs constitute the lion's share of the real economy
in developing countries - in terms of both number

of organisations as a percentage of total firms and

their collective contribution to GDP. Hence, any
improvement in this segment of firms, whether through
improved productivity or increased growth, translates
directly into positive contributions to the overall
economy of these countries and improved well-being
at the household level. And yet a significant portion of
MSMEs remain financially excluded.

Focusing interventions to grow the real economy

Given lack of formal-sector employment, most
MSMEs are micro-businesses, born out of necessity:

* In Nepal: informal MSMEs are a major
constituent of the country’s informal economy,
contributing approximately 38% of GDP
(FinScope 2014).

* InLesotho: 97% of all businesses are micro-
businesses, with an annual turnover of under
R200,000 (US$29,000) and a maximum
of 4 employees. Only 18% of all MSMEs are
registered, and only a small proportion of the
businesses are likely to be potentially high-growth
ones, unless they are still in their early stages (e.g.
less than 2 years old) (FinScope Lesotho 2011).

* In Malawi: most MSMEs have been born out
of necessity (FinScope MSME survey 2012),
with 38% of MSME owners indicating that they
established the business in the absence of any
alternative means of earning an income. Most are
also ‘survivalist’ businesses that are unlikely to
employ many people (MAP Malawi 2015).

The value of segmenting MSMEs. Segmenting
MSMEs by income and number of employees

gives a more accurate view of the characteristics

of the business and its potential to contribute to

the country’s macroeconomic growth; some are
surviving from day to day, which has the value of
allowing the individuals and households that run
them to make a living, while others could reasonably
be estimated to have the potential to yield significant
growth. Segmenting MSMEs makes it possible to
recognise and use differentiated policy approaches
to cater to their differing financial service needs

and support their potential contributions to the
achievement of the country’s policy objectives.



Primary education
or less

Struggling go-getters

Entrepreneurs
from aspiration

Motivated to grow but most lack skills.
Targeted skills development required.

More bread on the table:
The promise and the potential of financial inclusion

Secondary education
or more

Driven achievers

Have both skills and motivation.
Primary initial target for finance.
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@ Employees $378 @ Employees $11359
0.23 Us 0.4 Us

@ Employees $32‘O @ Employees $42‘5

Unlikely to ever be a major

growth area.
Entrepreneurs

from necessity

Survivalists

Table 2 uses classifications developed by the
International Finance Corporation (IFC 2013)

to characterise MSMEs in Malawi in terms of
‘struggling go-getters/, ‘driven achievers’, ‘reluctant
entrepreneurs’ and ‘survivalists’, respectively.

As shown in Table 2, 16% of MSMEs (the driven
achievers) earn significantly higher revenues than
the other segments and have more employees, while
the two largest segments - struggling go-getters
and survivalists - constitute 76% of total MSMEs
and earn the least, the main hindrance being a lack
of skills.

Note 1 of the previous volume reported in detail on
the MAP Malawi MSME segmentation, arguing that
planning MSME-focused interventions aimed at
increasing financial inclusion requires a distinction

to be made in terms of whether increased access

to formal credit or skills is indicated. Targeting
aspirational MSMEs for formal credit potentially has
a multiplier benefit given the numbers of employees
they employ, whereas MSMEs that are entrepreneurs
out of desperation need skills more than credit, given
the danger of over-indebtedess if such businesses are
provided with credit they are unable to repay.

MAP's research into MSMEs in Malawi indicates
that those that are assumed to have high potential
for growth are also more financially included than
the others. For example, 67% of driven achievers use
formal financial services, compared to only 23% of
survivalists (MAP Malawi 2015).

May have the ability to grow, but have not
shown the desire to be entrepreneurs.

Reluctant entrepreneurs

TABLE 2: MSME segmentation in Malawi
Source: MAP Malawi (2015).

The MSME FinScope survey data and the MAP
research in Malawi suggests that survivalist

MSMEs are unlikely to contribute significantly

to macroeconomic growth without there being a
highly focused in-country strategy on those firms

to enable broader contribution to the economy;

and that a broad in-country focus on MSME
development, even if that were to be an option in
terms of available budgets, would be unlikely to yield
commensurate societal benefits. These assumptions
are informing MAP's work with government and
stakeholders on strengthening MSMEs in Malawi
and the other MAP countries. The recommendation
is to target growth of the MSME sector, on the

basis of accurate segmentation, towards those
MSMEs that are aspirational with the potential

to grow their business. In Malawi, for instance,

the assumption is that the MSMEs in the ‘driven
achiever’ category, if suitably supported, have the
potential to contribute significantly to achieving

the Malawi national objectives of economic growth
and job creation. Given the realities of budget and
capacity constraints in developing countries, there is
value in adopting a pragmatic approach, focusing in
the first instance on the most potentially promising
group, identifying existing pockets of motivation and
working to strengthen them. This enables both quick
wins in terms of identifying what works for growth
and development (without large upfront investments
and possibly little result at the end), while also
helping to inform the strategy for the other MSME
categories on the basis of the data and experience.
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Salaried workers - an unexpected source of credit

The MAP data and analysis are demonstrating

an additional finding that merits further research
and should be factored into plans to develop the
MSME sector, especially in terms of helping to drive
innovation and investment at country level from a
different source of funding; in most countries, MSMEs
are funded by salaried workers (see Figure 9), the
target market segment that also has better access
to formal credit. Salaried workers thus present an
unexplored potential opportunity in terms of the link
between MSME support and financial inclusion.

Improving food security by enabling agricultural
households to access capital

Particularly in the context of climate change, issues
of food security and support for farmers have taken
on added urgency. Small-scale farmers feed close to
80% of the total population in Asia and sub-Saharan
Africa and support the livelihoods of nearly 2 billion
people (Methvin 2017). Smallholder farmers typically
cultivate less than two hectares (4.4 acres) of land
for subsistence and earn less than US$2 per day.
Most smallholder farmers farm out of necessity not
opportunity. These are families with few options
except to grow their own food and barter or sell
whatever excess remains. This community of farmers
sit at a critical nexus between survival and global
opportunity. Integrating smallholder farmers into
large supply chains would seem an opportune move.
[t does, however, come with risks; these farmers

typically have lower yields than commercial farms
based on limited technical expertise, limited working
capital to invest in fertilisers, pest and disease control,
and limited access to irrigation infrastructure. Despite
these risks, smallholder farmers could very well be
the only answer to feeding our increasing populations.
But, just as importantly, they offer the extraordinary
opportunity of nurturing an economy that is inclusive
in nature, where growth and prosperity are not the
exclusive domain of the few (Methvin 2017).

Largest, impoverished and most vulnerable to climate
change. More than 50% of economically active adults
in most of the MAP countries are farmers, supplement
their earnings from other work by doing some farming,
or are employed by famers. They are almost exclusively
located in rural areas and are the poorest and most
vulnerable section of the population, as increasingly
they are impacted by climate shocks while having few
or no resilience mechanisms.

In Nepal, an estimated 77% of the population are
engaged in farming (MAP Nepal 2016). In the DRC,
farmers represent the largest target market segment,
with 11.7 million adults involved in farming in some
way; they exceed MSMEs by more than half a million
and make up more than a third of the adult population
(6.9 million adults) (MAP DRC 2015).

Figure 10 shows the high proportion of the adult
population in four of the MAP countries earning a
living from farming, and their accompanying reported
high levels of exposure in the previous 12 months
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to climate-related risks (defined in the FinScope
Consumer Survey as drought, crop failure, rains

not arriving during planned periods, and flooding).
Figure 11 shows that, with the exception of Myanmar,
in those countries farmers are also more financially
excluded than other segments of the population.

Farmers' resilience tested by post-harvest crop
loss. In Zimbabwe, over 50% of farmers live
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more than 8 hours from the nearest trading
centre, and the near-complete breakdown of
the country’s transportation infrastructure,
most prominently outside city centres, limits
consumer and market connectivity, aggregation
and development. Due to a lack of effective
refrigeration or storage facilities, post-harvest
crop loss can reach 80% in some areas (MAP
Zimbabwe 2016).
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FIGURE 10: The farmers target market segment and their exposure to risk: 4 MAP countries
Sources: FinScope Consumer Surveys: Malawi 2014, Zimbabwe 2014, Myanmar 2013, Mozambique 2014.
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Agricultural credit focused on commercial farms.

In Zimbabwe, agricultural credit accounts for

16.2% of total formal credit in the market (FinScope
Zimbabwe 2014). The bulk of this is lent out to
commercial farmers, although these account for only
0.04% of farmers in Zimbabwe.

‘Nyarai is a commercial farmer in Kwala along with
her four siblings. She grows flue-cured tobacco

and profits approximately US$2,000-US$2,500

per season from her harvest. Nyarai gets an input
loan from Zimbabwe Leaf Tobacco Company worth
US$3,500, on the condition that she sells her produce
to them. She uses the input loan to purchase items
such as fertiliser and seeds, which she otherwise
would not be able to afford.’ (Zimbabwe, qualitative
study 2015)

Banks are, by and large, unwilling or unable to lend
to smallholder farmers - even though, following
Zimbabwe's land-reform process (Scoones et al.
2011), they constitute 99.6% of all farmers (FinScope
Zimbabwe 2011).

Smallholder farmers reliant on informal and
group loans for inputs. In the absence of formal
agricultural credit, most smallholder farmers in
Zimbabwe, as in most of the other MAP countries,
rely on community and other informal sources to
meet their credit needs in the form of personal
loans. Interest rates are typically as high as 120%
per annum for these small-sized loans (Zimbabwe,
stakeholder interview 2015).

In the DRC, too, subsistence farmers' operations are
limited by the difficulty of accessing formal credit,
and informal saving and borrowing networks are a
common support mechanism.

‘l am a member of a group of 14 farmers who meet
once a week and contribute US$1. The group's goal is
to help a member in case of a problem. We withdraw
an amount from the cashier to help the member in
difficulty. But that amount has to be paid back later.’
(Kibumba, DRC, subsistence farmer, female)

Informal = local. Note 3 in the previous volume of the
MAP Global Insights series reported the finding that,
in poorer target market segments, informal credit
providers are for the most part favoured over formal
providers, and that much of the reason for this relates
to the local nature of such providers, which gives them
an edge in providing suitable products and services
(the same is also true for informal savings products in
many of the MAP countries).

More customised service. Increasingly, too,

the MAP research is finding that with regard

to providing credit to farmers and MSMEs, in
particular, providers assess lenders' risk by

using a wide spectrum of variables, including
expected earnings; seasonality of income and

type of occupation; the individual make-up of
borrowers, including their disposition to repay
loans (often based on their financial conduct in
informal financial savings groups); and the person’s
reputation in the community. Informal/local credit
providers are in a position to offer convenience of
location, to waive stringent eligibility requirements,
to dispense with onerous documentation, to avoid
delays in issuing the loan, to be open to offering
flexible repayment options and to offer small-value
loans. This kind of more customised service suits
those such as farmers who have income gaps and
unique seasonal cash flow, and who need day-to-
day consumption smoothing as well as ways to
store income until they need to purchase inputs.

The key to financial product/service innovation.
Understanding the cash flow and the savings

and borrowing behaviour of consumers - in this
case, farmers - is the key to innovation in product
development. Furthermore, given gaps in banking
and transportation infrastructure in developing
countries, formal/remote providers need to find
ways to get closer to where the people are, in the
interests of offering convenient, responsible and
affordable deposit-taking, payments processing,
microfinancing, mortgages and insurance - in
other words, all the products and services that
fuel investment, create jobs, stimulate growth and
increase wider societal well-being. In Nepal, for
instance, a country with a highly developed culture
of saving even among the very poor, government
and stakeholders are using the MAP consumer
data on actual savings behaviour to consider ways
to partner with existing informal/local savings
cooperatives and groups (MAP Nepal 2016). This is
being seen as an option for expanding distribution
of formal savings products/services to these
groups' substantial existing customer bases (see
Note 2 of the current volume for more detail).

Infrastructure needed to build
efficiency and convenience

In developing countries, development can be well
served through decentralised initiatives (functional
products and services meeting the unique demands
of discrete target market segments) that apply
across the geographic regions and sufficient



numbers of a country’s consumers. Yet several
factors converge to make it difficult for formal
financial providers to provide services much beyond
the main urban areas.

Severe distribution challenges reinforce
cash economy, lack of intermediation

Across the MAP countries, the banking
infrastructure deficit beyond the key urban

areas remains acute. And despite the promises
and potential of digital technology to overcome
the traditional constraints of physical bank
branches, such as via branchless banking and
agent networks, digital still depends on the
presence of infrastructure - including encashment
infrastructure - which is difficult to provide outside
of urban areas. Thus, digital ‘solutions’ are still
often constrained by geography.
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Barriers to the adoption of digital
services can also have a cultural
dimension, as the MAP Nepal (2016)
research found: a culture of tax
avoidance represents a formidable
barrier to the adoption of digital
commerce in that country, as the
proliferation of retail digital payment
services has the potential to reveal the
true extent of the tax base.
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Lack of transportation infrastructure only
compounds the lack of banking infrastructure in
developing countries.

In Mozambique: Only a quarter of rural people

live within 2 km of any road in the classified road
network. If it is hard for citizens to travel in rural
areas, it is even harder for financial institutions to
install and maintain basic financial infrastructure to

serve these people. This is illustrated by the fact that

47% of all bank branches, 45% of ATMs and 60%
of POS devices are concentrated in Maputo City
and Maputo Province, with less than 5% of these
contact points present in Cabo Delgado, Zambezia
and Niassa, respectively (MAP Mozambique 2015).
Even within these provinces, access to financial
services is concentrated in urban areas. Figure 12
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illustrates this by comparing proximity of adults to a
bank branch ("proximity’ here being defined as living
within 30 minutes of one) with the number of adults
considered financially included across and within
provinces in Mozambique.

In Nepal: Transport infrastructure is limited to key
corridors, which hampers efforts to both expand
access to financial services and link the broader
population to the national economic zones.

Financial services distribution by retailers could

benefit individuals and retailers alike. The FinScope
survey (2014) reports that 82% of Nepali adults
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FIGURE 12: Comparison of consumer proximity to a bank
branch and financial inclusion: Mozambique

Source: FinScope Mozambique 2014.
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are within walking distance of a grocery store,
compared to just 15% that are within walking
distance of a bank. This suggests that accessing a
grocery store would be easier and, importantly, less
expensive than accessing a bank, as no transport
or opportunity costs would be incurred. Retailers

in Nepal, therefore, represent a potential broad
touchpoint for reaching large sections of the

Nepali population.

Although the number of bank branches is increasing,
they are generally located in urban (82.8%) and
peri-urban areas (MAP Nepal 2016). By contrast,
81% of the population is based in the rural areas.
Serving a customer through a bricks-and-mortar
bank branch represents a cost to the bank (renting
the premises, security costs, maintenance costs,
staff salaries). Furthermore, many people in rural
areas feel intimidated by or uncomfortable at the
prospect of transacting in a bank and interacting
with bank staff, and would be more willing to access
financial services from a trusted retailer who is

well known to them. For these reasons, banks in
Nepal are already open to exploring partnering with
retailers and other local agents as a way to expand
their networks.

Distributing financial services through retailers could
also be highly beneficial to the retailers, as increased
numbers of customers would frequent the store,
which opens up the opportunity for increased profits
through cross-selling. In addition, with increased
customers come potentially increased volumes of
digital transactions, which would make it a more
viable proposition for the merchant to invest in point
of sale (POS) mechanisms (for which they pay a

fee to the bank), and other digital infrastructure -
assuming all other requirements, such as a reliable
digital network, were in place.

The MAP findings on consumer needs, preferences
and actual behaviour are supporting country
government and local stakeholders to explore
pragmatic options for improved delivery to

larger sections of their populations despite

the infrastructure obstacles (banking and
transportation). This thinking is an extension of
the initial MAP data and findings as reported in
the previous volume: in particular, Note 3, which
explained the enduring popularity in the MAP
countries of local financial services; Note 4, which
focused on why bank accounts are not always the
answer to improving consumer well-being; and
Note 5, which explored why digital payments are
not yet replacing cash.

20

Financial inclusion as the
policy instrument of choice

Helping to deliver on the SDGs. In working with

a particular country, financial inclusion takes into
account national consumption realities and adopts
a consumer-driven approach while attempting
simultaneously to link to the global economy.
Financial inclusion addresses the SDGs by offering
complementary, incrementally implemented
initiatives to tackle poverty and promote inclusive
development in poor and marginalised societies. The
fact that financial inclusion is a target under seven
of the SDGs means that countries have a strong
platform and basis on which to reflect financial
inclusion in their plans and policies. Now they need
to turn those into reality.

Problem-solving from the ground up. Increasing
financial inclusion in a country comes neither solely
from policy objectives nor from simply adopting and
trying to implement ‘best practice’ reforms from
elsewhere. Developing country governments have
the crucial role of creating an enabling environment,
in which a broad range of strategic partners at
country level, armed with political will and with
their different perspectives, operational models and
expertise, can collaborate to discover the best-fit
solutions to the country’s most pressing problems.

The value of consistent, modest effort. Emphasising
robust data and analytics as the basis for problem
diagnosis, and engaging country governments

and local stakeholders to harness the data, the

MAP approach is embedding financial inclusion
implementation in modest and realistic, day-to-day
improvement projects; as discussed in more detail in
Notes 2, 3 and 4 of the current volume, such efforts
create momentum towards more ambitiously sized
projects, eventually morphing into improved in-
country institutions.
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